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Three Leadership Skills That Count

by Morten T. Hansen

How do you lead successfully in an uncertain, disruptive, even chaotic world?

In our new book Great by Choice, Jim Collins and I pondered that question. To get some 
empirically derived answers, we studied leaders of companies that grew to become great 
in highly uncertain, even chaotic, industries. They include the biotech, semiconductor, per-
sonal computer, and airline industries. Over the years, the CEOs of these companies faced 
massive technology disruptions, deep industry recessions, sudden collapses in demand, 
price wars, oil shocks — you name it. But even so, they led their companies to great long-
term financial performance. Their experience can guide leaders who now must lead in to-
day’s disruptive world.

Some of these leaders have become legends, such as Andy Grove of Intel and Herb Kelle-
her of Southwest Airlines. Others remain fairly unknown outside their industry, such as 
John Brown of Stryker and George Rathmann of Amgen. What then were the leadership 
characteristics that separated the winning leaders from their industry peers?

Surprisingly, they were not more visionary (they did not stand out for their ability to “see” 
the future), and they were generally not more charismatic (yes, a few were, like Herb Kelle-
her, but not all, and so were some industry peers). Instead, we found three other character-
istics.

Productive Paranoia. Bill Gates was hyper-vigilant about what could hit and damage Micro-
soft. “Fear should guide you,” he said in 1994. “I consider failure on a regular basis.” Herb 
Kelleher predicted eleven of the last three recessions. Andy Grove ran around “looking for 
the black cloud in the silver lining.” Productive paranoia is the ability to be hyper-vigilant 
about potentially bad events that can hit your company and then turn that fear into prepa-
ration and clearheaded action. You can’t sit around being fearful; you must act, like Herb 
Kelleher, who insisted on cutting costs and running lean operations in good times, so that 
they would be prepared for the next storm, imagined or real.
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Empirical Creativity. Well, just staying alive 
does not produce greatness. You must 
also create. So we should expect these 
leaders to be highly creative — to create 
new, wonderful products. Yes, but here’s 
the rub. The leaders of the average indus-
try peers also displayed lots of creativity. 
We found that the differentiating leadership 
principle was a certain approach to creativ-
ity, what we call empirical creativity — the 
ability to empirically validate your creative 
instincts. This means using direct observa-
tion, conducting practical experiments, 
and engaging directly with evidence, rather 
than relying on opinion, whim, and analysis 
alone (and, as a prior management consult-
ant, I would include pure market analysis 
void of testing in this category). When Pe-
ter Lewis of Progressive, the car insurance 
company, had the idea of expanding into 
the safe-driver market, he did not move in 
one big swoop. Rather, he started with tri-
als in Texas and Florida, then added more 
experiments in other states, and finally, 
three years later, when the concept was 
validated, he bet big on the new business. 
His idea was rooted in empiricism, not 
analysis alone.

Fanatic Discipline. Discipline can mean 
many things — working hard, following 
rules, being obedient, and so on. We mean 
something else: The best-performing lead-

ers in our study exhibited discipline as con-
sistency of action — consistency with val-
ues, long-term goals, and performance 
standards; consistency of method; and 
consistency over time. It involves rejecting 
conventional wisdom, hype, and the mad-
ness of crowds — essentially being a non-
conformist. When John Brown of Stryker 
set the long-term goal of 20% annual net 
income growth, year in and year out (he hit 
it in more than 90% during 21 years), he 
was so committed to this quest that it 
could only be described as, well, fanatical. 
Markets down? Competition severe? Re-
cession? Market hype? He did not care. 
He built a system of fanatic discipline to 
achieve the quest, no matter what. He was 
highly disciplined by showing consistency 
between his words (the goal) and his be-
haviors (everything he did to make it hap-
pen).

You need all three leadership skills in an un-
certain world: Fanatic discipline keeps you 
on track; empirical creativity keeps you vi-
brant; and productive paranoia keeps you 
alive.

When I speak to leaders, I find it helpful to 
ask: When you consider these three leader-
ship skills, which do you perceive as your 
weakest one, and how can you turn that 
into a strength?
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Government

Government in Your Business

by Robert B. Reich

If you feel as if government officials are breathing down your neck, get used to it. For the 
foreseeable future, governments are going to take an especially keen interest in how 
you’re managing your business. Executives should look for tighter scrutiny than we have 
seen for decades and new, indirect forms of intervention. Managers in the private sector, 
accustomed to ducking behind corporate- and government-relations professionals, will 
need to develop a new mind-set and skill set that will allow them to partner with govern-
ment rather than fend it off.
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This is not the first era of government as-
cendancy. The pendulum of public trust 
has swung back and forth between busi-
ness and government for more than a cen-
tury. Confidence in one drops, leading the 
other to take prominence—until promi-
nence leads to excesses that erode confi-
dence and push the pendulum back. In the 
United States, business was ascendant be-
tween the end of World War I and the start 
of the Great Depression, which called into 
question the capacity of the private sector. 
Government was ascendant between the 
election of Franklin D. Roosevelt in 1932 
and the late 1970s, by which time its ex-
cesses had become apparent. Regulation 
was stifling growth, federal spending had 
led to double-digit inflation, and taxes 
were deterring innovation. And so, begin-
ning with the presidency of Ronald Rea-
gan, public sentiment moved against gov-
ernment, unleashing the influence of busi-
ness and finance.

Now the pendulum is swinging sharply in 
the other direction. All told, industries and 
sectors representing more than a third of 
the U.S. economy are being reshaped by 
government. In Europe and Japan, the per-
centage is likely to be even higher, given a 
greater tradition of and tolerance for behav-
iors Americans might consider meddling. 
But we won’t see the return of government 

as intruder; old-style regulation would stifle 
the level of innovation we sorely need to 
revive industry. Executives should instead 
expect a new type of working partnership, 
where governments will offer incentives for 
desirable business behavior, and execu-
tives will work more directly with admini-
stration agencies to tap into those incen-
tives. The particulars will vary by nation, 
but the United States is the world’s big-
gest economy and at least for now the 
most influential, so events in other coun-
tries are likely to echo the actions of U.S. 
officials.

The Economic Meltdown, and More

Many of the current government initiatives 
were triggered by the worldwide economic 
meltdown that commenced in 2008. When 
the economy recovers, some will cease to 
exist; stimulus packages and industry bail-
outs are temporary measures by design. 
But in the United States as well as Europe 
and Japan, government oversight will not 
return to what it was before the recession. 
Change has been on the horizon for years; 
it will be the culmination of several long-
term trends. These include:

Deepening distrust of business.

The recent malfeasance in financial serv-
ices is only the latest in a series of scan-
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dals that have eroded public confidence. 
Over the past decade, several U.S. corpo-
rations came to symbolize betrayals of pub-
lic trust—Enron, Adelphia, Global Cross-
ing, Tyco, HealthSouth, Sunbeam, World-
Com, Waste Management, and ImClone, 
to name a few. Every major U.S. account-
ing firm either admitted negligence or paid 
substantial fines without admitting guilt. 
Nearly every major investment bank 
played a part in defrauding investors, 
largely by urging them to buy stocks that 
the banks’ own analysts privately de-
scribed as junk.

According to a poll taken at the end of 
2008—the annual Edelman Trust Barome-
ter—just 38% of self-described informed 
adults in the United States trust busi-
nesses, a decline of 20 percentage points 
from the previous year and the lowest level 
of trust in a decade. In another survey, con-
ducted online by Public Strategies and Po-
litico, 61% of respondents said they be-
lieve federal regulation of business should 
be increased.

Greater ties between the interests of busi-
ness and society.

Business stands at the center of many of 
our most pressing public policy chal-
lenges—the need to reduce carbon emis-

sions, for instance, and (at least in the 
United States) the urgency of health care 
reform. The financial crisis has also 
brought to a head issues related to the 
availability of credit, the adequacy and 
safety of private pensions, and access to 
affordable housing, all of which involve 
business enterprise. Other emerging public 
concerns—the development of renewable 
energies, access to broadband, infrastruc-
ture repair and upgrades, and workplace 
education and training—necessarily influ-
ence how companies operate and how 
they design goods and services for their 
customers.

Decreasing control across national borders.

National regulatory systems have proven 
inadequate to the task of overseeing 
global enterprises. It’s easy to circumvent 
tough banking regulations at home when 
you can find more-lenient rules elsewhere. 
It’s just as easy for corporations in higher-
tax jurisdictions to park profits in lower-tax 
nations. Stringent health and safety regula-
tions become irrelevant when companies 
can source from anywhere around the 
globe. And so on.

Less Regulating, More Coaxing

The heavy-handed, command-and-control 
regulatory systems that dominated U.S. 
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corporations during the middle decades of 
the twentieth century were appropriate to 
an industrial structure populated by large 
oligopolies, each itself an organization that 
commanded and controlled a large em-
ployee base. Top-down management 
worked well when production was rela-
tively stable and predictable, and compa-
nies didn’t rely on ongoing innovation to 
survive. But today, regulations that seek to 
dictate behavior run the risk of either block-
ing innovation or shifting it into the shad-
ows.

Regulations that dictate behavior run the risk 
of blocking innovation or shifting it into the 
shadows.

Current systems in other parts of the world 
won’t set the course, either. Europe and Ja-
pan have something of a tradition of nego-
tiation between business and government 
over regulations, but the process is often 
opaque. In developing economies, where 
government and business are even more 
intertwined, regulations are sometimes in-
consistent, depending on which compa-
nies are favored.

Over time, economies worldwide will settle 
on versions of the system that’s beginning 
to emerge in the United States, relying less 
on regulations that limit or replace free-

market transactions and more on incen-
tives that push markets to address public 
needs. That is, government will be less in-
terested in barring corporate actions that 
might possibly harm the public and more 
inclined to reward actions that will almost 
certainly help. Call it coaxing rather than 
regulating. It will involve a close working 
relationship between government and busi-
ness, but one sufficiently consistent and 
transparent to maintain public trust while 
addressing the challenges at hand.

How to revive the auto industry, for in-
stance, while giving small businesses a 
shot in the arm and helping students get a 
college education? The U.S. Federal Re-
serve is providing subsidized loans to in-
vestors who acquire new securities 
backed by auto loans, student loans, and 
smal l-business loans. How to get 
renewable-energy projects off the ground 
while encouraging innovation? The U.S. 
Department of Energy is guaranteeing 
loans to small businesses that want to im-
plement alternative-energy projects but 
would otherwise have trouble financing 
them; their lenders will be repaid even if 
the projects go belly-up, as some inevita-
bly will.

Governments will make use of taxes and 
tax credits to promote wanted behavior, 
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such as investing in renewable energy or 
hiring veterans, and to discourage un-
wanted behavior, like emitting excess car-
bon. Through a cap-and-trade system, gov-
ernments are starting to allow would-be 
polluters to bid for rights to emit carbon di-
oxide up to a certain level, and then permit 
them to trade such rights with one another. 
Rights to pollute thereby become a form of 
property available to firms that need it 
most, and every company has an incentive 
to devise ways to avoid carbon pollution.

Governments will also give companies 
more choices for how to achieve desired 
outcomes. Rather than mandate that busi-
nesses provide specific employee benefits 
in particular ways—health care and pen-
sions, for example—they will allow busi-
nesses over a certain size to pay a mini-
mum amount per employee into a com-
mon fund accessible to people who do not 
receive such benefits.

We can also anticipate that governments 
will take a more active role in coordinating 
public and private interests through rules 
on how businesses and individuals are 
compensated. For example, credit rating 
agencies have long been paid by the issu-
ers of the very securities they rate rather 
than by those who use the ratings. Wall 
Street traders have been paid according to 

the size of the bets they place rather than 
the long-term outcomes of those bets. Ex-
pect governments to mandate changes to 
such payment systems—not just in the 
United States but in major financial centers 
around the world. By better aligning the in-
centives of executives and traders with the 
needs and goals of investors, we’ll avoid 
rigid regulations that tie the hands of ex-
ecutives with regard to all sorts of more 
specific decisions.

Finally, governments will move to harmo-
nize their coaxing mechanisms across bor-
ders. The global meltdown has starkly illus-
trated the interconnectedness of global 
capital and unleashed demands for more 
uniform and rigorous international stan-
dards for financial reporting and auditing, 
and for corporate taxes. The additional ne-
cessities of addressing climate change 
and ensuring the safety of food, drugs, 
and other products moving in international 
commerce will spur further efforts toward 
uniform rules. The United States, Europe, 
Japan, and China are likely to lead the way 
with agreements and treaties, backed by 
systems for getting accurate information 
from businesses operating worldwide.
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Managing in a New World

No one should anticipate a return to the in-
dustrial statesman of the 1950s and 
1960s, the CEO whose job was to “main-
tain an equitable and workable balance 
among the claims of…stockholders, em-
ployees, customers, and the public at 
large,” in the words of Frank Abrams, for-
mer chair of Standard Oil, in his 1951 HBR 
article, “Management’s Responsibilities in 
a Complex World.” Maximizing share-
holder returns will continue to be the pri-
mary responsibility of managers, but to 
achieve that goal, they will work with gov-
ernment more directly than we have wit-
nessed at any time since World War II.

Managers will work with government more 
directly than we have witnessed at any time 
since World War II.

Lately, most managers have regarded gov-
ernment officials as intruders who lie out-
side the perimeters of their businesses. To 
the extent that CEOs have thought about 
government at all, it’s mostly been to keep 
regulators at bay, gain favorable treatment 
relative to competitors, or attract govern-
ment contracts. So the typical CEO has 
been encircled by people whose primary 
goal is to insulate the business from gov-
ernment intrusion. Precise labels vary from 

company to company, but people with the 
word “relations” or “affairs” in their job title 
have understood implicitly that their real 
job is to ward off costly interventions and 
keep executives from being impeded by 
outside demands.

But today, the imperative is engage, not 
shield. Managers must understand govern-
ment concerns, and leaders in major com-
panies should expect to help resolve them. 
For example, it is no longer sensible for ex-
ecutives in the health care industry to dedi-
cate vast amounts of time, money, and en-
ergy to blocking government efforts at re-
form. It’s far more productive to help make 
the system more efficient and afford-
able—which will greatly benefit not only 
millions of families but also most busi-
nesses.

Managers will also need to devote more at-
tention to public concerns about business 
practices and try to advance solutions 
even before those concerns crystallize into 
political action. For example, it’s less im-
portant now for energy firms to convince 
the public that they are model citizens—
born-again as “green” companies—than it 
is for them to help citizens reduce reliance 
on expensive and environmentally hazard-
ous fossil fuels. Working in tandem with 
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government, energy companies will be-
come energy-conserving companies.

Managers will be called on to ensure that 
the business is responding appropriately 
to government coaxing—that is, making 
the most of federal loans, subsidies, tax 
breaks, liability protections, “play or pay” 
requirements, new property rights, and 
other mechanisms. Managerial responsibili-
ties will entail working with government 
auditors, investigators, and lawyers to 
track taxpayer money and assess the con-
sequences of tax incentives; developing in-
ternal controls to ensure that government 
resources are applied correctly; and train-
ing company personnel to maximize the 
value of government incentives.

To lead effectively in this new era, manag-
ers must pay particular attention to three 
issues they’ve previously been content to 
delegate: public finance, the relationships 
between coaxing mechanisms and busi-
ness strategy, and how to collaborate with, 
rather than duck, government officials.

Dangers and Possibilities

There are risks here, both for governments 
and for businesses. To begin with, as gov-
ernments shift away from regulating and 
toward coaxing, big businesses may cap-
ture the lion’s share of the subsidized 
loans, loan guarantees, tax breaks, new 
property rights, and other incentives. 
These firms are large enough to discover 
and obtain governments’ largesse and to 
hire specialists to assure officials that the 
money is not being wasted.

A second, related risk is that these twin 
roles—government as the coaxer, busi-
ness as the coaxed—may invite subtle 
forms of corruption. Too many government 
incentives might line the pockets of inter-
mediaries who advise both government 
and business or who move through a re-
volving door between the two realms. Or 
government largesse might be distributed 
in ways that do not serve public interests, 
and without adequate public accountabili-
ty—as arguably happened with the first 
tranche of money provided by the U.S. gov-
ernment under the Troubled Asset Relief 
Program. In that case, the criteria for funds 
were unclear. Citigroup and insurer AIG got 
fabulous sums that dwarfed other deals 
and enraged taxpayers.
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When it comes to international coaxing ar-
rangements, governments will be tempted 
to give preferential treatment to home-
grown firms, even though that could lead 
to beggar-thy-neighbor strategies that 
harm the global economy. Tax credits or 
loan guarantees that favor businesses 
headquartered in the country that dis-
penses them invite recrimination by other 
nations. Moreover, the long-term interests 
of governments and businesses lie in gain-
ing and keeping the trust of global consum-
ers and investors. Societies will pay a price 
when unsafe food and drugs make their 
way into international commerce or when 
businesses and governments play fast and 
loose with tax rules.

There is no simple way to guard against 
these risks; it will take continued vigilance 
on the part of public policy makers, busi-
nesses, and the media. One important 
check against business and government 
becoming too cozy is transparency. To the 
extent feasible, the business beneficiaries 
of coaxing mechanisms, along with what-
ever changes in behavior the mechanisms 
are intended to induce, should be made 
public—perhaps even posted on the inter-
net by government accountability of-
fices—so that parties can be held broadly 
accountable. Governments, in partnership 
with the World Trade Organization, must 

also work hard to ensure that countries 
don’t use coaxing mechanisms to impede 
the flows of international trade and capital.

The new business-government relationship 
also offers a rare opportunity. Current 
events are setting precedents and high ex-
pectations for what government can and 
should do for at least the next generation. 
We may witness the start of a new form of 
capitalism that meets public needs without 
constraining innovation or growth in the pri-
vate sector. Events may also bring to bear 
the best insights of the private sector on 
solving heretofore intractable public prob-
lems. These developments could allow us 
all to break out of the tired ideological de-
bate about whether we want more or less 
government and focus instead on what we 
need business and government to achieve 
together.
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There’s a deep side to the internet, hidden away from ordinary 
users. It’s a place where revolutionaries and journalists operate 
under repressive regimes. Tor (the router for the .onion do-
main) is one popular software and network that enables online 
anonymity. But inside this deep web is the dark web, which is 
also open to exploitation by criminals. 

What is the dark web, and how does it work?

Movie 1.1  A Fast Explainer Of The Dark Web



Honey badgers escape from their enclosure using anything 
from mud balls to rakes.

Badger People are learning to bite down on what they desire 
and hang on. Badger's are extremely aggressive and com-
pletely fearless in their fight for what they want. They also 
make alliances with some of the most unsuspecting creatures 
and take charge when and where it is needed. Much like Badg-
ers, Badger People do not seek to attack, they merely hang on 
with everything they've got. 

Movie 1.2  Honey Badger Houdini - Master of Mayhem



Badger is vicious, and attacks with powerful aggression. 
Badger is quick to anger and quicker to pounce. The power of 
Badger's medicine is aggressiveness and the willingness to 
fight for what it wants. 

The very thought of facing Badger makes other animals run 
for cover. Like Skunk, Badger's reputation precedes it. Its hiss-
ing fangs will tear less aggressive opponents to shreds. 

Badger is the medicine of many powerful medicine women, 
for Badger is also the keeper of the medicine roots. Badger 
sees all the roots of Mother Earth's healing herbs hanging in 
its burrow home. These roots are a key to aggressive healing. 

Roots can ground negative energy into the Earth by allowing 
illness to pass through a body into the ground as neutral en-

While somewhere in 
Pennsylvania, his distant 
cousin Phil is concerned 
about whether or not 
there will be six more 
weeks of winter, the 
Honey Badger rests 
comfortably in the 
knowledge that there will 
certainly be fifty-one 
more weeks of not giving 
a shit.
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ergy. Badger medicine people are quick to act in a crisis, and they do not panic. 

If Badger medicine is part of your medicine, you are quick to express your feelings, and 
you do not care what the consequences are. Badger people oftentimes insist on carrying 
the ball for the touchdown. This attitude, however, does not endear them to their team-
mates. 

Badger medicine may also point to the aggressive healer who will have the courage to use 
unconventional means to exact a cure. Like the mother who sits for days nursing a child 
with high fever, Badge is willing to persist. 

Badger people can be vicious gossips, or may exhibit a chip on their shoulder, if they are 
out of balance. You can be sure that people with Badger medicine will be aggressive 
enough to make it to the tops of their chosen fields, because they do not give up. They are 
also the finest healers, because they will use any and all methods to ensure healing, and 
will not give up on the critically ill. 

A Badger person is often the boss, and the one that everyone fears. That same boss will 
surely keep any company afloat. Badger gets the job accomplished. Badger’s certainty is 
a source of strength. 

If Badger has pushed its way into your cards today, it may be telling you that you have 
been too meek in trying to reach some goal. Badger asks you how long are you willing to 
sit and wait for the world to deliver your silver spoon. 

In this medicine, the key is to become aggressive enough to do something about your pre-
sent state of affairs. Badger is teaching you to get angry in a creative way and say, "I won't 
take it any more." You must follow-up by keeping your eye on the goal. Honor the healing 
process as you express those inner feelings. 

Be aggressive, but do not cut others to ribbons on the way - that is too much aggression. 
use your anger to stop your lolling around, so that your doldrums of apathy are a thing of 
the past. Badger is powerful medicine when properly used for self- improvement. 

16



Remember that Badger may be signaling a time when you can use your healing abilities to 
push ahead in life. Heal yourself by aggressively removing the barriers that do not grow 
corn. Cut away the dead wood and use Badger's aggression to seek new levels of expres-
sion. Use Badger's medicine roots to keep grounded and centered in the process. 

Contrary 

Oops! Here comes Badger upside-down and fuming! This could mean that you are being 
chewed out by someone else, or that you have expressed your anger in an unhealthy way. 
If this applies to you, remember that all anger stems from anger towards the self. It is an 
anger of helplessness that is misdirected towards others. 

If you are angry at a co-worker for telling the boss that you were looking for another job, 
you are really angry at yourself for not keeping your own secret. If you are angry at your 
children for disobeying, it is usually anger that stems from fear for the children's well-
being. This self-anger condition is usually present when you have "silly accidents," falls, 
cuts and scrapes, or when you find yourself bumping into furniture. 

Badger in the contrary position can issue in a time of reflection on what you feel helpless 
about. Is it your lack of aggressiveness or initiative? Is it your fear of being blasted or belit-
tled if you present a new idea? Maybe it is a time when you need to get in touch with your 
own jealousy or envy of others who are willing to put themselves on top through hard 
work. 

In the reverse, Badger teaches you the pitfalls of shyness and insecurity as well as of mis-
used or vicious aggression. Go to your feelings - maybe you just need to let off steam. If 
so, scream into a pillow and then punch it a few times. It will surely put Badger back into 
balance. Badger can be difficult medicine, and learning to use it properly is a rare gift. 

In another context, contrary Badger could be calling you to use herbs and roots to heal 
your body. Badger reversed may also be putting you on notice to be aware of those areas 
of your life that need the input of someone else's aggressive creativity to spark your own. 
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In any case, contrary Badger speaks of a need for more aggressive action in life. No more 
inactivity can prevail without creating pain of some kind. 

Overview 

Badger is a quick and aggressive animal which will fight ferociously for what it wants. It 
lives in burrows and feeds of the roots of plants. As a power animal, Badger teaches the 
need to fight for your rights and to defend your principles against any attack. 

Badger emphasizes that you should take the initiative in any difficult situation, and not just 
accept it meekly. If the problem is an emotional one, Badger encourages you not to keep 
your feelings bottled up inside but to let off steam. Have a good cry. Blow your top. You 
will feel better afterwards. 

Badger is helpful in healing and harmonizing, encouraging you to look for unconventional 
means if necessary to affect a cure or result. Roots and herbs can help to restore your 
health. If the problem lies in a work situation, or is one concerning human relationships, 
the solution can be found at the roots. 

Take charge of your life. Go for it. Trust your abilities. 

Source: Sams, Jamie and Carson, David. Medicine Cards (Santa Fe: Bear and Company, 1988).
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Investors

How to Win Investors Over

by Baruch Lev

Providing earnings guidance—publicly releasing managerial forecasts of a company’s prof-
its—is controversial. Warren Buffett has been a frequent critic. The Business Roundtable 
and the CFA Institute (the financial analysts’ trade group) have jointly concluded that it’s an 
unproductive and wasteful exercise that leaves executives too focused on short-term re-
sults. A team of McKinsey consultants has determined that guidance is misguided. The 
U.S. Chamber of Commerce is against it, too.
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Yet more than a thousand publicly traded 
corporations in the United States, includ-
ing many of the biggest, issue such fore-
casts every year, if not every quarter. What 
to make of this contradiction? To cut to the 
chase: The guidance givers are for the 
most part right, their do-gooder critics 
mainly wrong. Earnings guidance doesn’t 
work miracles, but research by me and 
other academics indicates that guidance 
increases analyst following and cuts down 
on unwelcome surprises, which in turn re-
duces stock price volatility and lessens the 
threat and consequences of shareholder 
lawsuits. No mean feat.

And providing earnings guidance is just a 
start. Giving more information to investors 
generally, and doing it in an honest and un-
derstandable way, is good business. That’s 
not a loose assertion. It has its roots in the 
economic theory of information asymme-
try. When one party to a transaction knows 
more than the other, someone suf-
fers—and it’s not whom you might think. 
When sellers have information about the 
quality of a product that buyers don’t, the 
sellers are actually the primary losers, as 
suspicious buyers drive down prices or 
abandon the market altogether (the econo-
mist George Akerlof won a Nobel prize for 
demonstrating this). Would you buy a 
house if you were denied inspection, ter-

mite, and ground-pollution reports? Corpo-
rate managers who don’t share relevant in-
formation face a substantial share price dis-
count, a higher cost of capital, and a more 
volatile stock price.

Furthermore, interacting with investors is 
not only about giving information. Manag-
ers often ignore the fact that information 
flows both ways: Executives can learn 
from investors, too. Stock price move-
ments around earnings announcements re-
veal a lot about investors’ growth expecta-
tions and their perceptions of manage-
ment’s credibility. Short sellers often signal 
serious operating and accounting prob-
lems that managers need to fix. Wide bid-
ask spreads and a large variability in ana-
lysts’ forecasts both point to investor un-
certainty about the future course of the 
business. And so on.

The idea that corporate managers and in-
vestors can have a mutually beneficial rela-
tionship has, unfortunately, taken a beating 
over the past decade. Since the turn of the 
millennium, economic upheavals, corpo-
rate scandals, stock market crashes, and 
regulatory turmoil have been the order of 
the day. Capital markets have become hos-
tile territory for investors and managers 
alike.
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In reaction, some in the corporate world 
and at business schools have advised man-
agers to pay less attention to Wall Street. 
Shareholders are just one class of stake-
holders managers must answer to, they 
say, and they may not be the most impor-
tant class. Most investors focus on the 
short term, and catering to their whims in-
terferes with long-term growth and wastes 
valuable management time. Managers 
should do their thing—run the busi-
ness—and investors will fall in line. The 
controversy over earnings guidance is part 
of this discussion.

There’s no denying that some managers 
have become unhealthily obsessed with 
quarterly earnings. But disengagement 
from the market isn’t an option; the heads 
of publicly traded companies can’t run 
their businesses without reference to the 
capital market. The market determines a 
company’s cost of capital and therefore af-
fects its future growth. Capital markets play 
important monitoring and governance 
roles in managers’ compensation and ca-
reers. Researchers have determined that 
share price setbacks have been a major 
reason for managerial turnover in recent 
years. Share price patterns serve as bea-
cons, guiding highly qualified employees 
to join, stay with, or leave an organization 
(no one enjoys holding underwater stock 

options). And, as noted, markets provide 
information that managers can use to bet-
ter run their companies.

The key for executives is not to ignore Wall 
Street but to be smarter in their dealings 
with it. Finance, economics, accounting, 
and management scholars, myself in-
cluded, have for years studied the interac-
tions between managers and markets. 
We’ve discovered profound lessons about 
what investors do and don’t value. Much 
of this research has focused on U.S. com-
panies and markets, simply because there 
are better data on them. But the lessons 
apply everywhere.

One of the most important lessons is that 
honesty does pay: Attempts to deceive in-
vestors by sugarcoating poor results or, 
worse, manipulating sales and earnings 
eventually lead to lower stock prices (and 
sometimes career-ending scandals) as in-
vestors wise up. It’s this kind of behavior 
that critics of guidance and other aspects 
of the “earnings game” are presumably out 
to stop. But the best way to stop it, the evi-
dence shows, is with more—not less—en-
gagement with investors.

I’ll focus in this article on three ways in 
which managers can impart useful informa-
tion to investors: earnings guidance; “pro 
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forma” (that is, non-GAAP, or Generally Ac-
cepted Accounting Principles) earnings re-
leases; and “soft” information (narrative 
and tone). In all three instances managers 
and corporations reap greater rewards 
through clarity and transparency than 
through obfuscation and deceit.

How Investors Think

Executives need to start with a clear sense 
of the strengths and weaknesses of inves-
tors. In one caricature prevalent in the cor-
porate world, those who buy and sell 
stocks are skittish, myopic ninnies. In the 
view that has long held sway in academia, 
they are cold-blooded, all-knowing informa-
tion processors. During recent years, 
though, researchers have begun to de-
velop a more nuanced view: On the whole, 
investors are neither incompetents nor 
automatons. They are, well, people.

First we’ll dispense with the myopic nin-
nies. Investors are actually more interested 
in corporations’ medium- to long-term 
prospects than in what is happening today. 
Evidence for this argument can be found in 
a study of the S&P 500 companies con-
ducted by Tom Copeland, Aaron Dolgoff, 
and Alberto Moel, who looked at the pe-
riod from 1992 to 1998. The trio, partners 

in two major consultancies, examined how 
analysts’ revisions of near-term earnings 
forecasts (one to two years out) and long-
term forecasts (three to five years out) af-
fected stock prices. If myopic investors 
dominated markets, share prices would be 
most sensitive to short-term news. In-
stead, the researchers found that long-
term forecast revisions had a much 
stronger impact on share prices—“consis-
tent,” they wrote, “with an interpretation 
that shareholder returns in the current year 
are primarily related to expectations about 
long-term performance.”

I took a different approach to the myopia 
issue, separating the portion of compa-
nies’ stock prices that reflected the short 
term from the portion that reflected long-
term growth potential. I did this by regress-
ing the market value of a large sample of 
companies on their net assets (book value) 
and analysts’ consensus forecast of earn-
ings for the following year. This statistical 
regression yielded an estimate of the por-
tion of the variation in companies’ capitali-
zation, or share value, attributed to the 
short term—that is, current asset values 
and near-term earnings. The remaining por-
tion, by default, primarily reflected the 
value investors placed on long-term 
growth prospects. In most of the industries 
I studied, long-term growth accounted for 
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more than half the share value. In some—
oil and gas, measuring and medical equip-
ment, and computers—the long-term por-
tion was as much as 60% to 70%.

But investors aren’t all-knowing, either. 
Consider what happened in 1998, when 
the New York Times ran a front-page arti-
cle about a promising drug developed by 
the biotech company EntreMed. The com-
pany’s stock price catapulted from $12 to 
$52, despite the fact that, as the Columbia 
University researchers Gur Huberman and 
Tomer Regev put it, “the new-news con-
tent of the Times story was nil.” The drug’s 
attributes and prospects had been thor-
oughly analyzed months earlier in scientific 
journals and covered at the same time by 
the popular media, including the Times 
(though not on its front page).

In a similar vein, research shows that pro 
forma earnings statements prominently dis-
played in the headline or first paragraph of 
a company’s news release have a much 
stronger impact on stock prices than pro 
forma earnings reported elsewhere in the 
document. Obviously, investors suffer from 
what behavioral researchers call “limited 
attention”—a restricted ability to process 
and analyze vast amounts of information, 
in this case information relevant to compa-
nies’ values. In the words of the Nobel lau-

reate economist Herbert Simon, “The 
scarce resource is not information; it is 
processing capacity to attend to informa-
tion.” That’s why investors focus on salient 
cues—items that stand out in the crowded 
data mess.

The upshot is that investors are some-
where between naive and all-knowing. 
They care a lot about what drives a com-
pany’s long-term growth—why else would 
they support massive long-term invest-
ments in R&D, IT, and brands and technol-
ogy acquisitions? But they often need help 
understanding what those drivers really 
are. That’s where guidance, pro forma earn-
ings statements, and the narrative and 
tone of managers’ communications come 
in.

Earnings Guidance

The practice of providing explicit guidance 
gained popularity in the 1990s, as the con-
sensus earnings forecasts of Wall Street 
analysts became an established bench-
mark for corporate performance. Then, in 
2000 and 2001, the number of companies 
providing guidance rose sharply. The rea-
son: The SEC’s Regulation Fair Disclosure, 
which took effect in October 2000. Reg FD 
requires managers who wish to disclose 
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material nonpublic information on, say, 
forthcoming earnings, sales trends, or sig-
nificant new contracts to do so publicly to 
all investors at the same time, generally via 
press releases or conference calls. The 
regulation—very controversial at the time 
of its enactment—was aimed at curtailing 
the widespread practice of managers’ pri-
vately communicating (“whispering”) with 
select analysts and investors.

Since 2001 the number of guiders has held 
relatively steady. In 2007, just prior to the 
upheaval of the financial crisis, about 800 
companies regularly provided quarterly 
earnings guidance (most also releasing an-
nual guidance) and about 1,400 released 
annual earnings estimates (roughly half 
also releasing quarterly estimates). Guid-
ance tends to skew negative (toward warn-
ings), although ratios change with eco-
nomic conditions. Of the quarterly guid-
ance issued in 2007, about 20% was posi-
tive, 40% was negative, and 40% was of 
an in-line, confirmatory nature. The 2:1 pre-
ponderance of negative to positive guid-
ance is puzzling. Aren’t managers known 
to exude optimism? Forestalling share-
holder lawsuits by giving early warnings of 
bad news is one possible motive (research-
ers have found that positive guidance is 
more common in Canada, where litigation 
is less of a threat). Another is the belief of 

many executives that good news will take 
care of itself. Recall the well-known behav-
ioral “prospect theory,” which was suc-
cinctly summed up by its creators, the No-
bel laureate Daniel Kahneman and the late 
cognitive scientist Amos Tversky, as 
“losses loom larger than gains.”

The standard critique of guidance is that 
(1) it takes up too much managerial time 
and attention and yields to the market’s 
short-termism, and (2) it doesn’t impart 
useful information. The second assertion is 
pretty easy to test. With the University of 
Florida’s Joel Houston and Jenny Tucker, I 
examined a large sample of quarterly earn-
ings forecasts issued by managers from 
2002 to 2005. We compared the accuracy 
of their guidance (in light of subsequently 
reported earnings) with that of the most re-
cent analyst estimates issued prior to the 
guidance. The managers were more accu-
rate 70% of the time, the analysts only 
26% of the time (the remaining 4% were 
ties). Our findings corroborate other stud-
ies indicating that management guidance 
enriches the information environment in 
capital markets. Improved information has 
been shown to lead, in turn, to higher 
stock prices, lower volatility, and reduced 
cost of capital. Good things indeed.
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What happens when companies halt guid-
ance? In 2010 Houston, Tucker, and I stud-
ied 222 companies that had heeded the 
critics and stopped providing quarterly 
earnings guidance from 2002 to 2005. We 
compared them with 680 companies that 
maintained quarterly guidance during the 
same period. The companies that stopped 
saw analysts’ coverage decrease—an un-
desirable result. And investors’ uncertainty, 
as indicated by the error rate of analysts’ 
estimates, rose significantly. Eliminating 
guidance obviously reduces transparency, 
and both the company and its sharehold-
ers suffer. No wonder, then, that the ac-
counting researchers Shuping Chen, Dawn 
Matsumoto, and Shiva Rajgopal—focusing 
on companies that, from 2002 to 2006, 
publicly announced decisions to stop giv-
ing quarterly guidance—recorded a mean 
5% stock price drop upon the announce-
ment. You aren’t doing your investors or 
yourself any favors by stopping guidance.

A caveat is in order: Guidance doesn’t 
make disappointments disappear. Con-
sider what Stanford University’s Ron 
Kasznik and I and, in a separate study, 
Jenny Tucker, found: Companies that 
warned of an earnings decline experienced 
a combined price drop at the time of the 
warning and at the next earnings release 
that was close to the price decline of com-

panies that experienced similar earnings 
disappointments but had chosen not to 
warn shareholders. Investors clearly react 
to the substance of news, not its packag-
ing. But warnings do have advantages: 
They reduce defection among financial ana-
lysts (analysts hate surprises) and enhance 
the credibility of managers, who are seen 
as straight shooters.

Warnings can also temper shareholder liti-
gation and its consequences. A price drop 
in response to a warning decreases the 
drop that occurs upon the event it-
self—say, a disappointing earnings an-
nouncement or a revelation of mis-
deeds—thereby decreasing estimates of 
the damage to investors, which are gener-
ally based on the drop at the time of the 
event. Lower damage estimates also de-
crease lawyers’ incentives to file suits. And 
judges often consider warnings a mitigat-
ing factor.

In short, don’t expect miracles—perma-
nent price increases, for example—from 
sharing forward-looking information with 
investors a few weeks or even months be-
fore an earnings release. Still, under the 
right circumstances guidance is a potent 
communications tool. 
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Here are some guidelines for guiders:

Guide investors only if you are a better pre-
dictor of earnings or sales than analysts are.

Compare the accuracy of your company’s 
internal forecasts—or your guidance, if you 
already give it—with that of the analysts’ 
consensus forecasts. If your predictions 
are consistently better (say, in at least 75% 
of individual quarters), you’re a good candi-
date for providing quarterly guidance. If 
not, repeat this test with annual earnings. 
If the results are no better, forget about 
guidance.

Don’t stand out as a guidance refusenik.

If guidance is prevalent in your sector and/
or multiple analysts follow your company, 
strongly consider providing guidance.

If you want to convince investors of your fa-
vorable earnings prospects, include guid-
ance about major drivers of income.

Many companies (close to 40% of S&P 
500 firms) provide guidance about key in-
come items, such as sales, margins, and 
major operating costs, in addition to earn-
ings. Benjamin Lansford, of Penn State; 
Jenny Tucker; and I have found that this 
sort of guidance is characteristic of compa-
nies with an optimistic earnings view, large 

institutional ownership, and wide analyst 
coverage.

Avoid losing credibility.

There’s a fine line between steering inves-
tor expectations toward realistic earnings 
or sales and manipulating—“walking 
down”—expectations so that reported 
earnings will comfortably exceed them. No 
doubt some managers practice the latter. 
Analysts will eventually wise up and pay 
less attention to their guidance.

Pro Forma Earnings

Another potent communications tool, al-
beit one often mocked in the financial me-
dia and by some investors, is pro forma 
earnings. These are performance meas-
ures—the best known is EBITDA, for Earn-
ings Before Interest, Taxes, Depreciation, 
and Amortization—that don’t accord with 
GAAP measures.

Why aren’t GAAP earnings good enough? 
For three reasons: First, the hodgepodge 
nature of the income statement, which 
mixes recurring items that point toward a 
business’s future (core sales and cost of 
sales, for instance) with one-time revenues 
and expenses (gains from asset sales and 
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goodwill write-offs, for example). Second, 
the inclusion of expenses (such as R&D 
and brand development costs) that are ac-
tually investments. Third, multiple impre-
cise estimates, such as stock options ex-
penses and gains from fair-value changes 
of nontraded assets. The amalgamation of 
these items of highly varied reliability in a 
single earnings number blurs the perform-
ance picture. No wonder that, as my re-
cent research with the University of Illinois 
professors Siyi Li and Theodore Sougian-
nis shows, GAAP earnings are no better at 
predicting corporate performance than are 
“naive” forecasts based on past cash 
flows.

I see nothing wrong with managers’ honest 
attempts to improve on GAAP earnings by 
releasing alternative numbers, particularly 
after the 2003 SEC requirement that non-
GAAP measures included in earnings re-
leases and statutory filings be reconciled 
with GAAP numbers. Because pro forma 
earnings are disclosed along with, not in 
lieu of, GAAP earnings— and the differ-
ences between the two measures are high-
lighted—investors cannot be worse off 
with pro forma earnings. On the contrary, 
they are better off.

Research clearly corroborates the useful-
ness of pro forma numbers to investors. It 

indicates, for example, that pro forma earn-
ings have a stronger association than 
GAAP earnings with stock returns and with 
revisions of analysts’ earnings fore-
casts—and that they are better predictors 
of future profits. Furthermore, as the ac-
counting researchers Daniel Collins, Oliver 
Li, and Hong Xie have noted, starting in 
the early 1990s (a period that saw a sub-
stantial increase in intangible investments 
and one-time restructuring charges, all of 
which lessen the usefulness of GAAP 
data), pro forma numbers triggered a 
higher volume of trade—an indication of in-
formation’s usefulness—than GAAP earn-
ings did.

When you’re deciding whether or how to 
issue pro forma earnings, here are some 
factors to consider:

A pro forma earnings number is useful if it im-
proves the prediction of business perform-
ance provided by GAAP earnings.

Accordingly, transitory income or expense 
items and GAAP expenses that are really 
investments expected to enhance future 
performance (building a telecom’s fran-
chise, for example) are legitimate candi-
dates for exclusion from pro forma earn-
ings. Similarly, there’s no reason pro forma 
earnings can’t serve to alert investors to 
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highly unreliable expense estimates, such 
as dubious gains or losses from fair-
valuing nontraded assets or liabilities. In 
sum, use pro forma numbers to convey 
your view of your company’s performance 
and prospects.

GAAP is particularly deficient at satisfying in-
vestors’ information needs about “change” 
companies.

These include innovative, intangibles-
intensive enterprises; high-growth and 
early-life-cycle businesses; and organiza-
tions undergoing strategic restructuring. If 
your company has any of those character-
istics, you should give serious thought to 
systematically releasing pro forma earn-
ings and other non-GAAP information, 
such as the number of patents granted dur-
ing the period specified, the churn rate of 
customers, and the gains from online activi-
ties.

Not all pro forma numbers currently dis-
closed are paragons of truth.

Some deserve the joking moniker “earn-
ings before bad stuff”; certain managers 
do bend the truth to avoid missing earn-
ings targets, the research shows. To main-
tain credibility, refrain from manipulation 
and be consistent. If you don’t adjust for a 
given expense item in your pro forma earn-

ings one year, don’t adjust for it the next. If 
you exclude one-time expenses, exclude 
one-time gains, too.

Soft Information

The post-earnings-announcement confer-
ence call with investors and analysts has 
become a corporate ritual. Is it a frivolous 
one? Executives certainly don’t think so. 
Working with a group of doctoral students 
(Karthik Balakrishnan, Richard Carrizosa, 
and Alina Lerman—all young professors 
now), I recently analyzed hundreds of 
these calls, each lasting one to two hours. 
All but one were conducted jointly by the 
CEO and CFO, sometimes with other ex-
ecutives present; all were watched over, of 
course, by legal counsel. These were not 
special events, mind you—such calls have 
become routine. But with just one excep-
tion, the top two corporate guns ran them 
all.

Can you think of another corporate activity 
that is never delegated? Subordinates typi-
cally make crucial production, investment, 
marketing, and R&D decisions; lobbyists 
often handle relations with legislators and 
government institutions. But talking to in-
vestors is not entrusted to underlings, and 
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for good reason: What is said in those con-
ference calls matters.

The evidence clearly shows that confer-
ence calls impart useful information to in-
vestors. For example, studies have docu-
mented an abnormally high volume of 
stock trades and increased price volatility 
during and immediately after the calls. It’s 
hardly surprising that the calls produce ac-
tion: Why else would analysts and inves-
tors continue to participate in them? The 
important question for managers is how to 
enhance their effectiveness.

Many believe that investors’ limited atten-
tion span and constrained cognitive capac-
ity sway them toward hard information, 
which is easily reduced to numbers and 
thereby made salient, and away from soft 
information, or narrative, which is difficult 
to encapsulate in a quantitative score. 
Here’s a startling finding, then: The key 
hard corporate data—earnings and book 
values (net assets)—account for no more 
than 10% of stock price changes that oc-
cur around the time financial reports are re-
leased. Clearly, soft information colors 
many investors’ decisions. It’s crucial that 
managers learn how best to convey it—
and to investigate this matter, you have to 
listen to the calls, not just record their im-
pact.

Using transcripts from the Thomson Stree-
tEvents database, the doctoral students 
and I conducted an intensive analysis of 
thousands of quarter-end calls made from 
2001 to 2007, all in the wake of disappoint-
ing results—a miss of analysts’ consensus 
estimates. We divided the sample into ef-
fective and ineffective calls, defining an ef-
fective call as one that created buzz and 
triggered an unusually high volume of 
trade—or, better yet, drove an increase in 
stock price.

We discovered that effective calls had sub-
stantially more analysts participating, more 
questions asked, and more responses 
given, with several executives chiming in; 
in addition, the executives’ discussions 
and responses were lengthier. Effective 
calls were also characterized by more-
quantitative responses (a higher ratio of 
numbers to words) and fewer of the big-
picture words (such as growth, strategy, 
and reputation) that are typical in the vo-
cabulary of CEOs. Managers in these calls 
spent less time than managers in ineffec-
tive calls discussing competitive position, 
pricing issues, and the economy at large.

Interestingly, effective calls contained more 
negative words (abandon, abolish, and so 
on) than ineffective calls did—remember, 
all these calls followed a disappointing 
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quarter—and had fewer vacuously reassur-
ing expressions. Finally, buzz-creating 
calls contained more forward-looking quan-
titative guidance and fewer flights of fancy.

What lessons can we draw from all this?

Make your calls worth listening to.

You want lots of analysts and investors on 
the line. To keep them coming back quar-
ter after quarter, provide new information 
and original insights. Don’t give in to ad-
vice from legal counsel to be cryptic or 
bland. Focus on providing useful informa-
tion, not on avoiding lawsuits. A defensive 
stance sometimes works in boxing; it 
doesn’t do much good in conference calls.

Stick to the facts and don’t blather.

Lighten up on the concepts and models 
you learned in MBA strategy and leader-
ship classes; most analysts skipped those 
classes anyway. Hard, forward-looking in-
formation (not mushy pronouncements like 
“We eagerly anticipate the many opportuni-
ties that lie ahead”) is central to an effec-
tive call.

Don’t duck the truth.

Honesty and specificity in the face of ad-
versity are more helpful and credible than 
vagueness and sugarcoating are. This 
makes obvious sense but is often over-
looked by executives under duress from a 
consensus miss.

These are not easy times to be a corporate 
executive dealing with financial markets. 
Congress imposed tough new regulations 
with the 2002 Sarbanes-Oxley Act and the 
2010 Dodd-Frank financial reform law. 
Hedge fund managers and others prey on 
companies to gain board seats, deplete 
cash reserves, and change corporate 
strategies. The mean CEO tenure in the 
U.S. has dropped by a quarter—from eight 
to six years—over the past decade. And 
the relentless drive for director independ-
ence and the growing number of thumbs-
down votes by shareholders at directors’ 
elections have transformed many boards 
from counseling bodies into supervisors 
and monitors—sometimes even adversar-
ies. To top it all off, stock prices have gone 
nowhere so far this millennium.

But running away from disillusioned inves-
tors only makes things worse. Far better is 
to figure out what investors value and what 
drives them away and to shape your finan-
cial reporting and communications strat-
egy accordingly. There’s a wealth of new 

30



empirical research on how investors react to various corporate 
behaviors—information that goes far beyond the three tactics 
discussed above. Make use of it, and you may notice capital 
markets becoming a friendlier place.

Giving more information to investors is good business. Would 
you buy a house if denied inspection and termite reports?

Effective conference calls after a disappointing quarter include 
words like abandon and abolish—and have few vacuously re-
assuring expressions.

Honesty is a very 

expensive gift.  Do not 

expect it from cheap 

people.  
 
- Warren Buffet
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Thought-provoking 5 minutes on the state of the world from the 
late, great Alan Watts, a man far ahead of his time. 
- Omega Point

Movie 1.3  What is Wrong With Our Culture - Alan Watts



Risks

How to Live with Risks

by Harvard Business Review Staff

Following a crisis, regulators and managers naturally take steps to prevent a recurrence. In 
2002, after Enron and WorldCom succumbed to massive accounting fraud, U.S. legislators 
passed the Sarbanes-Oxley Act, which gave directors and executives new oversight re-
sponsibilities. In the wake of the 2008 financial crisis many large banks changed their busi-
ness models, and other companies implemented systems to better manage credit risks or 
eliminate over-reliance on mathematical models.
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But there’s a problem with managing risk 
retrospectively: It’s a variation on what mili-
tary historians call “fighting the last war.” 
As memories of the recession fade, lead-
ers worry that risk management policies 
are impeding growth and profits without 
much gain. “Firms are questioning whether 
the models they put in place after the finan-
cial crisis are working—and more funda-
mentally questioning the role of risk man-
agement in their organizations,” says Matt 
Shinkman of CEB, a Washington-based 
firm that researches and disseminates best 
practices among its 10,000 member com-
panies.

New research from CEB highlights the con-
cern. Fully 60% of the corporate strategy 
officers surveyed said that their company’s 
decision-making process is too slow, in 
part because of an excessive focus on pre-
venting risk. They added that if this “organ-
izational drag” were reduced, the rate of 
revenue growth might double. Just 20% 
described their companies as “risk seek-
ing.” Executives also reported that risk 
managers and auditors spend more than 
half their time on financial-reporting, legal, 
and compliance risks, even though the 
vast majority of big losses in market value 
occur because of mismanaged strategic 
risks. Most companies—91%—plan to re-
organize or reprioritize risk management in 

the next three years and have already be-
gun increasing budgets to that end.

The researchers identify three best prac-
tices for assessing and managing risk:

Strike the right balance between risk and re-
ward.

“Risk management” is often synonymous 
with “risk prevention.” But as any portfolio 
manager knows, lower risk often means 
lower returns. Today’s risk managers see 
their role as helping firms determine and 
clarify their appetite for risk and communi-
cate it across the company to guide deci-
sion making. In some cases this means 
helping line managers reduce their risk 
aversion. For example, one large company 
decided to terminate the policy of a client 
it had insured for 35 years. The client 
wasn’t very risky, so profits on its policy 
were negligible.

Focus on decisions, not process.

Many employees associate risk manage-
ment with compliance-driven busywork, 
such as annual IT security quizzes. Al-
though cybersecurity is certainly impor-
tant, such exercises might not reduce risk. 
In addition to relying on paperwork or proc-
ess, risk managers are turning to tools 
(such as dashboards that show risks in 

34



real time) and training that help employees 
assess risk. They are also helping compa-
nies factor a better understanding of risk 
into their decision making. At Lego, for in-
stance, the senior director of strategic risk 
management is included in all decisions in-
volving capital above a certain amount. He 
helps colleagues spot potential problems 
and managers see how their projects fit 
into the company’s overall portfolio of pro-
jects, each with its own set of risks. “This 
is less about listing risks from a backward-
looking perspective and more about pick-
ing the right portfolio of risky projects,” 
Shinkman says.

Make employees the first line of defense.

Decisions don’t make themselves—people 
make them, and there isn’t always a chief 
risk officer present when they do. So smart 
companies work to improve employees’ 
ability to incorporate appropriate levels of 
risk when making choices. This might be-
gin during the hiring process: Some firms 
now use “risk screens” or other types of as-
sessments to gauge candidates’ appetite 
for risk. By bringing in people with an apti-
tude for risk assessment, they reduce the 
need for training or remediation later. Com-
panies are also trying to identify which 
types of jobs or departments face a dispro-
portionate share of high-risk decisions so 

that they can aim their training at the right 
people. They’re focusing that training less 
on risk awareness and more on simula-
tions or scenarios that let employees prac-
tice decision making in risky situations. Fi-
nally, risk managers are becoming more in-
volved in employee exit interviews, be-
cause people leaving an organization often 
identify risks that others aren’t able or will-
ing to discuss.

To direct risk managers to the right activi-
ties, many firms are changing their organ-
izational structure. For instance, some now 
have risk managers report to the strategy 
officer or the chief operating officer instead 
of to the general counsel or the compli-
ance officer. Other firms, which have his-
torically spread responsibility for risk man-
agement across multiple departments—se-
curity, compliance, legal, audit, safety, qual-
ity, and so on—are establishing enterprise 
risk management functions to provide coor-
dination.

The goal is to transform risk management 
from a peripheral function to one with a 
voice integrated into day-to-day manage-
ment. “Leading companies view every deci-
sion they make as a risk decision [and] 
choose their risks with great calculation,” 
according to the CEB white paper outlining 
this research. “They [use] risk management 
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as a protection shield, not an action stopper.” The paper notes 
that the English word “risk” shares roots with the Italian word 
rischiare, meaning “to dare.” Keeping the latter sense in mind 
may help companies counter old-school tendencies to simply 
run in the opposite direction when encountering risk.

Your biggest risk will 

be the one you don’t 

take. 
 
- Anonymous
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Fun Part Is Focusing on Value Creation

by Andre Metzger

IBM has been managing risk since its 
founding, in 1911, but in 2006 it created an 
enterprise risk management function to 
help its 380,000 employees become more 
“risk aware.” HBR spoke with Luis Custo-
dio, IBM’s chief risk officer, about the en-
deavor. Edited excerpts follow.

What’s the role of the enterprise risk manage-
ment function?

We have risk leaders throughout the com-
pany—it’s not as if we brought a lot of peo-
ple together in a new department. Our phi-
losophy is that risk management should be 
centered in the businesses, which need to 
understand risk and make trade-offs in pur-
suit of strategic gains. Risk management is 
the responsibility of every IBMer. Our role 
is to support senior managers, risk lead-
ers, and all employees with targeted re-
sources, education, and training.

What’s an example?

We have about 30 online courses available 
to all employees. We’ve added gamifica-
tion. We have a simulation in which you’re 
a business leader developing a customer 
proposal and you have to consider differ-

ent risks—how to account for them, how 
to mitigate and control them. People find it 
fun and engaging.

Risk management has historically been more 
about defense than offense. How is that 
changing?

Some companies still focus on value pro-
tection, and that’s critical—I don’t want to 
downplay the importance of strong internal 
procedures, audit teams, and compliance 
officers. But at the enterprise level we 
spend more time on the strategic side, en-
gaging with risk leaders and ensuring that 
they’re thinking about things like technol-
ogy shifts, industry disruptions, and the 
risks of mergers and acquisitions. The 
more fun part of our job is when we focus 
on value creation. We want risk manage-
ment to be engrained in the fabric of the 
business, not a separate check-the-box 
process.
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59.5 MILLION PEOPLE were displaced by conflicts around the 
world last year. The worst crisis since World War II

Movie 1.4  War Displacement by In the Now RT



Bottlenecks

Break Your Industry’s Bottlenecks

by Barrett Ersek, Eileen Weisenbach Keller and John Mullins

If you want to create a successful business, you have to do more than win your share of 
customers or control costs—you have to break the rules and overturn the received wis-
dom about how things work.

Consider the airline industry. High-priced landing fees are just a cost of doing business, 
right? Ryanair didn’t think so. It turned Europe’s unused World War II landing strips into 
very low cost airports. To be a cell phone service provider, you need to invest in towers, 
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networks, billing systems, and more, don’t 
you? India’s Airtel said no and leased virtu-
ally everything it needed from others. In 
sharply lowering its costs and improving 
its working capital model, Airtel was able 
to offer India’s impoverished consumers 
cell phone service at a dramatically re-
duced price.

So how can companies figure out what 
rules to break? Over the past five years, 
we have worked with more than 50 small 
and midsize companies that have man-
aged to set “business as usual” to one 
side and solve big structural problems en-
demic to their industries, not just problems 
they alone face. In breaking those bottle-
necks, they significantly reduced their 
costs—in some cases eliminating entire 
cost categories—or boosted demand lev-
els, and sometimes both.

On the basis of our research and our work 
with these companies, we found that just 
about every “not business as usual” inno-
vation was effective because it broke one 
of five types of bottlenecks: (1) an out-
dated purchase or usage experience, (2) a 
superfluous major expense category, (3) 
significant financial risks for customers, (4) 
disengaged or demotivated employees, 
and (5) detrimental side effects of the prod-
uct or service. In the following pages, we’ll 

discuss each of these bottlenecks and 
how to break them by describing the expe-
riences of five companies.

Bonobos: Retailoring the Customer Expe-
rience

In many cases a bottleneck begins life as a 
seemingly unavoidable and, from the cus-
tomer’s perspective, unpleasant or frustrat-
ing way of doing business. But very often 
companies can use advances in technol-
ogy to eliminate the outdated practice and 
bust the bottleneck.

Until quite recently, buying clothes was an 
experience that hadn’t changed in over a 
century. Most people went to shops where 
they tried to find a pair of trousers, say, 
that they liked and that fit. The process of-
ten involved visiting multiple shops and try-
ing on clothes at each one. Rich people 
had the option of having trousers made for 
them, but that was expensive, labor-
intensive, and almost as time-consuming.

Entrepreneur Andy Dunn saw an opportu-
nity to remove the frustration through an 
online shopping solution, especially for 
men. Launched in 2007, retailer Bonobos, 
named after the great ape species, initially 
provided better-fitting jeans and trousers 
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targeted to younger consumers (who were 
more willing to try online solutions) at a 
moderate price. In 2011, following four 
years of rapid growth, Dunn identified yet 
another customer experience bottleneck. 
Many men were reluctant to order pants 
online, having learned from lifelong brick-
and-mortar experience that pants often 
don’t fit. “No sense in ordering if I’ll just 
have to return them,” they concluded.

This insight led to a new concept, the 
Guideshop. Now with 17 locations in major 
cities from New York to San Francisco, 
Guideshop showcases its merchandise in 
small spaces that hold a full array of sizes 
and styles for trying on but offer nothing 
for sale on-site. Thus it eliminates the sup-
ply chain requirements that brick-and-
mortar retailers face while addressing the 
“try before you buy” challenge that 
plagues online retailers. Guideshops have 
no inventory to manage, racks to stock, or 
cash registers to staff. Customers make an 
appointment, and when they visit they are 
treated to personalized, private service; 
typically there are no more than two or 
three customers in the store at a time, 
each with his own guide. No products are 
purchased at the stores. Instead, a guide 
aids the customer in placing an online or-
der, and retains the customer’s information 
to streamline future purchases and service.

Industries with long-standing customer ex-
perience formats are quite likely to have 
bottlenecks. Customers become used to 
formats and don’t question them—and if 
they don’t complain, it’s unlikely that in-
cumbent companies will recognize a prob-
lem. Innovators should look for some as-
pect of the customer experience that dis-
courages demand for all firms in your in-
dustry (like having to stand at a curb to hail 
a taxi, which Uber eliminates). Map the cus-
tomer buying experience in a flow chart, 
step by step, and then ask, “Can we elimi-
nate one or more of the steps?” Steps that 
are often repeated (like going from store to 
store in search of trousers that fit) are par-
ticularly fruitful candidates for elimination.

Redbox: Axing the Cost Category

Many industry bottlenecks develop be-
cause companies don’t question whether 
customers really want all the features of a 
particular product or service. What hap-
pens is that a first mover achieves success 
with a particular offering, and its model 
gets established as the way to do busi-
ness. The customer is happy because the 
advantages outweigh any disadvantages, 
the industry accepts the cost of the entire 
offering, and a bottleneck is born.

41



Companies that take a second look at their 
industry’s cost structure will often find 
ways to gain advantage. Redbox, the auto-
mated video rental company, is a case in 
point. In the late 1990s, Blockbuster 
adopted a revenue-sharing model with 
movie companies that allowed it to open 
stores all over the world with large selec-
tions of videos. Competitors soon followed 
suit. And because going to a video store 
was the only way customers could rent the 
films they wanted to see, people flocked to 
the stores. No one questioned the assump-
tion that this was the best way to provide 
the offering.

But in 2002, the new-venture unit of fast-
food giant McDonald’s was looking for 
ideas that could drive additional traffic to 
the company’s restaurants. “They were 
also looking for a worldwide product out-
side of the food sector,” McDonald’s ven-
ture team leader at the time, Gregg 
Kaplan, told Self-Service World magazine 
in 2007.

A concept for renting DVDs from a vending 
machine looked promising. Kaplan and his 
team began experimenting with location, 
pricing, and DVD selection, eventually set-
tling on a robotic kiosk to be located out-
s ide McDonald’s s tores . The no-
membership-fee format priced DVD rentals 

at a dollar a day, far below the then-
prevalent pricing at Blockbuster and oth-
ers.

Why could Redbox rent DVDs for less than 
the industry leaders? It was easy, really. 
Redbox required no on-site staff (payroll 
expense, gone) and virtually no location 
costs (rent, utilities, and more, gone, too). 
Its kiosks cost only $15,000 and took up 
just 12 square feet, compared with a cou-
ple of thousand or more square feet for a 
typical Blockbuster store.

Redbox, with Kaplan as its CEO, grew at 
an astonishing pace, becoming the fifth-
largest movie rental company in the United 
States by the end of 2007. By 2009, its 
more than 15,000 locations had taken 
19% of the market, leaving 36% for rent-
by-mail operators like Netflix and 45% for 
traditional stores. In July 2013, Redbox 
rented its three billionth disc, from an as-
sortment that by then incorporated movies 
and video games. It reckoned that some 
68% of the American population lived 
within a five-minute drive of a Redbox ki-
osk.

To tackle the cost bottleneck, first comb 
through your industry’s financial state-
ments. Focus on any large cost category 
that’s common to all firms and consider 
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ways to make a dent in it or eliminate it en-
tirely. Pose some what-if questions: If 
we’re not going to use physical stores to 
rent videos, how will we reach our custom-
ers? What will our customers be losing 
and gaining as a consequence? To get 
ideas, look at other industries that sell 
products in different ways. Vending kiosks 
were not new, but using them to rent and 
return items was.

Hyundai: Eliminating Customer Risk

In many industries, customers routinely 
take on significant financial risks when buy-
ing a product. Most people, for example, 
can’t afford to buy a car outright and have 
to take out a loan to finance the deal. But 
this exposes them to risk, because in order 
to make the payments, they need to have 
a steady income for many years. In a 
strong economy, people feel confident in 
their ability to make payments and are 
happy to bear the risk. But what if they 
lose that confidence, as they did in the 
Great Recession?

By the fourth quarter of 2008, the U.S. 
auto industry was in a tailspin. Industry 
sales were down by 35%; Hyundai sales 
had fallen even more. “This is a recession 
of fear,” Joel Ewanick, then-VP of market-

ing at Hyundai Motor America, told Adver-
tising Age. So the company came up with 
an innovation that removed fear from the 
equation.

On February 1, 2009, Hyundai offered con-
sumers a unique deal, in an ad aired dur-
ing the Super Bowl. “Finance or lease any 
new Hyundai, and if you lose your income 
in the next year, you can return it with no 
impact on your credit.” The carmaker then 
aired the ad nine times during the Acad-
emy Awards (spots given up by the finan-
cially ailing General Motors) the following 
month. The buyback guarantee brought 
sales increases of 8% in 2009 and 24% in 
2010. Better yet, Hyundai had to buy back 
only 350 cars.

If you are in an industry whose products or 
services represent a major financial com-
mitment for your customers, ask whether 
you are better positioned than they are to 
bear that risk. In Hyundai’s case, the conse-
quences of taking back a car were less se-
vere to the company than the conse-
quences of defaulting on a loan were to an 
individual—who would not only lose a 
means of transport but also would take a 
hit on his or her credit rating. Of course, a 
new pricing model is relatively easy for 
competitors to copy, so the advantage is 
not that sustainable. But it may allow 
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enough time for your product to prove its 
merits with users who might not otherwise 
have considered it.

Appletree Answers: Motivating the Work-
force

Some industry bottlenecks stem from un-
questioned assumptions about how to 
manage and motivate employees. In late 
2008, Appletree Answers, a provider of call 
center services, had a 110% employee 
turnover rate. Although that was low by in-
dustry standards, CEO John Ratliff esti-
mated that at a cost of $5,000 per turn-
over, Appletree had a $2.2 million prob-
lem—a huge burden for a company gener-
ating revenue of just $16 million a year.

Ratliff’s team came up with 50 ideas about 
how to reduce employee turnover. The one 
the group settled on was Dream On, a con-
cept borrowed from the Make-A-Wish 
Foundation. Frontline employees were in-
vited to submit “dreams” to the executive 
team, with the promise that some would 
be"

But four weeks after announcing the 
Dream On initiative in their numerous call 
centers, not a single request had been sub-
mitted. Ratliff and his team members were 

stumped, but they soon discovered that 
the employees didn’t believe the executive 
team was serious. “They didn’t want to 
look stupid in front of their peers,” Ratliff 
told one of us (Ersek). “They didn’t think it 
was real.”

Two weeks later, after more outreach ef-
forts, Ratliff finally had his first submission. 
It was from an employee going through a 
divorce. “She had been kicked out of the 
house with her two kids, and they were liv-
ing in a car,” said Ratliff. This employee’s 
dream was an apartment in which to raise 
her children. “We were all over it!” Apple-
tree paid her first and last months’ rent 
and security deposit for the apartment, 
and purchased more than $1,000 worth of 
furniture. The company even promised her 
landlord that if the employee were to fall 
behind in payments, Appletree would help. 
Ratliff vividly remembers what happened 
next. “She wasn’t obligated to announce 
what the dream was. It’s totally confiden-
tial. But she said, ‘Not talk about it? I’ll tell 
anyone who listens that it’s the greatest 
thing that ever happened to me.’”

Dream On quickly spread, and Ratliff was 
soon receiving dozens of dream requests. 
Over a period of four years, at a total cost 
of about $400,000, the company granted 
some 275 of them. Appletree Answers was 
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included on Inc. magazine’s list of the 
fastest-growing U.S. companies for seven 
consecutive years, and staff turnover de-
creased from 110% in 2008 to 30% in 
2012. A more engaged staff led to de-
creased customer attrition and made a 
positive impact on gross margin, which in-
creased from 47% in 2008 to 60% in 2012.

Companies are often very good at develop-
ing creative ways to engage with and de-
light their customers. They tend to be less 
willing to experiment with new ways of mo-
tivating their employees. Salaries, bo-
nuses, and occasionally recognition and 
prizes are the tools of choice. But by focus-
ing on better hiring and retention, compa-
nies can transform the economics of its 
business just as surely as it can by improv-
ing sales. Appletree’s $400,000 investment 
in employee satisfaction and loyalty really 
paid off. Identifying such bottlenecks in-
volves better understanding the tough 
problems employees face at work and 
home—problems that are typically very dif-
ferent from those of top managers.

Patagonia: Saving the Planet

Many industries create products that gener-
ate side effects (what economists call 
“negative externalities”) that are not felt di-

rectly by the consumer. Farmers may use 
fertilizer that damages the water table, for 
example, but until the chemical compro-
mises the water they will actually use or 
consume, it is very easy for them to ignore 
that effect. Many industries matured at a 
time when pollution and other side effects 
went relatively unnoticed or were routinely 
ignored, and managers and customers in 
those industries continue to overlook the 
possibility of creating value by eliminating 
them. When such change does occur, it’s 
often driven by the passion of an individual 
or by necessity.

Yvon Chouinard, founder of the apparel 
company Patagonia, is one such individ-
ual. He believes he can build a profitable 
business while being a good steward of 
the environment—and that in doing so he 
can influence other companies to be more 
environmentally conscientious as well.

Historically, increasing demand for cotton 
apparel had motivated farmers to use 
chemical pesticides and fertilizers to 
speed growth of crops and increase yield. 
The result has been a larger and better-
priced supply of cotton and consequently 
more output of cotton apparel at cheaper 
prices. The unintended consequence, or 
negative externality, has been the deteriora-
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tion of soil and water and health threats to 
those who live or work nearby.

Patagonia found an alternative approach in 
the Texas Organic Cotton Marketing Coop-
erative. Chouinard saw the potential bene-
fit of a product that did not involve the use 
of damaging chemicals. By using organic 
fabrics, Patagonia could provide a supe-
rior, highly differentiated product that 
would appeal to a growing segment of the 
market. In 1994, he mandated that Patago-
nia use only organic cotton, and he began 
building a sound business model around 
the use of higher-quality, more environmen-
tally conscious materials. Sales of its cot-
ton clothing quickly jumped by 25%, de-
spite the higher cost.

This and other environmentally oriented ini-
tiatives have struck a chord with Patago-
nia’s fiercely loyal consumers, enabling the 
company to grow at a rapid pace, more 
than tripling its revenue from 2001 to 2013.

Eliminating harmful side effects from a 
product can be a powerful source of com-
petitive advantage if enough customers 
are willing to switch to the new offering. 
The success of ethical labeling—on prod-
ucts such as dolphin-safe tuna—testifies 
to growing consumer awareness of nega-
tive environmental and social externalities.

Although these concerns are most press-
ing in consumer products markets, they 
are becoming increasingly important in 
business-to-business environments, too. 
The scope for gaining competitive advan-
tage by changing a product’s composition 
or by creating a cleaner supply chain will 
continue to grow. What’s more, we’ve ob-
served that pro-environmental strategies, 
like Patagonia’s, are seldom widely copied. 
Any T-shirt maker could switch to organic 
cotton, of course. But most have not, 
which enables Patagonia to enjoy a clear 
competitive differentiator, better gross mar-
gins, and a sustainable advantage in serv-
ing a market segment it loves. Isn’t that 
what most companies hope to achieve?

Of course, identifying your industry’s bottle-
necks—let alone fixing them—isn’t easy. 
It’s particularly hard for market leaders, 
who are often heavily invested in the 
status quo. Those companies compete by 
being better at what everyone is currently 
doing—their goal is incrementally improve-
ment. They’re less likely to step back and 
pose existential questions of the sort 
we’ve discussed here.

This is not to say that change can’t come 
from within an industry. Innovators like 
John Ratliff of Appletree Answers and CEO 
Michael O’Leary of Ryanair call on per-
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sonal experiences that reveal the waste, inconvenience, risk, 
employee disengagement, or environmental and social degra-
dation their industry is causing. Why not ask questions today 
rather than wait for that experience to hit?

Top-down approached 

do not work.  The 

bottleneck is at the top 

of the bottle.  
 
- Iqbal Quadir
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Infographics on the distribution of wealth in America, highlight-
ing both the inequality and the difference between our percep-
tion of inequality and the actual numbers. The reality is often 
not what we think it is.

Movie 1.5  Wealth Inequality in America



Customer-Centric

Customer-Centric Org Charts Aren’t Right for Every Company

by Ju-Yeon LeeShrihari SridharRobert W. Palmatier

The new conventional wisdom on corporate structure is that companies can do better by 
organizing themselves around customer groups. The logic sounds compelling: A 
customer-centric structure, as the approach is known, can help a company understand its 
customers better, develop deeper relationships with them, and improve customer satisfac-
tion. Some 30% of Fortune 500 firms, including Intel, Dell, IBM, and American Express, are 
already on board, and the numbers are growing all the time.
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But customer alignment doesn’t work for 
everyone. Cisco and Xerox, for example, 
have seen poor results. And even when it 
does work, a company can go through 
years of poor performance before the bene-
fits kick in. Is there a flaw in the logic?

Our analysis of Fortune 500 firms shows 
that the strengths of the strategy are real: 
Customer-centricity does allow divisions to 
focus on specific customer segments, and 
this narrower focus increases their knowl-
edge of those groups. But it introduces 
greater complexity into communication 
and decision making and leads to duplica-
tion of certain functions across divisions. 
Details of the competition and of customer 
segments determine whether the positives 
outweigh the negatives, and years can 
pass before customer-centricity bears fruit.

We’ll show how companies can use our find-
ings to estimate whether—and when—a 
customer-centric structure is likely to work. 
But first a little background.

The idea that companies should adopt 
customer-centric structures has been 
around in both academia and practice for 
a while, but it was George S. Day of Whar-
ton who reignited interest in the concept. 
In his 2006 survey of U.S. managers, he 
said the proportion of U.S. firms with struc-

tures organized around customers would 
grow from 32% to 52% as firms raced to 
build customer-centric organizations, and 
he interviewed companies including IBM 
and Systems Group that had announced 
customer-centric restructurings. He also 
emphasized in a 1999 book that “the 
wrong structure can doom all other 
market-driven initiatives in the organization 
to failure.”

A good example of customer-centricity is 
Tumi, the innovative U.S.-based maker of 
suitcases, which has been customer-
centric since its founding in 1975. Each di-
vision focuses on one customer group—
premium customers or young adults, for ex-
ample—and, through research, designs 
products for that segment. Surveys com-
missioned by the company show that it 
does a good job of satisfying customers 
by matching their needs.

Intel, whose top-level divisions had been 
organized around product groups or func-
t i ona l a reas , adop ted cus tomer-
centricity  in 2005, and its improved knowl-
edge of and commitment to customers 
has resulted in greater customer satisfac-
tion. Dell, which adopted customer-
centricity in 2009, has seen positive results 
too: After aligning its corporate business 
units around customer groups, such as 
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large enterprises and consumers, the com-
pany learned to operate seamlessly in the 
new structure and improved its financial 
performance.

Examples like these, as well as the seem-
ingly bulletproof logic of making custom-
ers’ needs central, have helped sell 
customer-centricity to many corporate 
leaders. And there’s no doubt that a 
customer-centric structure helps organiza-
tions amass rich depositories of customer 
knowledge and expertise and thereby un-
cover unmet needs.

But our research, conducted with Conor 
M.  Henderson of the University of Ore-
gon  and  Irina V.  Kozlenkova  of Michigan 
State University, tells us that there are 
situations in which discovering and acting 
on unmet customer needs either amounts 
to mere table stakes or contributes little to 
profitability:

• Prevalence of customer-centricity and 
high competitive intensity. When competi-
tors already have customer-centric struc-
tures or otherwise do a very good job of 
meeting customer needs, any one com-
pany’s customer-centric structure is less 
valuable. Customer-centric firms with 
many customer-centric competitors ex-
hibited 11% lower performance than 

peer firms with product-centric struc-
tures. Moreover, customer-centric firms 
that operated in highly competitive mar-
kets had 69% lower performance, com-
pared with product-centric peers.

• Low industry profitability. When few cus-
tomers value greater customization or re-
sponsiveness, the headaches of restruc-
turing around customer segments aren’t 
worth the trouble. Customer-centric firms 
in less-profitable industries performed 
20% lower than firms whose structures 
were not aligned with customers.

Take, for example, two exponents of the 
customer-alignment philosophy: the for-
profit health-care company Anthem and 
software and services firm SunGard. An-
them implemented a customer-centric 
structure in 2008 when it was known as 
WellPoint and when few of its competitors 
had adopted the approach. It was able to 
use its new organizational structure to dis-
cover and meet new customer needs such 
as better quality of care, enhanced trans-
parency, and lower health-care costs. Its 
adoption of customer-centricity yielded a 
36% increase in return on assets over the 
four-year period after the restructuring. 
The company has maintained and still 
benefits from its structure, even though 
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some of its competitors have adopted 
customer-centricity.

SunGard’s competitive environment was dif-
ferent. Its competitors, such as Affiliated 
Computer Services and Leidos Holdings, 
were already doing a good job of discover-
ing and addressing unmet customer needs. 
Its 2002 restructuring offered little incre-
mental benefit while adding cost and com-
plexity. Its ROA dropped 81% over the four 
years after the restructuring.

There’s also a gray area in which 
customer-centricity provides significant ad-
vantages while simultaneously dragging 
down results. Tumi, for example, has re-
cently struggled with the drawbacks of 
customer-centricity. With each division fo-
cusing on only its own customer segment, 
the structure appears to be poorly suited 
for generating widespread corporate brand 
awareness. Customer-centricity appears to 
be a reason for the company’s high market-
ing and coordinating costs: Its customer-
focused structure has entailed a division of 
resources, capabilities, and people; raised 
organizational barriers to sharing and com-
municating; and led to greater complexity-
related costs and losses of economies of 
scale. These high marketing and coordinat-
ing costs may be the cause of its prob-
lems today.

In cases where customer-centricity is an 
appropriate structure, we found that it 
takes more than two years after a restruc-
turing, on average, for companies’ perform-
ance to exceed prior levels. During that pe-
riod, performance typically deteriorates sig-
nificantly as the firm incurs coordinating 
costs due to internal conflicts and confu-
sions.

Among 37 Fortune 500 firms that went 
through customer-centric restructurings, the 
performance drop averaged 39% from com-
panies’ pre-restructuring levels; it was only 
after 10 quarters that performance ex-
ceeded those levels — at which point it ex-
ceeded them by 11%, on average.

Before initiating adoption of a customer-
centric structure, companies should look 
carefully at the extent to which this ap-
proach has permeated the competition. 
Firms should also gauge the industry’s 
competitive intensity and take a close look 
at their industries’ profitability. There are 
no simple rules of thumb for these assess-
ments — every industry is different — but 
a predominance of customer-centricity, 
high competitive intensity, and high com-
moditization and a prevalence of low mar-
gins all suggest that restructuring around 
customer segments may not pay off.
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And if executives determine that a customer-oriented restruc-
turing is a good gamble, they should enter into the process 
with eyes wide open, establishing clear expectations that per-
formance will sag before it rises.

In addition, CEOs and functional heads need to talk to each 
other about proposed changes in organizational structure. Top 
executives should get guidance from marketing, sales, and 
R&D before making structural-design decisions, and manag-
ers from those functions should weigh in on the harm that 
could be done by the greater complexity and duplication that 
are so often a consequence of customer-centricity.

Life has its own hidden 

forces which you can 

only discover by living. 
 
- Soren Kierkegaard
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Soren Kierkegaard is useful to us because of the intensity of 
his despair at the compromises and cruelties of daily life. He is 
a companion for our darkest moments. 

Movie 1.6  Philosophy - Soren Kierkegaard



Suppliers

How to Negotiate with Powerful Suppliers

by Petros Paranikas, Grace Puma Whiteford, Bob Tevelson and Dan Belz

In many industries the balance of power has dramatically shifted from buyers to suppliers. 
A classic example comes from the railway industry. In 1900 North America had 35 suppli-
ers of cast rail wheels; railway builders could pick and choose among them. A century 
later no one looking to build a railroad had this luxury, as only two suppliers remained. To-
day there is just one, which means that railroad builders have no choice but to accept the 
supplier’s price.
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The shift has come about for various rea-
sons, any or all of which may be in play in 
a given industry. In some cases suppliers 
have eliminated their competitors by driv-
ing down costs or developing disruptive 
technologies. In others, fast-growing de-
mand for inputs has outstripped supply to 
such a degree that suppliers have been 
able to charge what they want. In still oth-
ers, buyers have consolidated demand 
and forced suppliers’ prices down so far 
that many suppliers exited the market, giv-
ing the remaining few more clout.

Whatever the reason, companies that have 
gotten into a weak position with suppliers 
need to approach the situation strategi-
cally. They can no longer rely on hard nego-
tiations through their procurement offices. 
To help with the strategic reappraisal, 
we’ve developed an analytic framework 
with four steps, in order of ascending risk. 
Companies should start by assessing 
whether they could help the supplier real-
ize value in other contexts. If not, they 
should consider whether they could 
change how they buy. They should then 
look at either acquiring an existing supplier 
or creating a new one. If all else fails, they 
must consider playing hardball, which can 
have a lasting impact on the relationship 
and is a last resort.

Let’s look at each step in detail:

#1 Bring New Value to Your Supplier

This is the easiest way to redefine your rela-
tionship with a powerful supplier. It can re-
balance the power equation and turn a 
purely commercial transaction into a strate-
gic partnership. You can provide new value 
in several ways. For example:

Be a gateway to new markets.

The quickest and least expensive way to 
redress a power imbalance is to offer the 
supplier a market opportunity that is too 
good to pass up in exchange for price con-
cessions. Finding the right carrot can take 
some digging. Here’s a case in point: A 
beverage company was facing annual 
price hikes from a beverage-packaging 
supplier. It seemed to have no way out; the 
supplier had patented its manufacturing 
process, and its pricing was lower than 
that of other sources.

But as it happened, the buyer was about 
to enter two large developing markets in 
which the supplier had tried but failed to 
gain traction. The procurement manager 
realized that the company could give the 
supplier’s products a foothold in those mar-
kets. She and her team put their heads to-
gether with the marketing team and pre-
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sented the supplier with an offer that was 
hard to refuse: In exchange for a 10% 
price reduction globally, the company 
would use the supplier’s cans in the new 
markets.

Reduce the supplier’s risks.

If a company is well placed to help a sup-
plier reduce its price risks, it can demand 
some concessions in return. For instance, 
a large chemical company was working 
with a single, recalcitrant supplier. To pro-
duce titanium dioxide it required feedstock 
manufactured to tight specifications, and 
only that supplier could meet its needs. 
When the chemical company tried to in-
crease its order, the supplier claimed to 
have limited capacity and demanded a 
price premium.

Given the cyclical nature of the industry, 
the company surmised that the supplier 
would jump at the chance to lock in a 
long-term contract—a commitment other 
customers lacked the financial strength to 
make. Procurement worked closely with a 
team from finance, which created detailed 
models to determine a price range that 
would let the supplier generate returns of 
15% on invested capital. The supplier 
agreed to a multiyear contract with prices 
that would not fluctuate more than 10% an-

nually, and the chemical company got a 
10% discount from the original quote.

#2 Change How You Buy

If no opportunities exist to help the sup-
plier create new value, your next best alter-
native is to change your pattern of de-
mand. Because this strategy can have im-
plications for other parts of your organiza-
tion, it requires close collaboration with 
any functions that could be affected. A 
company can change its demand patterns 
in three ways, all of which may require in-
tensive data collection and analysis.

Consolidate purchase orders.

This is the least-risky option and the easi-
est one to implement. It may involve little 
more than acting on an internal audit of 
procurement data.

At one aircraft manufacturer, various busi-
ness units were independently purchasing 
components from a large supplier, which 
was doubling or tripling the prices it had 
originally quoted. The supplier was reaping 
gross margins of about 20%, whereas the 
aircraft manufacturer’s were only 10%. 
And deliveries were unreliable, which 
drove up the manufacturer’s overall costs. 
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Individually the business units lacked the 
power to force a change in behavior. But 
the unit CEOs got together, consolidated 
their spending data, and went to the sup-
plier’s top executive with a threat to sus-
pend all purchases unless changes were 
made. The supplier became far more re-
sponsive, cutting prices so that its margins 
were also about 10% and improving the 
timeliness of deliveries.

Small companies that don’t order through 
multiple units can form purchase consorti-
ums with other firms in their industry. In 
2008 an oligopoly of four suppliers con-
trolled the ATM market in one European 
country. To counterbalance the group’s 
power, four banks created a purchasing 
consortium for ATM parts and mainte-
nance, ultimately cutting their ATM costs 
by 25%. To succeed, consortiums must 
align their members’ interests and have 
the right governance in place. To avoid rais-
ing antitrust issues, they should not be too 
powerful themselves, which means that 
this approach is best suited to relatively 
fragmented, competitive industries.

Rethink purchasing bundles.

If a company cannot create large purchas-
ing bundles within product categories or 
geographies, it should consider purchas-

ing across them. One telecom company 
dealing with a powerful supplier for a par-
ticular component gained price conces-
sions by pointing out that it also bought 
o ther components f rom that sup-
plier—ones it could easily obtain else-
where. Similarly, a global chemical manu-
facturer accustomed to buying a key ingre-
dient from two suppliers, one in the United 
States and one in Europe (and each with a 
monopoly in its region), announced that it 
was considering consolidating to a single 
supplier and began a qualification process 
to choose which one. By awarding a single 
global contract, it would have given the 
winner a toehold in the loser’s monopoly 
territory. Faced with the threat of competi-
tion, each supplier agreed to a 10% dis-
count.

At other times the right strategy is to pick 
apart your existing bundles; this may en-
able you to create competition among sup-
pliers where none previously existed. 
When a consumer goods company de-
cided to renegotiate its contract with a 
powerful information provider that offered 
an integrated global product and services 
package, the procurement team quickly re-
alized that it needed to differentiate be-
tween data (for which the supplier held a 
monopoly in some geographies) and ana-
lytic services (for which the market was 
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generally competitive). It also decided to 
negotiate at a country level—enabling sup-
pliers that could cover some but not all 
geographies to participate. As a result it ob-
tained savings of 10% on data and 20% 
on analytics.

Decrease purchase volume.

The third way to alter demand is to shift 
volume away from a powerful supplier, ide-
ally by switching to a substitute or lower-
cost product. The mere threat of this can 
increase the supplier’s openness to nego-
tiation—but the buyer’s organization needs 
to stand behind its negotiation team and 
be willing to revisit what it purchases. De-
termined to reduce IT costs, one retailer 
we advised determined that most of its 
staff members did not need to create docu-
ments—they needed only to read them. It 
was able to eliminate 75% of its office soft-
ware licenses, replacing them with a lower-
cost, read-only alternative.

#3 Create a New Supplier

If options for changing your company’s de-
mand profile aren’t available, you should 
next explore creating a completely new 
supply source. Like the first two strategies, 
this ultimately shifts demand away from 

powerful suppliers, but it tackles the other 
side of the equation. It is most likely to be 
necessary in industries where price nego-
tiations have gone so far as to drive most 
suppliers out of business, effectively giving 
the survivors a monopoly. Of course, such 
drastic action risks alienating your supplier 
completely and may change your com-
pany’s business model. It will also alter the 
competitive dynamics and perhaps even 
the structure of your supplier’s industry 
and your own. For these reasons it is a 
risky proposition, but if well executed, it 
can transform your prospects. There are 
essentially two options:

Bring in a supplier from an adjacent market.

The easiest way to create a new supplier is 
to bring in a competitor from an adjacent 
geography or industry, one that might not 
otherwise have entered the market. One 
major airline reduced its food costs and im-
proved quality by enticing a European ca-
tering company to enter the U.S. airline-
catering market, which had been con-
trolled by two well-entrenched suppliers 
that were reluctant to lower prices. The 
new entrant had an innovative, off-
premises production model that enabled it 
to offer higher-quality food at significantly 
lower prices in exchange for longer-term 
contracts.

59



Because the airline would need to give the 
new supplier a multiyear agreement, the 
procurement team shared its plans with 
the airline’s chief operating officer, its head 
of airport operations, and its head of cater-
ing. After aligning these key functions on 
the strategy, the airline announced that it 
had awarded its contract at a major U.S. 
hub to the new entrant. After losing that 
share of business, one of the established 
suppliers replaced its management team 
and took a more collaborative approach 
with the airline.

Vertically integrate.

If no plausible new suppliers are to hand, 
consider making yourself the new supplier 
by investing in the requisite assets and ca-
pabilities, possibly in a strategic partner-
ship or joint venture with a company that 
has some of those assets and capabilities. 
If you’re lucky, a credible threat to take this 
action will be sufficient to shift the balance 
of power, as was the case with a paper 
company that relied on a regulated utility 
for electricity.

Unable to secure a better rate from the util-
ity, the company began planning to build 
its own power plant—and it made sure the 
utility knew about its plans. It spent nine 
months finding a location, securing pipe-

line capacity, getting permits, and partner-
ing with a dryer company that wanted to 
use the steam that the plant would gener-
ate. The strategy worked—the utility 
agreed to reduce its rates by 40% to pre-
vent the company from building the plant. 
The danger with this approach, of course, 
is that your threat to vertically integrate 
may be called. So before embarking on 
this option, make sure that the new ven-
ture could deliver value that exceeds the 
investment costs and compensates for the 
added management attention and the hid-
den risks and challenges that might arise.

#4 Play Hardball

If everything else fails, canceling all your 
orders, excluding the supplier from future 
business, or threatening litigation—or 
some combination of those actions—may 
be the only answer, short of going out of 
business. These are truly tactics of last re-
sort.

A global financial services firm had its 
back against the wall because it had to re-
duce costs by $3 billion. To cut IT infra-
structure costs, it asked its major hard-
ware supplier for a 10% price decrease. 
When the supplier refused, the firm’s chief 
information officer contacted the supplier’s 
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CEO to say that all the supplier’s projects 
in the company were suspended, effective 
immediately. Within an hour the supplier 
was deactivated in the payment system, 
and the procurement, IT, and development 
teams were notified that they were no 
longer to work with it. Faced with the 
costly loss of existing and upcoming pro-
jects, the supplier quickly agreed to the 
price cut.

Then there’s litigation. In the early 2000s a 
security company that provided cash trans-
portation services to banks decided to in-
crease its rates by 40%. Because it con-
trolled 70% of the market, its customers 
had few alternatives. But one bank that 
faced significant margin pressures wasn’t 
ready to accept the price hike. To better un-
derstand what was driving the increase, it 
asked to review the security company’s fi-
nancial statements, which revealed only a 
10% cost increase—nothing that would jus-
tify the drastic hike.

If all else fails, canceling your orders, sus-
pending future business, or threatening litiga-
tion may be the only answer.

The bank took a two-pronged approach. 
Its chief operating officer met with the 
COO of the security company to explain 
that the increase was unacceptable and 

would undermine their relationship. And 
the procurement team threatened to join 
forces with other financial institutions and 
bring the matter to the attention of the na-
tional authorities in charge of restricting 
monopolies. The security company backed 
down and instituted a price increase more 
in line with its cost increase.

As we’ve shown, companies negotiating 
with powerful suppliers have plenty of 
ways to redefine the relationship. Which-
ever option they choose, they need a clear 
understanding of the problem, an ability to 
work on it across functions, a willingness 
to think outside the box, and strong analyti-
cal capabilities that can reveal the enter-
prisewide picture and generate useful in-
sights. It’s also important that senior execu-
tives commit to strategic rather than tacti-
cal moves. With these elements in place, 
what had seemed an impossible negotiat-
ing task becomes one that is merely chal-
lenging.
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Tesla is building a new generation of batteries that could power 
homes, businesses and even the grid. Bloomberg's Tom Ran-
dall takes a look at the emerging market for new energy stor-
age.

Movie 1.7  Why Tesla Is Building Batteries for Your Home



In Bangladesh, men desperate for work perform one of the 
world's most dangerous jobs. They demolish huge ships in gru-
eling conditions, braving disease, pollution, and the threat of 
being crushed or stabbed by steel sliced from the hulls.

Movie 1.8  Where Ships Go to Die, Workers Risk Lives



Survival

Saving the Business Without Losing the Company

by Carlos Ghosn

It was in March of 1999 that I got the call from Louis Schweitzer, CEO of Renault, asking 
me if I would be willing to go to Tokyo to lead a turnaround at Nissan, the struggling Japa-
nese motor giant. The two companies had just agreed to a major strategic alliance in 
which Renault would assume $5.4 billion of Nissan’s debt in return for a 36.6% equity 
stake in the Japanese company. The combined company would be the world’s fourth larg-
est carmaker. On paper, the deal made sense for both sides: Nissan’s strength in North 
America filled an important gap for Renault, while Renault’s cash reduced Nissan’s moun-
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tain of debt. The capabilities of the two 
companies were also complementary: Ren-
ault was known for innovative design and 
Nissan for the quality of its engineering.

The alliance’s success, though, depended 
on turning Nissan into a profitable and 
growing business, which was what 
Schweitzer was calling on me to do. I sup-
pose I was a natural candidate for the job, 
as I had just finished contributing to the 
turnaround initiative at Renault in the after-
math of its failed merger with Volvo. We 
had had to make some controversial deci-
sions about European plant closures, diffi-
cult for a French company with a tradition 
of state control. I had been in challenging 
situations before then as well. In the 
1980s, as COO of Michelin’s Brazilian sub-
sidiary, I had to contend with runaway infla-
tion rates. In 1991, as the unit CEO of Mich-
elin North America, I faced the task of put-
ting together a merger with Uniroyal Good-
rich, the U.S. tire company, just as the mar-
ket went into a recession.

But Nissan was something else entirely. It 
had been struggling to turn a profit for 
eight years. Its margins were notoriously 
low; specialists estimated that Nissan gave 
away $1,000 for every car it sold in the 
United States due to the lack of brand 
power. Purchasing costs, I was soon to dis-

cover, were 15% to 25% higher at Nissan 
than at Renault. Further adding to the cost 
burden was a plant capacity far in excess 
of the company’s needs: The Japanese fac-
tories alone could produce almost a million 
more cars a year than the company sold. 
And the company’s debts, even after the 
Renault investment, amounted to more 
than $11 billion (for the convenience of our 
readers, the approximate exchange rate at 
the end of September 2001 of 120 yen to 
the U.S. dollar is used throughout). This 
was, quite literally, a do-or-die situation: Ei-
ther we’d turn the business around or Nis-
san would cease to exist.

It was also an extremely delicate situation. 
In corporate turnarounds, particularly 
those related to mergers or alliances, suc-
cess is not simply a matter of making fun-
damental changes to a company’s organi-
zation and operations. You also have to 
protect the company’s identity and the 
self-esteem of its people. Those two 
goals—making changes and safeguarding 
identity—can easily come into conflict; pur-
suing them both entails a difficult and 
sometimes precarious balancing act. That 
was particularly true in this case. I was, af-
ter all, an outsider—non-Nissan, non-
Japanese—and was initially met with skep-
ticism by the company’s managers and em-
ployees. I knew that if I tried to dictate 
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changes from above, the effort would back-
fire, undermining morale and productivity. 
But if I was too passive, the company 
would simply continue its downward spi-
ral.

Today, less than three years later, I am 
pleased to report that the turnaround is 
succeeding. Nissan is profitable again, and 
its identity as a company has grown 
stronger. How did we manage it? In two 
key ways. First, rather than impose a plan 
for the company’s revival, I mobilized Nis-
san’s own managers, through a set of 
cross-functional teams, to identify and 
spearhead the radical changes that had to 
be made. Second, Renault remained sensi-
tive to Nissan’s culture at all times, allow-
ing the company room to develop a new 
corporate culture that built on the best ele-
ments of Japan’s national culture. In the fol-
lowing pages, I’ll discuss the turnaround 
process and Nissan’s new culture in more 
detail. But to really understand the Nissan 
story, you first have to understand how dra-
matically the company has broken with its 
past.

Breaking with Tradition

When I arrived at Nissan at the close of the 
1990s, established business practices 
were wreaking huge damage on the com-
pany. Nissan was strapped for cash, which 
prevented it from making badly needed in-
vestments in its aging product line. Its 
Japanese and European entry-level car, 
the March (or the Micra in Europe), for ex-
ample, was nearly nine years old. The com-
petition, by contrast, debuted new prod-
ucts every five years; Toyota’s entry-level 
car at the time was less than two years 
old. The March had had a few face-lifts 
over the years, but essentially we were 
competing for 25% of the Japanese mar-
ket and a similar chunk of the European 
market with an old—some would say out-
of-date—product. Similar problems 
plagued the rest of our car lines.

The reason Nissan had cut back on prod-
uct development was quite simple: to save 
money. Faced with persistent operating 
losses and a growing debt burden, the 
company was in a permanent cash crunch. 
But it didn’t have to be that way. Nissan ac-
tually had plenty of capital—the problem 
was it was locked up in noncore financial 
and real-estate investments, particularly in 
keiretsu partnerships. The keiretsu system 
is one of the enduring features of the Japa-
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nese business landscape. Under the sys-
tem, manufacturing companies maintain 
equity stakes in partner companies. This, 
it’s believed, promotes loyalty and coopera-
tion. When the company is large, the port-
folio can run to billions of dollars. When I 
arrived at Nissan, I found that the com-
pany had more than $4 billion invested in 
hundreds of different companies.

The problem was that the majority of these 
shareholdings were far too small for Nis-
san to have any managerial leverage on 
the companies, even though the sums in-
volved were often quite large. For instance, 
one of Nissan’s investments was a $216 
million stake in Fuji Heavy Industries, a 
company that, as the manufacturer of 
Subaru cars and trucks, competes with 
Nissan. What sense did it make for Nissan 
to tie up such a large sum of money in just 
4% of a competitor when it could not af-
ford to update its own products? more

That was why, soon after I arrived, we 
started dismantling our keiretsu invest-
ments. Despite widespread fears that the 
sell-offs would damage our relationships 
with suppliers, those relationships are 
stronger than ever. It turns out that our 
partners make a clear distinction between 
Nissan as customer and Nissan as share-
holder. They don’t care what we do with 

the shares as long as we’re still a cus-
tomer. In fact, they seem to have benefited 
from our divestments. They have not only 
delivered the price reductions that Nissan 
has demanded but also have improved 
their profitability. Indeed, all Nissan’s sup-
pliers posted increased profits in 2000. Al-
though breaking up the Nissan keiretsu 
seemed a radical move at the time, many 
other Japanese companies are now follow-
ing our lead.

Nissan’s problems weren’t just financial, 
however. Far from it. Our most fundamen-
tal challenge was cultural. Like other Japa-
nese companies, Nissan paid and pro-
moted its employees based on their tenure 
and age. The longer employees stuck 
around, the more power and money they 
received, regardless of their actual perform-
ance. Inevitably, that practice bred a cer-
tain degree of complacency, which under-
mined Nissan’s competitiveness. What car 
buyers want, after all, is performance, per-
formance, performance. They want well-
designed, high-quality products at attrac-
tive prices, delivered on time. They don’t 
care how the company does that or who in 
the company does it. It’s only logical, then, 
to build a company’s reward and incentive 
systems around performance, irrespective 
of age, gender, or nationality.
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So we decided to ditch the seniority rule. 
Of course, that didn’t mean we systemati-
cally started selecting the youngest candi-
dates for promotion. In fact, the senior vice 
presidents that I’ve nominated over the 
past two years all have had long records of 
service, though they were usually not the 
most senior candidates. We looked at peo-
ple’s performance records, and if the high-
est performer was also the most senior, 
fine. But if the second or third or even the 
fifth most senior had the best track record, 
we did not hesitate to pass over those with 
longer service. As expected when chang-
ing long-standing practices, we’ve had 
some problems. When you nominate a 
younger person to a job in Japan, for exam-
ple, he sometimes suffers for being 
younger—in some cases, older people 
may not be willing to cooperate with him 
as fully as they might. Of course, it’s also 
true that an experience like that can be a 
good test of the quality of leadership a 
manager brings to the job.

We also revamped our compensation sys-
tem to put the focus on performance. In 
the traditional Japanese compensation sys-
tem, managers receive no share options, 
and hardly any incentives are built into the 
manager’s pay packet. If a company’s aver-
age pay raise is, say, 4%, then good per-
formers can expect a 5% or 6% raise, and 

poor performers get 2% or 2.5%. The sys-
tem extends to the upper reaches of man-
agement, which means that the people 
whose decisions have the greatest impact 
on the company have little incentive to get 
them right. We changed all that. High per-
formers today can expect cash incentives 
that amount to more than a third of their an-
nual pay packages, on top of which em-
ployees receive company stock options. 
Here, too, other Japanese companies are 
making similar changes.

Another deep-seated cultural problem we 
had to address was the organization’s in-
ability to accept responsibility. We had a 
culture of blame. If the company did 
poorly, it was always someone else’s fault. 
Sales blamed product planning, product 
planning blamed engineering, and engi-
neering blamed finance. Tokyo blamed 
Europe, and Europe blamed Tokyo. One of 
the root causes of this problem was the 
fact that managers usually did not have 
well-defined areas of responsibility.

Indeed, a whole cadre of senior managers, 
the Japanese “advisers” or “coordinators,” 
had no operating responsibilities at all. The 
adviser, a familiar figure in foreign subsidi-
aries of Japanese companies, originally 
served as a consultant helping in the appli-
cation of innovative Japanese manage-
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ment practices. That role, however, be-
came redundant as familiarity with Japa-
nese practices spread. Yet the advisers re-
mained, doing little except undermining 
the authority of line managers. So at Nis-
san, we eliminated the position and put all 
our advisers into positions with direct op-
erational responsibilities. I also redefined 
the roles of the other Nissan managers, as 
well as those of the Renault people I had 
brought with me. All of them now have line 
responsibilities, and everyone can see ex-
actly what their contributions to Nissan 
are. When something goes wrong, people 
now take responsibility for fixing it.

Mobilizing Cross-Functional Teams

All these changes were dramatic ones. 
They went against the grain not only of Nis-
san’s long-standing operating practices 
but also of some of the behavioral norms 
of Japanese society. I knew that if I had 
tried simply to impose the changes from 
the top, I would have failed. Instead, I de-
cided to use as the centerpiece of the turn-
around effort a set of cross-functional 
teams. I had used CFTs in my previous 
turnarounds and had found them a power-
ful tool for getting line managers to see be-

yond the functional or regional boundaries 
that define their direct responsibilities.

In my experience, executives in a com-
pany rarely reach across boundaries. Typi-
cally, engineers prefer solving problems 
with other engineers, salespeople like to 
work with fellow salespeople, and Ameri-
cans feel more comfortable with other 
Americans. The trouble is that people work-
ing in functional or regional teams tend not 
to ask themselves as many hard questions 
as they should. By contrast, working to-
gether in cross-functional teams helps 
managers to think in new ways and chal-
lenge existing practices. The teams also 
provide a mechanism for explaining the ne-
cessity for change and for projecting diffi-
cult messages across the entire company.

Within a month of my arrival, we had put 
together nine CFTs. Their areas of responsi-
bility ranged from research and develop-
ment to organizational structure to product 
complexity. Together, they addressed all 
the key drivers of Nissan’s performance. 
(See the table “Nissan’s Cross-Functional 
Teams” for a detailed description of the 
teams, their areas of responsibility, and the 
principal changes they instigated.)

Nissan’s Cross-Functional Teams The fol-
lowing table lists the nine cross-functional 

70



teams that produced the Nissan Revival 
Plan, showing their composition and the 
objectives they identified.

We put the teams to work on a fast track. 
They were given three months to review 
the company’s operations and to come up 
with recommendations both for returning 
Nissan to profitability and for uncovering 
opportunities for future growth. The teams 
reported to Nissan’s nine-member execu-
tive committee. And though the CFTs had 
no decision-making power—that was re-
tained by the executive committee and my-
self—they had access to all aspects of the 
company’s operations. Nothing was off lim-
its.

The CFTs consisted of approximately ten 
members, all drawn from the ranks of the 
company’s middle managers, that is, peo-
ple with line responsibilities. Limiting the 
members to ten ensured that the teams’ 
discussions would move forward at a rea-
sonable pace; given the urgency of the 
situation, we could not afford to spend 
time in protracted debates. But we also 
recognized that a team of ten people 
would be too few to cover in any depth all 
the issues facing it. To get around that 
problem, each CFT formed a set of sub-
teams, consisting of CFT members and 
other managers selected by the CFT. The 

subteams, each of which was also limited 
to ten members, focused on particular is-
sues faced by the broader teams. For in-
stance, the manufacturing team had four 
subteams, which reviewed capacity, pro-
ductivity, fixed costs, and investments. All 
together, some 500 people worked in the 
CFTs and subteams.

To give CFTs authority within the organiza-
tion, we appointed to each team two “lead-
ers” drawn from the executive committee. 
These leaders served as the team spon-
sors, who would smooth the way for the 
team as it conducted its work and remove 
any institutional obstacles. Why two lead-
ers rather than one? Having two such sen-
ior voices made it less likely that the team 
would focus its efforts too narrowly. For in-
stance, we decided that Nobuo Okubo, 
Nissan’s executive vice president for re-
search and development, and Itaru Koeda, 
the executive vice president of purchasing, 
would lead the purchasing team. Their 
voices would balance each other, so that 
no single function’s perspective would 
dominate.

But it was also important that the CFT 
process not look like a corporate-imposed 
blaming exercise. The team leaders, there-
fore, took a back seat in the actual opera-
tion of the CFTs and attended few of the 
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meetings. The ten regular members of 
each CFT carried the real work, and one of 
them acted as the team’s “pilot,” taking re-
sponsibility for driving the agenda and dis-
cussions. The pilots were selected by the 
executive committee, and the leaders and 
pilots together selected the rest of the 
team. Typically, the pilots were managers 
who had frontline experience with Nissan’s 
operating problems and credibility with the 
rank and file. I took a personal interest in 
their selection because it gave me a 
chance to have a close look at the next 
generation of Nissan leaders.

Setting up a clear process of this kind has 
helped managers to become much more 
aware of what they can achieve if they put 
their minds to the task. Take the purchas-
ing team, which I had challenged to find 
ways to reduce supplier costs by 20% to 
bring Nissan in line with other car compa-
nies. I suggested that a third of the savings 
could be achieved through changes to en-
gineering specifications, many of which 
were stricter at Nissan than at other com-
panies. At first, the engineers didn’t be-
lieve that anything like the amount I was 
looking for could be found in specification 
changes.

Yet by engaging in the CFT exercise, those 
very engineers proved themselves wrong. 

In fact, they have been able to deliver far 
more cost savings than I had expected 
through identifying a multitude of small 
changes. For example, it turned out that 
Nissan’s quality standards for its headlamp 
parts were higher than its competitors, 
even though there was no discernible per-
formance difference. By making a small re-
duction in standards for the surfaces of 
headlamp reflectors, Nissan was able to re-
duce the rejection rate for that component 
to zero. Another small reduction in the 
specification for heat resistance allowed 
Nissan to use less expensive materials for 
the lenses and inner panels of the head-
lamps. Together, the two changes de-
creased the cost of headlamps by 2.5%.

The result of the CFTs’ three-month review 
was a detailed blueprint for the turn-
around, the Nissan Revival Plan, which I re-
leased to the public in October 1999. This 
plan, developed by Nissan’s own execu-
tives, included the major changes to Nis-
san’s business practices that I described 
earlier. They also prescribed some harsh 
medicine in the form of plant closures and 
head count reductions, all in Japan. Inevita-
bly, of course, the press focused on the 
way we were challenging Japanese busi-
ness traditions—and on the staff cutbacks 
that were thought to be revolutionary in a 
society used to guarantees of lifetime em-
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ployment. But necessary and important as 
these changes were, they were not the 
whole story.

Turning around a company in Nissan’s 
state is a bit like Formula One racing. To 
take the highest-speed trajectory, you 
have to brake and accelerate, brake and 
accelerate all the time. The revival plan, 
therefore, was as much about future 
growth (accelerating) as it was about cut-
ting costs (braking). We couldn’t say, 
“There will be a time for cost reduction and 
then a time for growth”—we had to do 
both at once. So along with the cutbacks 
and closures, the plan included a number 
of major investment commitments, such 
as a $300 million investment to produce 
Nissan models at Renault’s plant in Brazil 
and a $930 million investment for a new 
plant in Canton, Mississippi. We also an-
nounced our entry into the minicar market 
in Japan and took back control of our op-
erations in Indonesia.

What the Numbers Show 

This table shows how successful the turn-
around has been along the key perform-
ance dimensions laid out in the Nissan Re-
vival Plan. The company’s objectives un-
der the plan are marked in bold: to return 

Nissan to profitability by 2000, to increase 
the operating margin to more than 4.5% 
by 2002, and to reduce debt to below $5.8 
billion by 2002.

The CFTs have remained an integral part of 
Nissan’s management structure. I still meet 
with the pilots at least once a month, and 
at least once a year, I receive briefings 
from the full teams. We have even added a 
tenth team covering investment costs and 
efficiency. The teams’ mission today is two-
fold. First, they serve as watchdogs for the 
ongoing implementation of the revival plan. 
Second, they look for new ways to im-
prove performance. In short, they are my 
way of making sure that Nissan stays 
awake and fit.

The Importance of Respect

As might be expected, given the cutbacks 
we made in Japan, the public was initially 
uneasy about the revival plan, and I took a 
lot of the flak as the foreigner in charge. In-
side Nissan, though, people recognized 
that we weren’t trying to take the company 
over but rather were attempting to restore 
it to its former glory. We had the trust of 
employees for a simple reason: We had 
shown them respect. Although we were 
making many profound changes in the way 
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Nissan carried out its business, we were 
always careful to protect Nissan’s identity 
and its dignity as a company.

That had been true even during the original 
negotiations between Renault and Nissan. 
As many people know, Renault was not 
Nissan’s number one choice for partner. 
DaimlerChrysler was the preferred counter-
part, which on paper was not that surpris-
ing, given its financial muscle and reputa-
tion at the time. While Nissan was negotiat-
ing with Renault, it had also been talking to 
DaimlerChrysler, and I myself believed that 
the two would probably close a deal. In the 
end, however, DaimlerChrysler dropped 
out, believing that Nissan was too risky. In 
the words of one Chrysler executive, bail-
ing out Nissan would have been like put-
ting $5 billion into a steel container and 
throwing it into the ocean.

With DaimlerChrysler out of the picture, 
Renault was Nissan’s only hope for sur-
vival. The other potential suitor, Ford, had 
stepped aside long ago. Under those cir-
cumstances, you might have expected 
Renault to tighten its terms for dealing with 
Nissan. But Renault decided against ex-
ploiting its short-term bargaining advan-
tage. We took the view that we were enter-
ing a long-term relationship. If we were to 
start by abusing our partner, we’d pay for 

it later. I believe that Renault’s decision to 
stick to the terms it had offered Nissan be-
fore DaimlerChrysler dropped out contrib-
uted greatly to preserving the morale of 
Nissan managers at the start.

Since then, of course, cooperation be-
tween the two companies has dissipated 
all fears of foreign domination. Although 
the needs of the turnaround meant that Nis-
san was at first more of a learner than Ren-
ault, the relationship between the two com-
panies has become evenly balanced. Ren-
ault people are now coming to learn from 
Nissan, and Nissan senior managers are 
transferring their skills to Renault business 
units. Indeed, after just three years with 
Nissan, I doubt anyone would say that the 
people I brought with me still belong to 
Renault. They have probably contributed a 
lot more to Nissan than to Renault. What’s 
more, it sometimes seems to me that as 
Nissan’s identity strengthens, the North 
Americans, Europeans, and Japanese 
working here are becoming much more 
alike than they are different.

On the whole, I think Nissan’s identity and 
culture as a company have been far more 
important factors in its performance than 
its country of origin, and I think this would 
be true for most companies. In fact, look-
ing to national culture for an explanation of 
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a company’s failure or success almost always means you are 
missing the point. All that a national culture does is provide 
the company with the raw human resources for competing. 
Obviously, if those resources are untrained or the business en-
vironment is undeveloped, even the best company can do lit-
tle. But equally, no matter how promising your resources, you 
will never be able to turn them into gold unless you get the cor-
porate culture right. A good corporate culture taps into the pro-
ductive aspects of a country’s culture, and in Nissan’s case 
we have been able to exploit the uniquely Japanese combina-
tion of keen competitiveness and sense of community that 
has driven the likes of Sony and Toyota—and Nissan itself in 
earlier times.

As the struggle for 

survival has subsided, 

the question has 

emerged: survival for 

what?  Ever more 

people have the 

means to live, but no 

meaning to live for. 
 
- Viktor E. Frankl
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Building Trust Through Transparency

For a turnaround process of this kind to 
work, people have to believe both that 
they can speak the truth and that they can 
trust what they hear from others. Building 
trust, however, is a long-term project; 
those in charge have to demonstrate that 
they do what they say they’ll do, and that 
takes time. But you have to start some-
where. Right from the beginning, I made it 
clear that every number had to be thor-
oughly checked. I did not accept any re-
port that was less than totally clear and 
verifiable, and I expected people to person-
ally commit to every observation or claim 
they made. I set the example myself; when 
I announced the revival plan, I also de-
clared that I would resign if we failed to ac-
complish any of the commitments we set 
for ourselves.

On a broader level, I also sought to impose 
transparency on the entire organization to 
ensure that everyone knew what everyone 
else was doing. Traditionally, for example, 
the company’s European and North Ameri-
can units operated independently, sharing 
little information and expertise with the 
rest of the company. Each unit had its own 
president and regional team, who were 
supposed to build links to corporate head-
quarters and thus to the rest of the corpo-

ration. In reality, however, the regional 
presidents and their teams were building 
walls, and there was little cooperation be-
tween different parts of the company.

I decided, therefore, to do away with the 
post of regional president and announced 
the change in March 2000, six months af-
ter the publication of Nissan’s overall re-
vival plan. Today, four management com-
mittees, meeting once a month, supervise 
Nissan’s regional operations. Each commit-
tee includes representatives of the major 
functions: manufacturing, purchasing, 
sales and marketing, finance, and so on. I 
chair the committee for Japan, while the 
committees supervising the European, 
U.S., and general overseas markets are 
chaired by Nissan executive vice presi-
dents based in Japan. I also make sure 
that I attend the European and North 
American committee meetings at least four 
times a year. This reorganization was one 
of the few changes I made unilaterally, but 
it was consistent with my commitment to 
transparency inside the organization.
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From Cross-Function to Cross-Company

Cross-functional teamwork has been cen-
tral to the Nissan turnaround. A similar ap-
proach has also emerged as a key element 
behind the success of the Nissan-Renault 
alliance.

At a certain point in negotiations between 
the two companies, there was a discus-
sion about how they would work together. 
Renault’s negotiators assumed that the 
best way forward would be to set up a se-
ries of joint ventures, and they wanted to 
discuss all legal issues surrounding a joint 
venture: who contributes what and how 
much, how the output is shared, and so 
forth. The Nissan team pushed back; they 
wanted to explore management and busi-
ness issues, not legal technicalities. As a 
result, negotiations were stalled.

Renault CEO Louis Schweitzer asked me if 
I could think of a way to resolve that im-
passe. I recommended abandoning the 
joint-venture approach. If you want people 
to work together, the last thing you need is 
a legal structure that gets in the way. My 
solution was to introduce informal cross-
company teams (CCTs). Some teams fo-
cused on specific aspects of automobile 
manufacturing and delivery—there was a 
team focusing on product planning, for in-

stance, and another on manufacturing and 
logistics. Others focused on a region—Eu-
rope, for instance, and Mexico and Central 
America. All told, we created 11 such 
cross-company teams.

Through these teams, Renault and Nissan 
managers have found many ways to lever-
age the strengths of both companies. The 
experience of the Mexico regional CCT is a 
good example. At the time of the alliance 
in early 1999, Nissan was suffering from 
overcapacity in the Mexican market be-
cause of sluggish domestic demand and 
flagging sales of the aging Sentra model to 
the United States. Renault, on the other 
hand, was thinking about reentering the 
Mexican market, which it had abandoned 
in 1986. Putting managers from both com-
panies together meant that they immedi-
ately recognized the synergy opportunity. 
In just five months, they put together a de-
tailed plan for producing Renault cars in 
Nissan’s plants. Just over a year later, in 
December 2000, the first Renault models 
rolled off the production lines.

The improvement in Nissan’s manufactur-
ing position has been dramatic. At the Cu-
ernavaca plant, the capacity utilization rate 
has risen from 55% at the end of 1998 to 
nearly 100%. For Renault’s part, the ar-
rangement greatly accelerated its reentry 
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into Mexico. In fact, Renault was able to begin selling cars in 
Mexico even before the first Scenic rolled off the production 
line. Because the Mexican government recognized Renault as 
a partner of the Nissan group, Renault was able to immedi-
ately export cars to Mexico without having to obtain separate 
government approval. What’s more, Renault could use Nis-
san’s local dealers as distributors.

Today the cross-country teams and the cross-functional 
teams have complementary roles: The company CFTs serve 
as guardians of each company’s revival plan, while the CCTs 
feed the alliance.

Commerce with all 

nations, alliance with 

none, should be our 

motto. 
 
- Thomas Jefferson
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The idea of achieving work-life balance is a beautiful dream; 
it's also quite impossible, as we should realise without bitter-
ness or frustration.

Movie 1.9  Work-Life Balance



Sales Managers

Sales Managers Must Manage

by Raymond O. Loen

• The department head of a major corporation recently told me: “The division head to 
whom I report can talk for hours about modern concepts of managing, and it sounds like 
chapter and verse from a dissertation about how to be a modern executive. But almost 
as soon as he gets back to his operating responsibilities, he seems like a different man. 
In my area of responsibility, for example, he gets unduly engrossed in the very problems 
he says he expects me and my people to handle.”
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• A staff marketing manager had just com-
pleted discussing the modern concepts 
of managing to which he said he sub-
scribes when the phone rang. It was a 
customer with a complaint which line 
sales should have handled. Yet the mar-
keting manager assumed undue responsi-
bility for the matter, apparently without re-
alizing that he was violating one of his 
avowed precepts of managing.

• A field sales manager with whom I met 
several times proudly proclaimed the pro-
gress he was making in developing his 
salesmen. Yet my meetings with this 
sales manager were interrupted repeat-
edly by his salesmen, most of them ask-
ing for solutions to fairly routine sales 
problems. It was apparent that the sales-
men brought such problems to him only 
because they had learned that he wanted 
them to do so. I do not recall a single in-
stance where the sales manager asked 
any of the salesmen to suggest a solu-
tion.

Managing vs. Doing

Anyone who attempts to examine the differ-
ence between the theory and the practice 
of managing can find hundreds of similar 
examples throughout his business environ-

ment. Why is this so? Companies try to in-
still the management point of view in their 
executives by:

• Hiring graduates from the top-rated 
business schools.

• Putting managers through their own 
management development pro-
grams.

• Sending their managers to manage-
ment courses and seminars.

• Encouraging their managers to read 
and study modern methods of man-
aging.

The inherent assumption in such actions is 
that if managers are exposed to many and 
varied approaches to effective managing, 
they will be able to translate what they see 
and hear for application to their particular 
jobs.

The fact is that most practicing managers 
have relatively little time to study manag-
ing. And when they do study the subject in 
any depth, most find it is complicated and 
elusive. Either the subject is treated with 
far more semantic sophistication than they 
can realistically apply, or it has a ring of 
academic gobbledygook. The result: most 
managers find, perhaps subconsciously, 
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that they are managing by doing. They are 
excelling in the very skills that earned most 
of them their jobs as managers, i.e., solv-
ing nonmanaging, technical problems!

Almost any manager today can talk the lan-
guage of managing in terms such as plan-
ning, directing, and controlling. But the 
test of being an effective manager is really 
to understand managing well enough to 
practice it in day-to-day responsibilities.

Analyzing the Job

Today’s sales manager often exemplifies 
this problem of managing by doing. Let us 
look briefly at the sales manager’s job and 
training in order to better appreciate the 
problem. The effectiveness of the market-
ing effort in many companies is dependent 
on the sales manager and his ability to get 
results through his sales personnel. The dif-
ference between a capable sales manager 
and a not-so-capable sales manager can 
make a significant difference in sales, prof-
its, and whether or not the cost of a market-
ing program pays off. In such instances, 
sales managers are responsible for hiring, 
training, motivating, and directing the sales 
personnel, who in turn persuade custom-
ers to buy. This latter job of persuading 
customers is a challenging one and is the 

ultimate payoff for the salesman and the 
company. Usually it is also a job that the 
sales manager learned to do well before 
becoming a manager. As a result, most 
sales managers sell—what they like to do 
and do well—when they should manage. 
Indeed many think they are managing 
when they are in fact selling—often dupli-
cating the efforts of their salesmen—or per-
forming some other nonmanaging activity.

Every sales manager has certain nonmanag-
ing activities which he alone must perform. 
But how much is he contributing to the mar-
keting effort when he spends his time unnec-
essarily on non-managing activities instead 
of on managing which would enable him to 
multiply his efforts many times through his 
people?

Most companies today spend a great deal 
of money to train their sales personnel. Yet 
many of these same companies appear to 
expect their sales managers to learn their 
jobs by osmosis. Or if they provide organ-
ized training for their sales managers, it is 
restricted largely to company procedures 
such as hiring, forecasting, and budgeting, 
or to increasing functional knowledge of 
marketing, personnel, accounting, engi-
neering, production, or the like. A sales 
manager must certainly understand the 
necessary procedures which he is ex-
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pected to follow well as the additional func-
tional knowledge which will generally help 
him technically or provide him with a 
broader perspective. But the training 
which is usually neglected is a clear con-
cept of what constitutes managing, so that 
the sales manager can best apply the pro-
cedures or utilize the increased functional 
knowledge in order to multiply and maxi-
mize his efforts through the individuals in 
his department.

What are the elements?

Even though managers understand many 
aspects of managing, they have trouble dis-
tinguishing the elements of managing from 
those of nonmanaging activities in their ac-
tual day-to-day activities. Our experience 
indicates that most sales managers have 
difficulty deciding which activities are man-
aging, and which are nonmanaging or “do-
ing.” For example, which of the following 
activities would you say are managing, as 
distinguished from nonmanaging (i.e., do-
ing), activities:

1. Calling on an account with one of your 
salesmen to show a customer that 
company management interested in 
the account.

2. Making a sales presentation to a pro-
spective customer in order to show 
one of your salesmen how do it.

3. Making an independent call on an offi-
cer of large account in order to cement 
customer relation ships and promote 
business.

4. Explaining how to solve a work prob-
lem which one of your people has just 
brought to you.

5. Filling out a form to recommend a sal-
ary increase for a member of your de-
partment.

6. Explaining to one of your people why 
he is receiving a salary increase.

7. Interviewing a prospective salesman 
referred to you by an employment 
agency.

8. Giving a telephone report of progress 
to your superior.

9. Asking one of your salesmen what he 
thinks about a selling idea you have.

10. Planning and deciding on a dollar 
sales objective by account.

11. Deciding what the cost budget request 
shall be for your sales office.
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12. Reviewing monthly sales reports to de-
termine progress toward specific sales 
objectives.

13. Deciding whether to meet a competi-
tive price based on considerations be-
yond what the salesman has access 
to.

14. Deciding whether to recommend add-
ing a position.

15. Drafting an improved sales office lay-
out.

16. Asking your salesmen to establish ten-
tative six-month objectives for the num-
ber of personal sales calls to be made 
on target accounts.

17. Giving a talk about your company’s 
progress and plans to a local service 
club.

18. Transferring an account from Sales-
man A to Salesman B because Sales-
man A did not devote the necessary ef-
fort to develop the account.

19. Phoning a plant manager to request 
help in solving a customer delivery 
problem for one of your salesmen.

20. Planning the extent to which your 
salesmen should use staff services dur-

ing the next year to accomplish over-
all sales objectives.

Concept of Managing

Before looking at suggested answers and 
explanations to the listing, let us consider 
a proposed simplified concept of manag-
ing for sales managers.

Managing can be defined as planning, di-
recting, and controlling the activities of 
other people in the same organization in or-
der to achieve or exceed desired objec-
tives. It does have other meanings, but the 
managing we are concerned with here is 
the managing one is expected to do when 
he wants to get results through others.

It is easy to confuse selling with managing 
because one who sells is expected to get 
sales results through customers and pros-
pects. Selling is not managing, however. 
The essential difference is that a person in 
a managerial position has authority and re-
sponsibility to get a job done through oth-
ers in the same organization—and these 
others are expected to recognize his 
authority and responsibility to help accom-
plish the over-all objectives of the enter-
prise.
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Helpful classifications

How does an objective differ from a fore-
cast, or a budget, or a program? How 
does a policy differ from a procedure? 
These and other elements of managing 
can be distinguished and classified under 
the headings of planning, directing, and 
controlling:

In addition, communicating, deciding, and 
improving are applicable to each of the ele-

ments of managing. A manager must com-
municate and decide in accomplishing the 
other elements of managing, and he 
should certainly strive to improve in all ele-
ments of his managing. Definitions for 
each of these elements of managing along 
with examples tailored to the sales man-
ager are listed in Exhibit I.

xhibit I. Defination Of The Elements Of 
Managing With Examples Tailored To The 
Sales Manager

Suggested answers

Now let us look at suggested answers 
(with explanations) to the managing versus 
doing activities listed earlier:

1. Doing. This may be a highly necessary 
activity, but it is selling, not managing. 
The direct purpose of the call is not to 
get results through others.

2. Managing. This is training.

3. Doing. This is selling. The direct pur-
pose is not to get results through oth-
ers.

4. Managing. This is supervising, assum-
ing the manager does not have his peo-
ple come to him (so he can feel suffi-
ciently needed or productive) for rou-
tine solutions to recurring problems 
which they are capable of handling. It 
would be counseling if a more formal, 
planned personal discussion were 
needed.

5. Doing. The actual filling out of the form 
is clerical. Instructing your secretary 
how to fill it out would be a managing 
activity in that it would be delegating.
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6. Managing. This is motivating.

7. Doing. This may be an essential activ-
ity, but the manager is actually perform-
ing a personnel function in the same 
way that he is selling when calls on ac-
counts. When he does interviewing, he 
is not currently getting results through 
others. Deciding to hire someone after 
all the recruiting and selecting has 
been done, however, would be consid-
ered a managing activity.

8. Managing. This is communicating for 
the purpose of control, provided the 
manager is doing so to receive possi-
ble guidance and direction. Otherwise 
it may be plain communicating, which 
anyone does whether he is a manager 
or not.

9. Managing. This is communicating, 
probably in order to develop a selling 
program, and it could be a form of mo-
tivating if the manager’s main purpose 
is to have the salesman participate in 
developing the idea in order to get 
later acceptance.

10. Doing. The manager is developing ob-
jectives—which is a managing activi-
ty—but he is not delegating; he is de-
veloping objectives by account which 
his salesmen should be best qualified 

to do since they work closely with the 
accounts. Were he to review the sales 
objectives of one of his salesmen, he 
would be managing, in that he would 
undoubtedly be planning part of an 
over-all sales objective to be accom-
plished by the salesmen as a group.

11. Managing. This is planning—develop-
ing a budget. Putting the budget in its 
proper form would be clerical.

12. Managing. This is measuring and evalu-
ating.

13. Managing. This is probably coordinat-
ing—making sure that any price devia-
tions are consistent with an over-all 
plan. This would be a doing activity, 
however, if procedures and controls 
could be set up in such a way that cer-
tain pricing decisions could be dele-
gated.

14. Managing. This is developing the or-
ganization structure.

15. Doing. This is a methods engineering 
function. Deciding to get an improved 
office layout would be a managing ac-
tivity.
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16. Managing. This is developing objec-
tives as well as standards of perform-
ance.

17. Doing. This is performing a public rela-
tions function.

18. Managing. This is correcting—taking 
corrective control action. This could 
also be considered the disciplining 
part of supervising.

19. Doing. This may be necessary, but it is 
the inside part of a salesman’s job. The 
direct purpose of the phone call is not 
to get results through, but rather for, 
your salesman.

20. Managing. This is developing a pro-
gram of marketing strategy to achieve 
group results.

We can see that the difference between do-
ing and managing can be subtle in many 
instances. Indeed two sales managers can 
appear to be performing identical activi-
ties; yet we would say one is managing 
and the other is not—depending on 
whether one’s intent is to get results 
through others.

Awareness of managing

I have pointed out that every sales man-
ager has certain nonmanaging activities 

which he alone must perform. In fact, 
some of the sales manager’s non-
managing activities may be more impor-
tant than his managing activities in accom-
plishing the objectives of the enterprise. 
For example, this may be true where the 
sales manager is asked to establish and 
maintain working relationships with 
decision-making executives in large vol-
ume accounts; it may also be true where 
the sales manager is asked to participate 
in local community affairs because signifi-
cant business is placed locally.

However, in most companies, managing re-
sponsibility is generally greater or more im-
portant than doing responsibility. Accord-
ingly, it is important for the sales manager 
to have an awareness that he is not manag-
ing when he personally does selling, public 
relations, or the like. Only with this kind of 
awareness is he apt to strive to do as 
much managing as he should in his current 
job; only with this awareness is he apt to 
be able to develop himself as much as he 
should for the broader responsibilities 
where managing activities assume even 
greater importance to his company.
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Teaching Managing

If sales managers are to manage as well as 
they should, top management will need to 
provide the climate and instigate or ap-
prove certain actions. Three examples of 
such actions follow.

1. Developing and disseminating a 
company-wide managing philosophy. 
This involves considering and commu-
nicating the facts that the company rec-
ognizes managing as a separate and 
distinct activity, and that managers 
should develop managing skills.

• It is also highly desirable to relate the 
managing philosophy to corporate 
purposes or long-range objectives in 
terms of the products to be made, 
services to be rendered, markets to 
be served, obligations to all con-
cerned, and profits and growth to be 
sought. For example:

• In a few companies, the presidents 
have actually conducted a managing 
program for those reporting to them 
who, in turn, have conducted the 
same program for those reporting to 
them—and so on down through first-
line supervision. The purpose is to en-
sure common understanding about 

both corporate objectives and a cor-
porate managing philosophy.

2. Developing and implementing a pro-
gram or programs designed to help 
sales managers having similar responsi-
bilities to translate “textbook” manag-
ing into reality. This includes learning 
how to distinguish managing from do-
ing in their particular job. For instance:

• One large company has its sales man-
agers attend several programs which 
it conducts. First, sales managers, 
along with other functional managers 
in the company, participate in a pro-
gram designed to define and gain un-
derstanding of managing as a sepa-
rate and distinct activity. Next, sales 
managers, along with other func-
tional managers in the company, at-
tend another program covering com-
pany marketing functions such as 
selling, customer service, advertising 
and sales promotion, and market re-
search. Then, to exchange ideas and 
solutions to mutual managing prob-
lems, sales managers attend still an-
other program designed specifically 
for sales managers with similar re-
sponsibilities.
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• Where this company uses several of 
its own programs to develop its sales 
managers, other companies with less 
complicated products and organiza-
tion can accomplish similar results 
with only one program. 

• Specifically: Another large com-
pany uses a one-week program 
developed specifically to teach 
managing to its sales managers. 
The program is divided into nine 
sections: introduction, planning, 
organizing, directing through com-
munication, directing through hu-
man relations, directing through 
leadership, directing through per-
sonnel development, measuring 
results, and cases in professional 
management. The program has 
planned follow-up. It is also be-
ing extended to cover both staff 
personnel who work with sales 
managers and potential sales 
managers.

3. Ensuring that the sales manager’s 
work conditions will allow him to man-
age. Even the best training or manage-
ment development program in the 
world does not guarantee that a man 
will practice what he has learned. Most 
management seminars and courses 

leave the manager with an implied, 
“Go ye therefore and sin no more.” But 
the manager finds that it is a long road 
from the conference room to the job. 
As a result there are hundreds of thou-
sands of dollars largely wasted in train-
ing and development programs every 
year. To ensure putting the managing 
theory into practice—to ensure real 
learning which many say can occur 
only on the job—there are three main 
considerations:

• The sales manager, like any other 
manager, is going to do what his 
boss tells him to do or expects of 
him—provided he wants to stay on 
the payroll. If, however, top manage-
ment has not been exposed to, or is 
not in general sympathy with, the 
managing concepts promulgated in a 
sales manager’s program, the sales 
manager will be seriously limited in 
trying to apply what he learned. In-
deed, the program may do more 
harm than good since the sales man-
ager may become frustrated—per-
haps to the point of leaving the com-
pany. This upholds the need for a 
company managing philosophy, but 
it also supports the need for the 
sales manager’s top management to 
participate in developing and con-
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ducting a sales manager’s program. 
Leaving the job entirely to corporate 
staff or to an outside consultant is 
not going to produce the desired re-
sults.

• The sales manager’s job content 
should be scrutinized to provide him 
with the responsibility and authority 
he needs to be able to manage. 
There are still hundreds of companies 
which hold their sales managers 
much more responsible for handling 
personal sales than for getting sales 
results through their salesmen. Then 
there is this kind of situation:

• An industrial products company 
relieved most of its sales manag-
ers from responsibility for per-
sonal sales. But it reserved many 
managing decisions for the gen-
eral management level or for 
headquarters staff. The result 
was that the sales managers 
complained that they were 
largely funnels for information go-
ing up or coming down—such as 
routine pricing decisions or nomi-
nal salary increases for their peo-
ple.

• The management control reports which 
the sales manager receives and submits 
to top management should be designed 
to prod him into doing a balanced job of 
managing. Frequently the sales manager 
is asked to get along with control informa-
tion developed primarily for accounting 
purposes. Not enough companies have 
analyzed the specific needs of the sales 
manager and designed their reports to 
help him manage.

• Often the sales manager is told that one 
of his prime managing responsibilities is 
to help increase corporate profits, but he 
has neither a profit contribution objective 
nor the scorecard to tell him how he is do-
ing. His control reports are often limited 
to sales performance and sales expense 
budget compliance, which are translated 
into profit figures only at division or head-
quarters levels where accounting state-
ments are customarily prepared. Under 
these conditions, the sales manager is 
tempted to accept unprofitable business 
because when his total sales are re-
viewed, the large unprofitable order con-
tributes to making-him look better than 
the small profitable order.

• To encourage their sales managers to 
manage with corporate objectives in 
mind, a number of companies give their 
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sales managers responsibility for achiev-
ing a profit contribution, gross profit, or 
marginal income objective as related to 
those factors under control by the sales 
manager.

Probably most top managements would 
agree that it is desirable, to teach sales 
managers how to manage and that these 
actions make sense. Why, then, haven’t 
more companies done so?

Bars to progress

There are a number of reasons why compa-
nies have not taught their sales managers 
to manage as well as they should. What 
are the more prevalent bars to progress?

1. There has been an overreliance on in-
ternal and external management devel-
opment programs designed for manag-
ers in general. Sales managers have of-
ten been expected to learn managing 
cafeteria-style, taking some knowl-
edge from here and some from there. 
Putting this knowledge into a meaning-
ful framework for a particular job has 
been left largely up to the individual 
sales manager. As the director of per-
sonnel in a major corporation recently 
put it to me: “Sales managers learn 
blue-sky theory about managing in a 
typical management program, but by 

themselves they don’t make the transi-
tion from the program to the job.”

2. Companies think that it is impractical 
to get sales managers together for any 
length of time—else the wheels of busi-
ness will stop turning. They think that it 
is difficult enough to get the sales man-
agers together for vital administrative 
matters such as the introduction of 
new products, policies, or procedures.

• I am sympathetic with this view-
point, but it seems to me that the 
problem is more one of determin-
ing how important the sales man-
ager’s managing is to the suc-
cess of the marketing effort. A 
company can find the method 
(not necessarily a conventional 
one), the time, and the money for 
anything it believes is really im-
portant.

3. Some companies fear that if you em-
phasize a sales manager’s role as a 
manager, he will get grandiose ideas of 
his job and will no longer want to “roll 
up his sleeves and get his hands 
dirty”—he will no longer feel com-
pelled to continue to know the busi-
ness. The fear is that the sales man-
ager will become insulated from what 
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is going on—that his men will be able 
to pull the wool over his eyes, that he 
will have to consult his people when-
ever top management wants specific 
information. This is what one executive 
meant when he told me: “Our com-
pany isn’t large enough for us to afford 
sales managers who just manage.”

• Such an argument is reasonable, 
perhaps, when the main responsi-
bility of the sales manager is not 
to get results through others. 
But, as I have contended through-
out this article, if the sales man-
ager’s main contribution to a mar-
keting program’s success is to 
get results through his salesmen, 
then he should have a clear con-
cept of managing as applied to 
his job. This means clarifying 
how he is to exercise judgment in 
keeping informed about details of 
customers, the market, problems 
and activities of his men, and so 
forth in relation to his responsibil-
ity to manage and to perform non-
managing activities.

• In general, it is a misconception 
that a manager who manages 
doesn’t “get his hands dirty.” But 
there are time limitations. Shall 

the sales manager keep informed 
about details of customers at the 
expense of developing the indi-
viduals in his department or of 
planning field implementation of 
marketing strategy? Shall he man-
age by exception? If so, how? 
And what is an approximate dol-
lar value of a sales manager’s 
time as he performs various man-
aging and nonmanaging activi-
ties?

• A program which has been care-
fully developed to provide discus-
sion of, and the basis for sound 
answers to, these kinds of ques-
tions is certainly going to give the 
sales manager a better modus 
operandi than when he has to de-
velop the answers primarily by 
himself.

4. There are companies which rely largely 
on procedures and controls to see that 
a sales manager does his job. They 
teach him the procedures for hiring, 
training, forecasting, reporting, and so 
on, and see that he follows them—
teach him to be a mechanic, not an en-
gineer. This is fine for companies 
which can develop enough procedures 
and foolproof controls and which can 
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find sales managers who do not mind being automatons with relatively little responsibil-
ity for independent judgment and creative solutions to management problems. The 
only problem is that it is very difficult to attract and hold high caliber people who are 
qualified for and want responsibility.

5. Many members of top management have not yet learned to distinguish between man-
aging and doing. Although management theorists and those who stay abreast of man-
agement thinking have had this awareness for a long while, it usually takes years for 
sound management theory to be translated into practice in the majority of companies 
across the country. This is a problem particularly in sales management, where many 
top executives have worked their way up through top field sales performances; their 
own past skills may have been largely in doing.

6. It seems to me that the over-all impediment to getting sales managers to understand 
managing has been primarily one of recognition of what managing is.

Conclusion

Not too many years ago, the most prevalent practice in training salesmen was to give the 
new salesman a demonstrator, a price list, an order pad, and a kick in the pants to get out 
there and make those calls. In some ways, it seems to me, today’s training for sales man-
agers is about where sales training was then. Many a sales manager is put in the job and 
told to manage. If he gets training or development, as he does in many companies, much 
of it misses the target.

My thesis has been that if the sales manager’s most important responsibility is to manage, 
then basic to his training and development should be an understanding of what managing 
is. But to get this understanding, I submit, requires a simplified concept of managing and a 
program specifically designed ground the day-to-day duties and responsibilities of sales 
managers in similar jobs in the same company—otherwise they do not really learn to distin-
guish managing from nonmanaging or doing.
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The courses of action I propose are applicable to both large 
and small companies. The results of these actions can have a 
significant effect on a company’s profit and loss statement 
where the sales manager’s role in the marketing effort is an im-
portant one.

A bad attitude is like a 

flat tire.  If you don’t 

change it, you’ll never 

go anywhere. 
 
- Anonymous

95



Sales vs. Management Roles

The salesman’s primary working relationship is with his cus-
tomers whereas the manager’s is with his subordinates. We 
can see this distinction most clearly by listing in simple fash-
ion the major groups with which salesmen and field sales man-
agers ordinarily have relationships. In the tabulation below, the 
primary group for each is in italics:

It is evident that when the salesman receives a promotion to 
management he finds himself with a new, primary set of work-
ing relationships, namely subordinates. Customer contacts be-
come secondary—unless, of course, the manager operates as 
a salesman. In terms of this one aspect of management then, 
our simple scale is “in balance” when the managers properly 
exercise their responsibilities to their subordinates and when 
these subordinates (salesmen), in turn, maintain good rela-
tions with their customers. The danger involved in having man-
agers who are primarily supersalesmen is that “relations with 
subordinates,” including the development and supervision of 
salesmen, may deteriorate: the manager does not multiply him-
self.

I’m a terrible 

salesperson, he finally 

said.  I alway tell the 

truth about what I’m 

selling, and then 

nobody buys it. 
 
- Orson Scott Card
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This Research Animate pulls together some of the key sexual 
economics arguments made by social scientists, including Roy 
Baumeister, Kathleen Vohs, Timothy Reichert, Mark Regnerus, 
and George Akerlof. 

Essential to the mission of the Austin Institute is the dissemina-
tion of both thought-provoking and rigorous academic research 
on family, sexuality, social structures and human relationships. 
In order to engage a wider audience, we are developing select 
research projects into a medium amenable to our digital age.

Movie 1.10  The Economics of Sex



Too Much Profit

Too Much Profit Can Doom Your Company

by Brad Power and Ric Merrifield

What defines success for a business? For most of the last century, it was profits. The lead-
ing enterprises of the world were ones that fashioned a profitable business model and lev-
eraged it over time. Profitability as the key measure of business success was akin to a law 
of physics – like gravity – a foundational assumption which we all take as given: you have 
to deliver profits to create long term shareholder value. But what was once a natural fea-
ture of the competitive landscape has now become a trap for people and companies who 
are not able to adapt to a new landscape and change their focus.
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Two big, well-known tech companies 
neatly illustrate this shift. Consider Micro-
soft under Steve Ballmer. The former CEO 
believes that delivering profits is the main 
measure of a company, and he’s justly 
proud of the $250 billion of profits Micro-
soft generated during his tenure over 14 
years. Then consider Amazon, the first big 
company to deliver long term stock growth 
for the better part of two decades with es-
sentially no profit to show for it. The con-
trast could not be clearer: Amazon –  fear-
lessly making big, risky bets like a serial en-
trepreneur; and Microsoft, eschewing dis-
ruptive innovation in favor of remaining the 
“fast follower” it has always been, wringing 
profit from previously proven technologies.

Coming from a profitability-focused para-
digm, it is not surprising that Ballmer was 
critical of Amazon, Microsoft’s Seattle 
neighbor, and its focus on growing and ex-
panding its range of services instead of 
profits. From the old paradigm perspec-
tive, it was as if Amazon was attempting to 
defy gravity. But the contrast has come to 
favor Amazon. Many people in Silicon Val-
ley see Microsoft as irrelevant today, while 
Amazon investors focus on its future 
growth. Profits appear more and more as a 
lagging indicator of yesterday’s innova-
tions. Around three-quarters of Microsoft’s 
profits come from two extremely success-

ful products that the company introduced 
in the 1980s and 1990s: the Windows oper-
ating system and Office productivity suite. 
As Paul Graham, co-founder of Y Combina-
tor wrote, “Microsoft cast a shadow over 
the software world for almost 20 years 
starting in the late 80s … But it’s gone 
now. I can sense that. No one is even 
afraid of Microsoft anymore. They still 
make a lot of money … But they’re not dan-
gerous.” And that was in 2007.

Amazon keeps margins razor thin, as part 
of its mission to become the best place to 
buy just about everything. As CEO Jeff Be-
zos has said, “Your margin is my opportu-
nity.” Amazon is maniacally cost-focused, 
but rather than letting benefits flow to 
profit, they pass them along to their cus-
tomers. Also, Amazon needs to spend a 
lot as it grows its existing and new busi-
nesses. For example, as part of its same-
day delivery service, it is dramatically ex-
panding its distribution centers and hiring 
thousands of people in California and 
other states. It spends its earnings on cre-
ating and expanding new products (mobile 
phones, tablets) and continuing to build 
out Amazon Web Services (AWS). In 2006, 
AWS began offering IT infrastructure serv-
ices to businesses in the form of web serv-
ices –  now commonly known as cloud 
computing. Today, AWS powers a growing 

100



universe of more than a million active cus-
tomers in 190 countries around the world.

This can be very hard to do given the in-
credible pull of profitability in driving strat-
egy. And therein lies the “trap”: a com-
pany’s success at generating profits can 
prevent the investment in innovation it 
needs. Profit-focused companies focus on 
scaling efficiency and cutting costs, and 
miss new opportunities. While Ballmer was 
focusing key resources on a new version 
of Windows (“Longhorn”) to defend Micro-
soft’s core product line, he missed big op-
portunities in search, social media, and 
phones. (Both the Bing search engine and 
the Windows Phone were just too late to 
mount serious challenges to Google, on 
the one hand, and the iPhone and Android, 
on the other.) Microsoft seemed to be-
come rigid and bloated, and had difficulty 
with mergers and acquisitions. A friend of 
ours said recently, “In its early days Micro-
soft took more risks than a pirate; now 
they take less risk than an insurance com-
pany.”

A New Model for Growth

What lessons can we learn from Micro-
soft’s and Amazon’s differing emphasis on 
profits? How do you know when to focus 
your attention on defending a cash cow, 

and when to worry about winning in the fu-
ture?

Despite its scale, Amazon still thinks and 
acts like a startup. It has maintained its 
openness to invention that was characteris-
tic of its beginnings. It is focused on 
growth and continues to create new 
things. It is expanding its core business by 
increasing selection (the range of products 
it sells) and improving the customer experi-
ence (for example, Amazon Prime and next 
day and same day service). Here’s a rough 
illustration of this new model compared to 
Microsoft’s.

Microsoft’s model, which reflects its defini-
tion of success, revolves around profits. As 
our friend said, it wasn’t always this way – 
earlier in its corporate life, the Microsoft 
model no doubt looked very much like the 
Amazon one. But Amazon has found a 
way to sustain its more entrepreneurial 
model,  growing its business at the edge, 
with services like AWS, and products like 
the Kindle and Fire. Amazon still has the 
founding phase zeal for creating and build-
ing. It measures its success by revenue 
growth and satisfied customers, not big 
profits.

High tech companies provide a useful labo-
ratory to explore the tension between 
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profit and innovation since high tech product lifecycles are 
short and shrinking. As companies like Microsoft succeed and 
grow to be very big, they tend to become stewards of the for-
mulas that got them their success, and they focus on profitabil-
ity. They milk their cash cows. But an excessive focus on prof-
its can compete away investments that could lead to creating 
the next big thing.

Can Microsoft escape from the profit trap, recapture its found-
ing spirit, and start taking more risks? Or does it feel there is 
no benefit to reducing margin on many of their products, as 
Amazon does, since it will not increase share? There are some 
interesting recent developments. The traditional shrink 
wrapped software business model surrounding Microsoft’s 
core Windows and Office products has been breached. Cur-
rent CEO Satya Nadella seems to be inching forward by intro-
ducing more reasonably priced “Software-as-a-Service” 
(cloud) versions of Windows and Office, at the expense of 
profit. And it appears that Nadella has a renewed interest in 
taking risks and making big bets, such as the virtual reality 
HoloLens. Might Microsoft be willing to concede their tradi-
tional profit margins to win in this new category, effectively tak-
ing a page from the Bezos playbook? Time will tell.

Be content with what 

you have; rejoice in 

the way things are.  

When you realize 

there is nothing 

lacking, the whole 

world belongs to you. 
 
- Lao Tzu
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“Responding to the Global Crisis” takes aim at the fundamental 
idea behind environmental and social devastation – the idea 
that you can infinite growth on a finite planet – and challenges 
each of us to respond in our own unique ways.

Movie 1.11  Responding To The Global Crisis
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For Founders, Preparation Trumps Passion

by Harvard Business Review Staff

Many would-be entrepreneurs see their passion as the ticket 
to success. For example, on crowdfunding sites they vie to 
outdo one another in emphasizing their enthusiasm for their 
projects. And when it comes to fundraising, that approach can 
work: Passion tends to appeal to nonprofessional investors ea-
ger to fund the next great idea.

But it’s a different story when it comes to long-term success. 
New research on hundreds of founders reveals that passion 
has nothing to do with results a few years out. What matters is 
preparedness—whether founders have fully fleshed out their 
ideas, gained a deep understanding of their markets, and cre-
ated plans for overcoming obstacles and exploiting contingen-
cies.

A team led by Utpal M. Dholakia, of Rice University, con-
ducted a series of studies (as yet unpublished) of projects en-
tered in the largest university-level student entrepreneurship 
competition in the United States (held at Rice), in fields rang-
ing from biotech and life sciences to consumer products and 
retail. At the outset the entrants cited passion as a key factor 
when predicting their success, and looking back after three 
years, the small fraction whose ventures were doing well cited 
that factor again. But the researchers’ analysis showed that in 
fact the entrepreneurs’ passion played no role in their pro-
jects’ fates. It was preparedness that enabled certain ventures 
to fly.

The research team also studied 522 projects posted on Indie-
gogo, the largest global fundraising site. Founders’ videos and 

In preparing for battle, 

I have always found 

that plans are useless, 

but planning is 

indispensable. 
 
- Dwight D. Eisenhower
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written statements were analyzed and coded for expressions 
of passion, such as “very enthusiastic,” “devoted,” and “dedi-
cated” (along with, of course, “passion” itself), and for evi-
dence of preparedness, such as reports of having found the 
resources needed to make the concept work. The findings 
showed that more-passionate entrepreneurs were about three 
times as likely as others to reach their funding goals, while evi-
dent preparedness had no effect.

A further study by the team showed that professional inves-
tors have a very different perspective: They typically discount 
founders’ passion and pay the most attention to prepared-
ness. But given that entrepreneurs are increasingly bypassing 
professional investors and appealing directly to the crowd, 
and that the crowd loves a passionate founder, what’s an en-
trepreneur to do?

The researchers aren’t suggesting that founders downplay 
their passion—after all, a project probably won’t attract much 
funding unless it’s put forward with enthusiasm. But passion 
often becomes a negative if it’s given too much emphasis, ei-
ther in the entrepreneurs’ minds or in their communications 
with potential funders. Instead, founders should balance their 
expressions of enthusiasm with clear indications of prepared-
ness—signs that they know how to find and hire the right peo-
ple and take care of the other details that will be critical to suc-
cess. Both entrepreneurs and their audiences should be 
aware that without preparedness, passion is worth little.

Planning is bringing 

the future into the 

present, so that you 

can do something 

about it now.  
 
- Alan Lakein
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Incumbents

Why Startups Are More Successful than Ever at Unbundling Incumbents

by Hemant Taneja

Scale isn’t what it used to be. It’s never been easier to start a company, and as a result 
new entrants are unbundling incumbents’ businesses and chipping away at their advan-
tage. Upstarts like The Honest Company, Warby Parker, and Airbnb are able to quickly win 
market share from leading businesses like Procter and Gamble, Luxotica, and Starwood 
Hotels by decomposing markets into highly customized niches so that the incumbents 
can’t compete on scale alone. And by now it’s clear that these companies are well posi-
tioned to achieve greater success than originally envisioned, and may displace many of 
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the Fortune 500 brands over the next dec-
ade or two.

It’s also clear that this is an economy-wide 
phenomenon. The playing field is being lev-
eled across a variety of industries: Tesla is 
a leading high-end automaker, SolarCity is 
taking share from electric utilities, Uber is 
reorganizing the taxi industry on its plat-
form, and companies like Blue Apron and 
Casper are chipping away at various retail 
segments. There are companies attempt-
ing to redefine customer experiences in al-
most every industry including education, 
healthcare, and financial services.

There are two core drivers of this economy-
wide unbundling.

First, these companies are essentially prod-
uct design teams that are focused on iterat-
ing fast to find product-market fit. They are 
able to offer fundamentally better products 
and services than the incumbents because 
of the product-centric DNA of the manage-
ment teams. They usually focus their prod-
uct development on a sub-segment of the 
millennial demographic because millennial 
customers don’t have much loyalty to exist-
ing brands. Whether it’s consumer pack-
aged goods or financial services, these 
customers are willing to try new brands 
and share their experiences openly with 

each other through rankings and reviews. 
As a result, momentum builds fast behind 
companies whose  products and services 
are truly better in the consumers’ minds.

Second, these companies rent all aspects 
of operational scale from partners and 
eliminate any capital expenditures or opera-
tional inertia from their execution plans. 
They are therefore designed for growth, es-
pecially given their lean organizational 
structures. For manufacturing, logistics, 
customer acquisition, and  commerce, 
there are third party services and APIs 
available to scale with customer demand 
as quickly as necessary. Once these com-
panies have built a relationship with their 
customers, they quickly go on to re-bundle 
products and services to increase their 
share of the customer’s wallet.

As an example, The Honest Company has 
emerged in recent years as a new type of 
consumer goods company, focused on 
quality and sustainability. (Disclosure: my 
firm is an investor.) The company started 
by selling diapers that replaced petroleum-
based ingredients with organic materials. 
Once it had built a relationship with the 
“millennial moms” as a safe and high-
quality brand, it went on to bundle other 
household products in its offering. Today, 
the company looks like a fast-growing, 
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early version of the next Procter and Gam-
ble.

Lending Club is another example of a com-
pany that is taking share from incumbents 
in a massive category. It started in 2008 as 
one of the first applications on Facebook’s 
platform and allowed consumers to lend to 
other consumers. It offered a new type of 
investment opportunity, rather than the tra-
ditional option of investing money through 
banks. It can cost-effectively market to 
consumers on social platforms like Face-
book, and it leverages cloud services to en-
able the lending workflow, movement of 
money, and management of risk. The com-
pany had originated over $7.5 billion 
in  loans by 2014 and has become one of 
the largest financial institutions in just a 
few years.

This is a structural change. Today’s innova-
tive companies also run the risk of being 
disrupted by a new generation of nimble 
upstarts that will use the very same unbun-
dled business model to their advantage. 
Businesses will need to persistently focus 
on product and customer success, be-
cause for most firms scale isn’t a moat any 
more. (The monopolistic advantages of 
scale are shifting to platform companies 
like Amazon, Facebook, Apple Pay and 
YouTube. These platform companies are 

becoming essential to how the economy 
functions, as  power companies and inter-
net service providers have been for dec-
ades.)

The implications of this structural shift are 
quite profound.

For example, until now, policies designed 
to protect labor, consumers, and trade 
practices were set by law. Now these plat-
forms make many of those decisions 
based on machine learning algorithms with 
the objective of maximizing profits. These 
platforms need to embrace a new level of 
algorithmic accountability as they become 
the utilities of the new economy.

These same platforms have also started to 
enable workers to make the profound shift 
from a being an “employee” to managing a 
“personal enterprise” which extends its 
services to various sharing economy plat-
forms. All the labor protections that have 
been in place for decades need to be rei-
magined.

Still, the lessons for businesses are rela-
tively simple. For incumbents: you can’t 
count on scale like you used to. For entre-
preneurs: rent scale where you can, and fo-
cus on product design above all else.
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Fast Company: Robbins describes himself as "a strategist, a 
father, and one passionate mo-fo." During our chat, he shares 
the number one trait he sees in the world's most successful 
people. As for his obvious business interest in technology and 
social media (he is active on Twitter, among other networks), 
he cautions that "we're drowning in information, but starving for 
some wisdom."

Movie 2.1  Tony Robbins on Sustaining Hunger



Entrepreneurial

A Playbook for Making America More Entrepreneurial

by Karen Mills

Americans have long believed in the importance of entrepreneurs to the health of our econ-
omy. We see ourselves as risk-takers and innovators. Today more than ever, the entrepre-
neur is celebrated, failure is accepted as a cost of doing business, and starting your own 
company is seen as a path to achieving the American Dream. Although it’s difficult to 
measure directly, entrepreneurship is understood to be a way to a middle class life. In an 
economy where traditional manufacturing jobs have gone offshore, and globalization and 
technology have put pressure on U.S. wages, small businesses may be an even more criti-

113



cal pathway than ever to mobility and op-
portunity – not just for the business owner, 
but also for those who fill the jobs that busi-
ness creates.

Americans understand this, but do their eco-
nomic policymakers?

Even in this era of political gridlock there is 
agreement in Congress that entrepreneurs 
need support. And mayors and governors 
are experimenting widely at the state level 
and in cities and towns. But the economic 
toolbox that works for big companies isn’t 
the same one that works for small ones. If 
policymakers hope to be successful in 
their efforts to promote entrepreneurs and 
small businesses, they need to know what 
works – in short, they need a “Playbook” 
for small business job creation.

Shift the focus to include small companies

In the past, economic development has pri-
oritized big businesses. That’s why states 
continue to compete to lure companies to 
build new offices and plants — like the 
Tesla gigafactory in Nevada — by offering 
tax breaks and multi-billion dollar incentive 
packages. But these economic develop-
ment strategies focused on big busi-
nesses, sometimes known as “elephant 
hunting,” may overstate the importance of 
large firms.

Half the people who work in this country 
either own or are employed by businesses 
with fewer than 500 employees. And these 
smaller firms create two out of every three 
net new jobs. It is sometimes more effec-
tive for a region to grow its small busi-
nesses than to get caught up in a bidding 
war for elephants — a process that too of-
ten helps only the elephant.

Like big companies, small businesses do 
love tax breaks, and reductions in red 
tape. But these things are not enough. An 
effective policy strategy for small busi-
nesses needs to focus on the unique 
needs these companies have.

Three things small businesses need

Despite the lack of comprehensive national 
strategy toward entrepreneurs, new pro-
grams are gaining traction at the federal, 
state, and local levels across the country. 
A Massachusetts economic growth bill 
passed last fall with over two dozen invest-
ments targeted at entrepreneurs and small 
business owners. Over the last six years 
the federal government funded more than 
50 new regional innovation “clusters,” and 
across America new accelerators and en-
trepreneurship boot camps are proliferat-
ing.
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In fact, we know a lot about what works 
from observing this recent experimenta-
tion. 

Two important themes have emerged: 

First, the programs that work well to help 
entrepreneurs and small business owners 
tend to involve partnerships between 
many players. Business, government, re-
search universities and community col-
leges all need to be involved, as well as 
the entrepreneurs themselves. There is no 
one large anchor company with whom to 
make the deal, so new “institutions for col-
laboration” such as NorTech in Northern 
Ohio or Ben Franklin Institute in Pennsylva-
nia have become important intermediaries. 
And it is interesting to note that how effec-
tively these new partnerships function 
seems to be critical to the success of the 
region.

Second, there is no one-size-fits-all pack-
age to help small businesses, precisely be-
cause each of the different types of small 
businesses has different needs. The Main 
Street business owner needs a different 
kind of capital from the high-tech entrepre-
neur. For each city or region the right mix 
of programs depends on what outcomes 
the leadership of that area is trying to 
achieve. Hence the development of the 

Playbook, an array of new approaches that 
can be tailored to meet the specific situa-
tion.

The Playbook is a policy menu, based 
around three core needs of small busi-
nesses: access to capital; people and 
skills; and innovation ecosystems. By pick-
ing appropriate policies from each major 
area, some mayors, governors, and even 
the federal government, are creating suc-
cessful models for shaping policy agendas 
to drive entrepreneurship and small busi-
ness growth.

Access to capital

Entrepreneurs and small business owners 
need to access capital to start and to 
grow. The type of capital required and its 
source depends on the type of business, 
its stage of life, and its strategy for the fu-
ture. A Main Street small business might 
require a term loan from a bank to buy a 
piece of equipment. A supplier might need 
a working capital loan to finance a big or-
der. A start-up might need an angel inves-
tor who believes in the project to provide 
initial equity.

The types of capital generally split into two 
areas: Debt and Equity.
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For debt, the traditional source is bank 
debt, though recently there had been a 
rapid influx of new online lenders (such as 
the recently public Lending Club and On-
Deck Capital) that provide new, though 
sometimes costly alternative products. 
There also have been innovative new en-
trants in accounts receivable lending such 
as Fundbox and C2FO.

In some areas and sectors, the market pro-
vides all the capital needed. But even with 
the economic momentum we’ve seen re-
cently, gaps in certain areas still persist. 
That is where government can often play a 
critical role. For example, the market for 
bank credit for small businesses has been 
tight, particularly for loans under $150,000. 
For the government to help make more 
debt available, the most powerful policy 
tool is loan guarantees. Providing a guaran-
tee verses a direct loan has a number of 
advantages. First, there is someone else in 
the picture, most often a bank, which also 
has a stake in having a positive outcome. 
This second voice, often from the private 
sector, can be a critical to reduce losses. 
Second, the actual cost of a guarantee is 
only the cost of the losses, giving these 
kinds of programs the ability to deploy 
large volumes of capital. In the case of the 
more than $30 billion in loans the Small 
Business Administration (SBA) guaranteed 

in years following the recession, the loss 
rates and cost were projected to be under 
5% of the actual capital deployed, and 
those projections are currently holding 
true.

The gap in equity capital is even more ex-
tensive and exists in most regions of the 
U.S. In fact over 70% of venture capital 
funding currently goes to companies in 
only three states: California, Massachu-
setts, and New York. To offset this, policy-
makers can offer tax credits to angel inves-
tors, create state-funded venture capital 
funds, or employ hybrid structures such as 
the federal Small Business Investment 
Company (SBIC), where private investors 
use their funds augmented by government 
guaranteed funding to increase the level of 
growth capital invested in promising com-
panies in the region. Accelerators and busi-
ness plan competitions with funding for 
the winners have also helped fill the signifi-
cant gap in early stage funds.

People and skills

Having the right people with the right skills 
is just as important to small businesses as 
having access to capital. But here again, 
the market does not always work perfectly 
on its own. Recent work by Joe Fuller at 
Harvard Business School shows a signifi-
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cant gap in “middle skills,” those that re-
quire more training than a high school di-
ploma but less than a college degree. This 
research shows that the market for middle 
skills operates very poorly. There is little 
planning and almost no communication be-
tween the relevant parties. Businesses ex-
pect a “just-in-time” solution to their work 
force needs — they post a job and expect 
a worker to show up immediately with ex-
actly the right skills.

In reality, no part of the labor market can 
work well without accurate information 
about the current and future need for skills. 
Businesses have to plan their workforce 
needs ahead of time; community colleges 
need to know what training to offer; and 
young people need to know what career 
paths will be open to them if they enter dif-
ferent academic programs.

Better incentives are needed to get busi-
nesses, community colleges, local work-
force boards, and others to collaborate 
and share information. In Cleveland, the 
NorTech initiative has had success work-
ing with Lorain County Community College 
to increase skills training needed in the 
workforce to match up with jobs in the flexi-
ble electronics businesses growing in their 
area. Vermont has done the same with 

farmers to support their Farm to Plate 
growth plans.

Policymakers should also work to foster en-
trepreneurial skills. Research has shown 
that small business owners have more suc-
cess if they have some counseling or men-
torship. Many business owners have no for-
mal business training and are hungry for 
the basics so they don’t have to reinvent 
the wheel themselves. Programs from the 
Kauffman Foundation’s FastTrac to Gold-
man Sachs’ 10,000 Small Businesses are 
working to address this issue while the 
SBA already counsels over 1 million small 
businesses a year through its large net-
work of Small Business Development Cen-
ters, Women’s and Veterans’ Business Cen-
ters and SCORE volunteers.

Ecosystems for innovation and entrepreneur-
ship support

Finally, governments can help create inno-
vation ecosystems that build on a given re-
gion’s entrepreneurial strengths. This idea 
may sound vague, but it is rooted in a long 
line of research on the economic benefits 
of geographic clusters. Silicon Valley has 
shown the benefit of clustering entrepre-
neurs around innovative companies and re-
search universities. These ecosystems 
start organically but often benefit from addi-
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tional support to grow. (It is always better 
to build on assets that exist, rather than to 
try to create an innovation center from 
scratch.)

Clusters have gained credibility as a policy 
tool in the last decade since work by Mer-
cedes Delgado, Michael Porter, and Scott 
Stern showed that strong clusters drove 
better economic performance. In the last 
six years the federal government funded 
56 cluster initiatives in areas from green en-
ergy to defense contracting. The best clus-
ter initiatives are well-led organizations 
with a strategy to help small businesses 
get the things they need to grow. This 
might be a national marketing campaign, 
as in the efforts of the Oregon Wine Clus-
ter, or innovation in composite technology 
for Maine’s boat builders.

Federally-funded Manufacturing Institutes 
are also a new model of building ecosys-
tems, where universities and businesses 
collaborate to develop promising innova-
tions in advanced manufacturing. The first 
such institute, split between Youngstown, 
Ohio, and Pittsburgh, focuses on additive 
manufacturing. The recently passed provi-
sions of the Revitalizing America’s Manu-
facturing and Innovation Act (RAMI) 
funded up to 15 more.

A third promising policy area is the emer-
gence of accelerators. These new institu-
tions take entrepreneurs with budding busi-
ness ideas and give them the time, space, 
and mentorship to build their businesses. 
The multi-week programs usually end in 
“Demo Days” or other opportunities for en-
trepreneurs to present to potential funders. 
Shared work spaces and other entrepre-
neurship communities and incubators, 
such as “1776” in Washington, D.C., the 
Capital Factory in Austin, and “1871” in 
Chicago (named for the year of the Great 
Chicago Fire), provide another way to cre-
ate a vibrant locus of startup activity in a 
region. In June 2014, almost 800 accelera-
tors from across the country competed for 
$2.5 million of federal grants, which were 
eventually awarded to 50 winners from 31 
states, indicating that very small funding 
can motivate intense interest in this sector.

Finding a way forward

Not everyone believes in an active policy 
agenda for entrepreneurs and small busi-
ness owners. Many think that the right for-
mula is just to leave small business owners 
alone, and that cutting taxes and reducing 
regulation will be enough to create a favor-
able environment.  Others are concerned 
that if government gets involved it will 
“pick winners and losers,”or “put a thumb 
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on the scale,” giving some small businesses an unfair advan-
tage over others, rather than allowing the market to work.

There are two problems with these arguments. First, the use 
of competitive processes reduces the likelihood that govern-
ment funding might be subject to favoritism. Second, market 
failures are all too common, and so certain segments of the 
small business community are chronically underserved. For ex-
ample, women- and minority-owned firms have greater chal-
lenges in accessing growth capital, but tend to over-perform 
when capital is available. Government’s role is to step in when 
these failures occur and provide access and opportunity so 
that all of America’s entrepreneurs have a chance to succeed 
and contribute to economic growth.

Today, the American middle class is being squeezed. The 
benefits of economic growth are going to a small group at the 
top. New business creation is down. Globalization will con-
tinue to exert pressure on workers. In such an environment, 
good policies to further entrepreneurs and small businesses 
are more needed than ever. The interest in such an agenda is 
there; what’s most often missing is a clear recipe that both 
works and that can be adapted to local conditions. This Play-
book is an attempt to fill that gap.

Entrepreneurship is America’s “secret sauce.” With the right 
tools, we have the chance – mayors, governors, national lead-
ers and even the business community — to set the playing 
field for entrepreneurs so they can do what they do best: grow 
their companies and create jobs.

The man who moves a 

mountain, begins by 

carrying small stones. 
 
- Confucius
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In this short and compelling animation, we see that all kids 
make mistakes... but often the discipline for those mistakes 
pushes kids into a detrimental juvenile justice system. What 
would happen if kids learned from their mistakes and were em-
powered to make better choices for their future?

Movie 2.2  All Kids Make Mistakes



Reverse Innovation

Engineering Reverse Innovations

by Amos Winter and Vijay Govindarajan

Slowly but steadily, it’s dawning on Western multinationals that it may be a good idea to 
design products and services in developing economies and, after adding some global 
tweaks, export them to developed countries. This process, called “reverse innovation” be-
cause it’s the opposite of the traditional approach of creating products for advanced 
economies first, allows companies to enjoy the best of both worlds. It was first described 
six years ago in an HBR article cowritten by one of the authors of this article, Vijay Govin-
darajan. 
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But despite the inexorable logic of reverse 
innovation, only a few multinationals—nota-
bly Coca-Cola, GE, Harmon, Microsoft, 
Nestlé, PepsiCo, Procter & Gamble, Ren-
ault, and Levi Strauss—have succeeded in 
crafting products in emerging markets and 
selling them worldwide. Even emerging gi-
ants—such as Jain Irrigation, Mahindra & 
Mahindra, and the Tata Group—have 
found it tough to create offerings that 
catch on in both kinds of markets.

For three years now we’ve been studying 
this challenge, analyzing more than 35 re-
verse innovation projects started by multi-
nationals. Our research suggests that the 
problem stems from a failure to grasp the 
unique economic, social, and technical 
contexts of emerging markets. At most 
Western companies, product developers, 
who spend a lifetime creating offerings for 
people similar to themselves, lack a vis-
ceral understanding of emerging market 
consumers, whose spending habits, use of 
technologies, and perceptions of status 
are very different. Executives have trouble 
figuring out how to overcome the con-
straints of emerging markets—or take ad-
vantage of the freedoms they offer. Unable 
to find the way forward, they tend to fall 
into one or more mental traps that prevent 
them from successfully developing reverse 
innovations.

Our study also shows that executives can 
avoid these traps by adhering to certain de-
sign principles, which together provide a 
road map for reverse innovation. We dis-
tilled them partly from our work with multi-
nationals and partly from the firsthand ex-
periences of a team of MIT engineers led 
by this article’s other author, Amos Winter. 
His team spent six years designing an off-
road wheelchair for people in developing 
countries, which is now manufactured in 
India. Called the Leveraged Freedom Chair 
(LFC), it is 80% faster and 40% more effi-
cient to propel than a conventional wheel-
chair, and it sells for approximately $250—
on par with other developing world wheel-
chairs. The technologies that generate its 
high performance and low cost have been 
incorporated into a Western version, the 
GRIT Freedom Chair, which was modified 
with consumer feedback and sells in the 
United States for $3,295—less than half 
the price of competing products.

As we will show in the following pages, the 
reverse innovation process succeeds 
when engineering creatively intersects with 
strategy. Companies can capture business 
opportunities only when they design appro-
priate products or services and under-
stand the business case for them. That’s 
why it took two academics—one teaching 
mechanical engineering, and the other 
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strategy—to come up with the principles 
that must guide the creation of reverse in-
novations.

Five Traps—and How to Avoid Them

For every product, multinational compa-
nies typically produce three variations: a 
top-of-the-line offering, which provides the 
best performance at a premium price; a 
“better” version, which delivers 80% of 
that performance at 80% of the price; and 
a “good” variant, which provides 70% and 
costs 70% as much. To break into emerg-
ing markets, where consumers have very 
high expectations but much smaller pock-
etbooks, multinationals usually follow a de-
sign philosophy that minimizes the up-
front risks: They value-engineer the “good” 
product, watering it down to a “fair” one 
that offers 50% of the performance at 50% 
of the price.

This rarely works. In developing countries, 
not only do “fair” (or “good enough”) prod-
ucts prove too expensive for the middle 
class, but the upmarket consumers—who 
can afford them—will prefer the top-of-
the-line versions. Meanwhile, because of 
economies of scale and the globalization 
of supply chains, local companies are now 
bringing out high-value products, at rela-

tively cheap prices, more quickly than they 
used to. Consequently, most multination-
als capture only small slivers of the local 
market.

To win over consumers in developing coun-
tries, multinationals’ products and services 
must match or beat the performance of ex-
isting ones but at a lower cost. In other 
words, they must provide 100% of the per-
formance at 10% of the price, as product 
developers wryly put it. Only through the 
creation of such disruptive products and 
technologies can companies both outper-
form local rivals and undercut them on 
price. But the traps we mentioned earlier 
prevent companies from meeting this chal-
lenge. To escape those traps, they must fol-
low five design principles.

Trap 1: Trying to match market segments to 
existing products.

Current offerings and processes cast a 
long shadow when multinationals start cre-
ating products for developing countries. At 
first it appears to be quicker, cheaper, and 
less risky to adapt an existing product than 
to develop one from scratch. The idea that 
time-tested products, with modifications, 
won’t appeal to lower-income customers is 
difficult to digest. Designers struggle to get 
away from existing technologies.
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The U.S. tractor-manufacturer John Deere, 
a seasoned global player, encountered this 
problem in India. There Deere initially sold 
tractors it had carefully modified for emerg-
ing markets. But its small tractors had a 
wide turning radius, because they had 
been designed for America’s large farms. 
Indian holdings are very small and close to 
one another, so farmers there prefer trac-
tors that can make narrow turns. Only after 
John Deere designed ab initio a tractor for 
the local market did it taste success in In-
dia.

Design Principle 1: Define the problem inde-
pendent of solutions.

Casting off preconceived solutions before 
you set down to define problems will help 
your company avoid the first trap—and 
spot opportunities outside its existing prod-
uct portfolio. Consider the problem of irri-
gating farms in emerging markets. Farmers 
will argue for the expansion of the power 
grid so that they can use electricity to run 
water pumps and irrigate fields. However, 
farmers need water, not electricity, and the 
real requirement is getting water to 
crops—not power to pumps. If they isolate 
the problem, engineers may find that creat-
ing ponds near fields or using solar-
powered pumps is more cost-effective and 

environmentally appropriate than expand-
ing the power grid.

When defining problems, executives must 
keep their eyes and ears open for behavior 
that may signal needs that customers 
haven’t articulated. In 2002, Common-
wealth Telecommunications Organisation 
researchers reported that in East Africa, 
people were transferring airtime to family 
and friends in villages, who were then us-
ing or reselling it. Doing so allowed work-
ers in cities to get money to people back 
home without making long and unsafe jour-
neys with large amounts of cash. It indi-
cated a latent demand for money remit-
tance services. That’s how M-Pesa, the 
successful mobile money-transfer service, 
was born.

It’s good to study the global market in-
depth before kicking off the design proc-
ess. For example, when the MIT team ana-
lyzed the wheelchair market, it learned that 
of the 40 million people with disabilities 
who didn’t have wheelchairs, 70% lived in 
rural areas where rough roads and muddy 
paths were often the only links to educa-
tion, employment, markets, and the com-
munity. Environmental conditions were 
harsh; traditional wheelchairs broke down 
quickly as a result and were difficult to re-
pair. Because of their poverty, most people 
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got wheelchairs free or at subsidized 
prices from NGOs, religious organizations, 
or government agencies. Those suppliers 
were willing to pay $250 to $350 for a 
wheelchair—an important price constraint.

No wheelchair user specified the mobility 
solution he or she desired; the team had to 
figure out the needs of the market by 
watching and listening. For inspiration, it 
drew on the numerous complaints it heard: 
Wheelchairs were tough to push on village 
roads; manually powered tricycles were 
too big to use indoors; imported wheel-
chairs couldn’t be repaired in villages; the 
commute to an office was often more than 
a mile, so it was tiring. And so on.

The team’s assessment of consumer 
needs generated four core design require-
ments:

1. A price of approximately $250

2. A travel range of three miles a day 
over varied terrain

3. Indoor usability and maneuverabil-
ity

4. Easy, low-cost maintenance and 
local repair

Those criteria conveyed little about what 
form the wheelchair would have to take. 

However, had the team missed one of 
them, imposed an existing solution, or 
made its own assumptions, it probably 
would have failed.

Trap 2: Trying to reduce the price by eliminat-
ing features.

Many multinationals think this is the way to 
make products affordable for consumers in 
emerging markets. People in developing 
countries are willing to accept lower qual-
ity and products based on sunset technolo-
gies, runs the argument. This approach of-
ten leads to poor decisions and bad prod-
uct designs.

For example, when one of the Big Three 
automobile makers decided to enter India 
in the mid-1990s, it charged its product de-
velopers in Detroit with coming up with a 
suitable model. The designers took an ex-
isting midprice car and eliminated what 
they felt were unnecessary features for In-
dia, including power windows in the rear 
doors. The new model’s price was within 
the reach of Indians at the top of the pyra-
mid—who hire chauffeurs. Thus the chauf-
feurs got power windows up front while the 
owners had to hand-crank the rear win-
dows, greatly reducing customer satisfac-
tion.
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Design Principle 2: Create an optimal solu-
tion, not a watered-down one, using the de-
sign freedoms available in emerging mar-
kets.

Though emerging markets have many con-
straints, they offer intrinsic design free-
doms as well. These freedoms take vari-
ous forms: In Egypt high irradiance makes 
solar power attractive in areas with unreli-
able power; in India low labor costs and 
high material costs make manual fabrica-
tion cost-effective. Even behavioral differ-
ences broaden companies’ options: Some 
African consumers prioritize the purchase 
of TV sets over roofs, suggesting that com-
panies must appeal to users’ wants as well 
as their needs.

Carefully considering design freedoms 
helped the MIT team achieve many objec-
tives. For instance, wheelchairs that use a 
mechanical system of multiple gears, just 
as geared bicycles do, were available in 
the developing world, but they were very 
expensive, and few could afford them. 
Compelled to devise an alternative, the en-
gineers homed in on people’s ability to 
make a broad range of arm movements as 
something they could use in the drivetrain 
to make the chair go faster or slower. 
While that ability isn’t specific to emerging 
markets, the engineers wouldn’t have 

thought of using it if they weren’t trying to 
achieve high performance at a low pri-
ce—a requirement specific to emerging 
markets.

The MIT team designed the LFC with two 
long levers that are pushed to propel the 
chair; users change speed by shifting the 
position of their hands on the levers. To go 
up a hill, users grab high on the levers and 
gain more leverage; in “low gear” the lev-
ers provide 50% more torque than pushing 
the rims of the chair does. On a flat road, 
they grab low and push through a larger an-
gle to move faster, generating speeds that 
are 75% faster than a standard wheel-
chair’s. To brake, users pull back on the lev-
ers.

Products for emerging markets must pro-
vide 100% of the performance at 10% of 
the price.

By making the users the machines’ most 
complex part—they are both the power 
source and the gearbox—the team could 
fabricate the drivetrain from a simple, 
single-speed assembly of bicycle parts. In 
fact, the ability to use bicycle parts was an-
other freedom the team could exploit. Peo-
ple in developing countries use bicycles ex-
tensively, and repair shops that stock 
spare parts are almost everywhere. Incor-
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porating bicycle parts into the drivetrain 
made the LFC low cost, sustainable, and 
easy to repair, especially in remote vil-
lages.

Trap 3: Forgetting to think through all the 
technical requirements of emerging markets.

When designing offerings for the develop-
ing world, engineers assume they’re deal-
ing with the same technical landscape that 
they are in the developed world. But while 
the laws of science may be the same every-
where, the technical infrastructure is very 
different in emerging markets. Engineers 
must understand the technical factors be-
hind problems there—the physics, the 
chemistry, the energetics, the ecology, and 
so on—and conduct rigorous analyses to 
determine the viability of possible solu-
tions.

Thorough calculations will allow engineers 
to validate or refute assumptions about the 
market. Consider the PlayPump, designed 
for Africa, which pumps water from the 
ground into a tower by harnessing the en-
ergy of village children pushing a merry-
go-round. Having children do something 
useful for the community while playing is a 
win-win by any yardstick. Moreover, a first-
order engineering analysis suggested that 

the technological assumptions were logi-
cal.

Let’s assume that in a 1,000-strong village, 
each person needs three liters of drinking 
water a day, the village has a tower that 
can hold 3,000 liters, and it’s 10 meters 
high. Using high school physics, one can 
calculate that 25 children, playing for 10 
minutes each, could theoretically fill the 
tower.

But further analysis alters the picture. After 
all, children spin merry-go-rounds so that 
they can ride them until they’re dizzy, and 
if all the energy from their pushing goes to 
pumping water, the merry-go-round will 
stop as soon as they stop pushing. That’s 
no fun! If we assume that half their energy 
goes into spinning and half into pumping, 
the energy requirement doubles; 50 chil-
dren must use the PlayPump for 10 min-
utes each daily to keep the tower full.

If the water comes from a well 10 meters 
deep, double the energy will be necessary 
and 100 children must use the merry-go-
round. Accounting for inefficiencies, the 
number could go to 200. What happens 
when it’s too hot, wet, or cold, and chil-
dren don’t want to play on the PlayPump? 
How will the village get its water then? If 
the makers of the PlayPump had included 
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all those factors in their calculations, they 
would have realized it wasn’t a technically 
viable solution. Despite receiving the World 
Bank Development Marketplace award in 
2000 and donor pledges of $16.4 million in 
2006, PlayPumps International had 
stopped installing new units by 2010. The 
PlayPump sounded like a good idea, but a 
village water system needs reliable pow-
er—and ensuring that isn’t child’s play.

Design Principle 3: Analyze the technical 
landscape behind the consumer problem.

Underlying technical relationships may 
look markedly different in developing coun-
tries. For example, urban Indian homes re-
ceive water from pressurized municipal 
supply systems, just like those found in the 
United States, which ensure that if there is 
a leak, water goes out but contaminants 
can’t get in. However, most Indian house-
holds use booster pumps to suck water 
from the municipal pipes to rooftop tanks. 
This suction pulls contaminants from the 
ground into the pipes, creating a mecha-
nism for contamination that is not common 
in the United States.

Social and economic factors often drive 
the technical requirements for products. 
For instance, if a company wants to sell in-
expensive tractors to low-income farmers, 

it must make them light; material costs de-
termine much of a tractor’s price. Engi-
neers then must check how lowering the 
weight would affect the machine’s perform-
ance, particularly traction and pulling 
force. The latter is important; in emerging 
markets, farmers use tractors not only to 
farm but for odd jobs, such as transporting 
people.

By studying the technical landscape, engi-
neers can identify pain points as well as 
creative paths around them. Understand-
ing the requirements for energy, force, heat 
transfer, and so on will illuminate novel 
ways of satisfying them. As noted earlier, 
the LFC is human powered, which elimi-
nates the costs of a motor and an energy 
source. However, the design team had to 
figure out how users’ upper body strength 
could provide propulsion. It did so by cal-
culating the power and force that people 
could produce with their arms and the 
amounts needed on various kinds of ter-
rain. Finally, the designers worked out the 
optimal length of the two levers so that us-
ers could travel at peak efficiency across 
normal terrain and have enough strength 
to propel their way out of trouble in harsh 
conditions such as mud or sand.
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Trap 4: Neglecting stakeholders.

Many multinationals seem to think that all 
they need to do to educate product design-
ers about consumers’ needs and desires is 
to parachute them into an emerging mar-
ket for a few days; drive them around a 
couple of cities, villages, and slums; and 
allow them to observe the locals. Those 
perceptions will be enough to develop 
products that people will purchase, they as-
sume. But nothing could be further from 
the truth.

Design Principle 4: Test products with as 
many stakeholders as possible.

Companies would do well to map out the 
entire chain of stakeholders who will deter-
mine a product’s success, at the beginning 
of the design process. In addition to ask-
ing who the end user will be and what he 
or she needs, companies must consider 
who will make the product, distribute it, 
sell it, pay for it, repair it, and dispose of it. 
This will help in developing not just the 
product but also a scalable business 
model.

It’s best to adopt the attitude that you’re 
designing with, not for, stakeholders. If 
treated as equals, they’re more likely to 
participate in the process and provide hon-
est feedback. When you’re designing a 

prosthetic limb, for instance, collaborate 
with amputees, the clinics that provide the 
prostheses, and the organizations that pay 
for them. If you’re able-bodied, it doesn’t 
matter how many doctoral degrees you’ve 
earned; you still don’t know what it’s like to 
live with a prosthetic device in a develop-
ing country.

It’s not enough to parachute product de-
signers into a market for a few days to ob-
serve the locals.

The MIT team formed partnerships with 
wheelchair builders and users throughout 
the developing world. Those stakeholders, 
who provided insights on how to make the 
wheelchair better, easier to manufacture, 
more robust, and cheaper, came up with 
ideas for several features. The team gath-
ered further feedback through field trials in 
East Africa, Guatemala, and India, con-
ducted in conjunction with local wheel-
chair manufacturing and supply organiza-
tions. The tests had a huge impact, result-
ing in several design modifications.

Although the first prototype performed well 
on rough terrain in East Africa, it didn’t do 
so well indoors. It was too wide to go 
through a standard doorway, which the 
MIT designers hadn’t noticed, and it was 
20 pounds heavier than rival products 
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were. For the next iteration, tested in Gua-
temala, the engineers reduced the chair’s 
width by shaping the seat closer to the 
user’s hips, bringing the wheels closer to 
the frame, and using narrower tires. By 
conducting a structural analysis, optimiz-
ing the strength-to-weight ratio of the 
frame, and reducing materials wherever 
possible, the team also decreased the 
LFC’s weight by 20 pounds. That version 
performed well indoors, but several users 
felt they might fall out when traversing 
rough terrain. So the team included foot, 
waist, and chest straps to secure the user 
to the seat in tests in India. Users rated the 
third version at par with conventional 
wheelchairs indoors and far superior out-
doors.

No matter how thorough engineers are, us-
ers expose design flaws that only they can 
notice. For instance, of the seven major im-
provements users suggested, only eliminat-
ing the LFC’s excess weight had been evi-
dent to the MIT team before the East Afri-
can trial. It’s critical to test prototypes in 
the field with potential users and design so-
lutions with organizations that will dissemi-
nate the product. Remember, design is it-
erative; you can’t get it right the first time, 
so be prepared to test many prototypes.

Trap 5: Refusing to believe that products de-
signed for emerging markets could have 
global appeal.

Western companies tend to assume that 
consumers in developed markets, who are 
brand-conscious and performance-
sensitive, will never want products from 
emerging markets, even if their prices are 
lower. Executives also worry that even if 
those products did catch on, they could be 
dangerous, cannibalizing higher-priced, 
higher-margin offerings.

Design Principle 5: Use emerging market 
constraints to create global winners.

Before designing solutions, companies 
should identify the inherent constraints 
that will operate on the new product or 
service—such as low average consumer 
income, poor infrastructure, and limited 
natural resources. This list will dictate the 
requirements—like price, durability, and 
materials—that new designs must meet.

The constraints of developing countries 
usually force technological breakthroughs 
that help innovations crack global markets. 
The new products become platforms on 
which companies can add features and ca-
pabilities that will delight many tiers of con-
sumers across the world. One example is 
the Logan, a car Renault designed specifi-
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cally for Eastern European customers, who 
are price-sensitive and demand value. 
Launched in Romania in 2004, the Logan 
cost only $6,500 but offered greater size 
and trunk space, higher ground clearance, 
and more reliability than rival products. To 
ensure a low price, Renault used fewer 
parts than usual in the vehicle and manu-
factured it in Romania, where labor costs 
are relatively low.

Two years later, Renault decided to make 
the Logan attractive to consumers in devel-
oped markets, by adding more safety fea-
tures and greater cosmetic appeal, includ-
ing metallic colors. In France it sold the Lo-
gan for as much as $9,400. In Germany 
sales of the Logan jumped from 6,000 
units to 85,000 units over a three-year pe-
riod. By 2013 sales in Western Europe had 
reached 430,000 units—a 19% increase 
over 2012. Thus, while the constraints in 
Eastern Europe forced Renault to create a 
new auto design, the result was a product 
that delivered high value at low cost to con-
sumers in Western Europe as well.

The constraints of developing countries 
usually force technological breakthroughs.

Something similar is happening with the 
LFC: Wheelchair users in the United States 
and Europe have noticed the media buzz 

about the product and want to buy it. The 
MIT team worked with Continuum, a 
Boston-based design studio, to conduct a 
study of what a U.S. version of the LFC 
could look like. The designers also tested 
the LFC with potential customers in the 
West to identify features to add. The GRIT 
Freedom Chair, as the developed world 
model is called, was designed to fit into 
car trunks in the United States. It also has 
quick-release wheels that users can re-
move with one hand and is made from bi-
cycle parts available in the United States.

Although commercial production of the 
Freedom Chair began only in May 2015, 
it’s on its way to success in the developed 
world. The venture the MIT team founded 
to make the chairs, Global Research Inno-
vation and Technology, was one of four 
start-ups that received a diamond award 
at MassChallenge, the world’s largest 
start-up competition, three years ago. In 
2014, GRIT ran a Kickstarter campaign to 
launch the Freedom Chair, meeting its fund-
ing goal in only five days.
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How the Principles Pay Off

Few companies have avoided the traps 
we’ve described as well as the global shav-
ing products giant Gillette did when design-
ing an offering for India. As recently as a 
decade ago, Gillette made most of its 
money in that country by catering to top-
of-the-pyramid consumers with pricey 
products. In 2005, Procter & Gamble ac-
quired Gillette and immediately saw an op-
portunity to expand market share in the 
country.

Prodded by its new parent, which had 
been in India since the early 1990s, Gillette 
decided to develop a product for the 400 
million middle-income Indians who shave 
primarily with double-edge razors. It began 
by exploring consumer requirements. After 
mapping out the value chain, from steel 
suppliers to end users, a cross-functional 
team conducted ethnographic research, 
spending over 3,000 hours with 1,000 
would-be consumers.

Gillette learned that the needs of Indian 
shavers differ from those of their devel-
oped world counterparts in four ways:

Affordability.

The price would be a critical constraint, 
since Gillette’s main competitor, the 

double-edge razor, costs just Re 1 (less 
than 2 cents).

Safety.

Consumers in this market segment sit on 
the floor in the dark early-morning hours 
and, using a small amount of still water, 
wield a mirror in one hand and a razor in 
the other. Shaving often results in nicks 
and cuts, because double-edge razors 
don’t have a protective layer between the 
blade and the skin.

Even so, when Gillette’s product designers 
watched Indian men shaving, most of the 
men did not cut themselves. Their re-
sponse was simple: “We are experts; we 
don’t cut ourselves.” However, the team 
concluded that shaving requires concentra-
tion; Indian shavers could not relax or talk 
during the process for fear of injuring them-
selves. Gillette had identified a latent need: 
Most shavers were keen to relieve the ten-
sion by using a safer razor and blade.

Ease of use.

Indian men have heavier beards and 
thicker facial hair than most American men 
do, and shave less frequently, so they have 
to tackle longer hairs. They also like to use 
a lot of shaving cream. All of that leads 
their razors to clog up quickly. With little 
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running water at their disposal, Indian men 
need razors that they can easily rinse.

Close shaves.

Gillette rightly assumed that Indian men 
want close shaves, as men across the 
world do, but the difference is that they do 
not place a premium on time. They spend 
up to 30 minutes shaving, whereas U.S. 
men spend five to seven minutes.

To come up with a competitive product, Gil-
lette had to relearn the science of shaving 
with a single blade. It found that multiple 
passes of a single-blade razor can achieve 
a close shave because of the viscoelastic 
nature of hair. As a blade cuts strands of 
hair, it also pulls them out a little from the 
skin. The hairs don’t spring back at once; 
the follicles act like the mechanisms that 
close a screen door slowly. Because the 
hairs continue to protrude, the next pass 
of the blade can cut them a little shorter. 
And so on.

This process helped Gillette hit upon a 
valuable design freedom: It could use only 
a single blade in its new razor, which drasti-
cally lowered the production cost. The new 
razor would also need 80% fewer parts 
than other razors did, greatly reducing 
manufacturing complexity.

Gillette’s engineers then had to figure out 
how to flatten the skin before cutting the 
hairs to ensure a close shave without in-
jury. They also had to understand the me-
chanics of flushing out the razor by swish-
ing it in a cup of water. Finally, they had to 
balance competing requirements: Small 
teeth at the cartridge’s front were neces-
sary to flatten the skin before it made con-
tact with the blade, while the rear had to 
have an unobstructed pass-through to al-
low hair and shaving cream to wash out 
easily.

Rethinking the razor from the ground up, 
the Gillette team also designed a unique 
pivoting head. That helped the user maneu-
ver around the curves of the face and 
neck, particularly under the chin—an area 
difficult to shave. Seeing that Indians 
gripped razors in numerous ways, Gillette 
created a bulging handle and textured it to 
prevent slippage.

Gillette didn’t stop at designing a product 
specifically for India; it also built a new 
business model to support it. To reduce 
production and transportation costs, it 
manufactures the product at several loca-
tions. And because India’s distribution in-
frastructure consists of millions of mom-
and-pop retailers, the team designed pack-
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aging that consumers could easily spot in any store.

Over time the American company did well in this Indian seg-
ment—mainly because it didn’t set out to make the cheapest 
razor; it strove to make a product with superior value at an 
ultralow cost. The Gillette Guard razor costs Rs 15 (around 25 
cents)—3% as much as the company’s Mach3 razor and 2% 
as much as its Fusion Power razor—and each refill blade 
costs Rs 5 (8 cents). Introduced in 2010, the innovative prod-
uct has quickly gained market share: Two out of three razors 
sold in India today are Gillette Guards. Although Gillette has 
not sold the Guard outside India yet, it embodies the promise 
of a successful reverse innovation.

Though most Western companies know that the business 
world has changed dramatically in the past 15 years, they still 
don’t realize that its center of gravity has pretty much shifted 
to emerging markets. China, India, Brazil, Russia, and Mexico 
are all likely to be among the world’s 12 largest economies by 
2030, and any company that wants to remain a market leader 
will have to focus on consumers there. Chief executives have 
no choice but to start investing in the infrastructure, proc-
esses, and people needed to develop products in emerging 
markets. Doing so will also allow multinationals to benefit from 
the “frugal engineering” (as Renault’s CEO Carlos Ghosn la-
beled it) that’s possible there. Because of abundant skilled tal-
ent—especially engineers—and relatively low salaries in those 
countries, the costs of creating products there are often lower 
than in developed nations. But no amount of investment will 
result in portfolios of successful new products and services if 
companies don’t follow the design principles that govern the 
development of reverse innovations.

Basically, if reverse 

engineering is banned, 

then a lot of the open 

source community is 

doomed to fail. 
 
- Jon Johansen
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Need a new organ fast? Well, lucky for you, 3-D tissue and or-
gan printing is just around the corner. 

Movie 2.3  Organ Printing - The Big Picture with Kal Penn



Next Big Thing

In Search of the Next Big Thing

by Harvard Business Review Staff

Marc Andreessen knows both sides of the start-up game. As freshly minted university 
graduates in the 1990s, he and his partners went hat in hand to venture capitalists in Sili-
con Valley to fund their new project, the breakthrough web browser Netscape Navigator. 
Within 18 months the enterprise had gone public and Andreessen had become a symbol 
of the internet generation. Now he’s a cofounder and partner of Andreessen Horowitz, a 
Menlo Park venture capital fund that’s trying to make smart bets on tech start-ups in a cli-
mate much icier than the one during the dot-com boom. In this edited interview with 
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HBR’s editor in chief, Adi Ignatius, Andrees-
sen talks about the complex challenges en-
trepreneurs now face and an investment 
opportunity that slipped away.

HBR: How would you characterize the best 
entrepreneurs you work with?

Andreessen: We aim for a trifecta in the 
people we want to back. We’re trying to 
find a product innovator who is entrepre-
neurial and wants to start a company, and 
who also has the bandwidth and discipline 
to become a CEO. When people like that 
actually deliver and work hard for 10 years, 
the results are miraculous. If they fall down 
on any of those three fronts, generally it’s a 
casualty.

Do all those skills really have to reside in one 
person?

It’s hard to pair a product innovator with a 
business partner—or to partner the foun-
der with an outside CEO—and have them 
get anywhere. We work with our compa-
nies when they absolutely have to do this, 
but it’s very challenging.

Can entrepreneurs be taught? Or are the 
skills innate?

We think CEOs can be taught, so we spe-
cialize in training innovators to become 
CEOs. We don’t spend a lot of time trying 
to teach CEOs to be innovators.

To what extent is the start-up business still 
hungover from the last boom and bust in 
tech stocks?

It’s a really big deal, especially for anybody 
over age 35. It’s similar to what happened 
after the Great Depression: Not until the 
1950s did people really start focusing 
again on the stock market. Everybody’s hy-
persensitive about another bubble. The 
minute anything starts to show even a little 
bit of life, they say, “Oh, my God, it’s an-
other bubble!”

Are you saying that the general view of the 
market is irrational?

Yeah, it’s irrational. The rational thing is to 
focus on the future, not the past. But cur-
rent attitudes are very much based on 
what happened in the past.

What’s the view of Andreessen Horowitz?

Obviously, we see opportunity. We started 
our firm in 2009, after probably the worst 
10 years ever in venture capital. But given 
the history of these things, this is probably 
a good time to get in.
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Do you see the danger of a new bubble out 
there?

It’s in the nature of venture capital and 
start-up investing that there are always stu-
pid investments. The problem is that you 
never know which ones are which. I get 
these things as wrong as anybody else. 
But if you’re afraid to make any invest-
ments that might be stupid, you’ll never 
get any big winners—because the big out-
lier winners tend to look crazy at the start.

One symptom of the hangover is that fewer 
start-ups are doing IPOs. What does that 
mean for investors like you?

In a sense it’s good for me. As venture 
capitalists, we have a 13-year lockup on 
our money, so we take “long term” seri-
ously. I tell our entrepreneurs, “If you build 
a big successful independent company, at 
some point you almost certainly will go 
public.”

In the meantime, how do you prepare them 
for that moment?

I tell them they shouldn’t even think about 
going public until they’ve built what I call a 
fortress. You build a company that’s so big 
and powerful and well defended that it can 
withstand the pressures of being public. 
Our entrepreneurs are therefore almost 

completely focused on the substance of 
what they’re doing—as opposed to what 
happened in 1999, when everyone tried to 
take companies public in two years on the 
basis of a lot of hype.

Ah, the good old days.

One of the local VCs had two mottoes in 
1999. One was “Grow big or go home.” 
The other was “Forget details, just do 
deals.” The second one got them into trou-
ble because some of their companies had 
very little substance. They were largely just 
press releases on their way to an IPO.

So walk us through getting to an IPO today.

We take companies through what we call 
the parade of horrors—all the stuff that 
happens to a public company. We take 
them through Sarbanes-Oxley, financial dis-
closure, patent laws, antitrust. We talk 
about what hedge funds do, and the inter-
section between hedge funds and fair dis-
closure.

What role do hedge funds play in all of this?

Hedge funds are much more powerful than 
they used to be. Market manipulation is 
never prosecuted, so they can lie about 
you all they want. On the short side, they 
target companies that aren’t fully funded. If 
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you have liquidity exposure on your bal-
ance sheet and you have to raise money at 
some point in the future, they’ll try to kill 
you. And they can make it into a self-
fulfilling prophecy, where it’s impossible for 
you to raise money. So we talk a lot about 
what it means to have a strong balance 
sheet, to ensure you never get into that 
situation.

How much cash should a start-up have on 
hand?

Generally, you want to have at least two 
years’ worth of cash on the balance sheet 
in case your revenue goes to zero. This is 
the tech industry—sometimes that actually 
happens.

In this brutal environment, how important is 
it for start-ups to retain their founders?

We always want control to rest with the 
founders. Anything else can be intensely 
dangerous, because of the ease with 
which people can mount proxy fights and 
all this other stuff. Large tech companies 
will often move to take over start-ups with 
no intention of actually buying them, just 
to screw up their business for 18 months.

Man, I’m glad I’m on the East Coast.

It’s like World War III out here. [Laughs.]

If IPOs are so hard to pull off, are most of to-
day’s start-ups looking to sell out to bigger 
fish?

If somebody comes in here and says his 
goal is to sell his company, we won’t in-
vest. There are plenty of other venture capi-
talists who will fund him. For us, compa-
nies that are built to be independent are 
the most attractive. As for companies that 
are built to be sold, most acquirers are 
pretty smart and can smell that. It’s ironic, 
but it’s very hard for such a company to ac-
tually find a buyer.

Back in 1995, you took Netscape public af-
ter just 18 months. Now you’re on the board 
of Facebook, which had its own noteworthy 
IPO. Can you talk about the difference in IPO 
expectations?

Netscape was a different era. There was 
no Sarbanes-Oxley, no reg FD [regulation 
fair disclosure]. Hedge funds were a tiny 
percentage of the market. Short sellers 
were small and unsophisticated. And there 
were more long investors who really under-
stood what it was like to invest in a small 
company and see it develop. There was 
also the expectation that you took things 
public quickly. I can’t really talk in detail 
about Facebook. But in my opinion, Face-
book went public when it had become a 

142



fortress. The company had built itself into 
a position of strength in all the areas that 
make it safe to be public.

How has the lean start-up model changed 
the game?

It’s a direct reaction to “Forget details, just 
do deals.” Back in 1999, entrepreneurs 
were guided to do a fast start-up: Get the 
most basic, rudimentary product on the 
market as soon as you possibly can, and 
then hype the s— out of it. Sell the s— out 
of it. Try to generate as much noise as you 
can and as much hype as you can and get 
the big IPO first-day pop. And then hope 
that in the fullness of time you’ll grow into 
all the promises you’ve made to every-
body. Or, the cynics would say, you can 
sell out quickly. A lot of these companies 
had terrible products.

And now?

The new start-up methodology is basically 
a complete 180 on that. It says the only 
thing that matters is getting the product 
right—developing a product that people 
want and use and love and will pay for—
before you do all the other stuff. That is a 
tremendously healthy move, because it 
centers these companies on the substance 
of what they’re building.

Is there any downside to that kind of focus?

It can be taken too far. A large number of 
founders are terrified of actually getting 
into a market. They use this approach as 
an excuse to never think about sales and 
marketing. In my view, they’re in complete 
denial about what it takes to actually build 
a company and build a business.

So what do you do? A guy comes in with a 
great product and no interest in the rest of 
it…

We administer a beating. [Laughs.] We basi-
cally say, Look, we understand. A 28-year-
old who has built a great product and 
comes in here is not going to have much 
experience in sales and marketing. We ex-
plain that a lot of products are being sold 
and marketed out there. If you don’t take 
sales and marketing seriously, nobody is 
ever going to know about you. Nobody is 
ever going to buy the thing. You’re going 
to end up losing. But if you want to take it 
seriously, here are the things we can do to 
help you.

What are you looking for when you invest in 
a tech start-up?

I define a tech start-up as a new company 
whose value is the innovation it’s bringing 
to the world. It’s not the value of the prod-
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uct it’s currently building but the value of 
the products it’s going to build in the fu-
ture. So it’s worth investing in a technology 
company only if it’s going to be an innova-
tion factory for years to come.

You’ve written that “software is eating the 
world,” that digital innovation is transforming 
virtually every industry. Where are we in that 
process?

It’s a long-term thing. Only recently have 
we become a world in which everybody 
has a computer and we’re really there with 
the smartphone. Now is the time when a 
number of industries that historically have 
not been much affected by technology are 
all of a sudden in a position to be trans-
formed by it.

What are some examples?

The book industry is an obvious one. First 
Amazon came for the book distribution 
business. It turned that into software—the 
Amazon website. Now it’s turning the book 
itself into software. We look at industries 
like real estate, agriculture, education, fi-
nancial services, health care, retail. And we 
think now is a good time to create the kind 
of state-of-the-art software companies 
that will really transform them. Ironically, a 
lot of these companies are actually replays 

of ideas that were tried and failed in the 
dot-com era.

You’ve talked about having launched some 
big ideas that didn’t fly because they were 
ahead of their time.

We launched Loudcloud in 1999, and basi-
cally Amazon Web Services is what Loud-
cloud would have been if it had launched 
in 2006 instead of 1999. The technology 
wasn’t ready. Reid Hoffman started a so-
cial networking company in 1997 called 
SocialNet.com, long before Facebook or 
LinkedIn [which Hoffman cofounded in 
2003] existed. For 20 years people 
laughed at the Apple Newton and said it 
proved that nobody had any interest in a 
tablet. And then along came the iPad. A lot 
of ideas that failed in the dot-com era were 
actually winners. They were just too early.

Does access to the cloud and big data im-
prove the odds of success for new compa-
nies, by allowing their business models to 
rely a bit more on science and a bit less on 
art?

Yeah, I think so. The best of the compa-
nies we’re seeing now are unbelievably 
good at analytics. They have this incredi-
ble closed loop where they analyze data 
and feed the numbers directly back into 
the process virtually in real time, running a 
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continuous improvement loop. But none of 
this is a shortcut to success. That still in-
volves a lot of art. For that matter, it’s still 
hard to get the science right.

What have you learned about developing the 
art part of the process?

The best founders are artists in their do-
main. They operate instinctively in their in-
dustry because they are in touch with 
every relevant data point. They’re able to 
synthesize in their gut a tremendous 
amount of data—pulling together technol-
ogy trends, their companies’ capabilities, 
their competitors’ activities, market psy-
chology, every conceivable aspect of how 
you run a company. A large number of 
tech companies that failed did so when 
they brought in a new CEO and the com-
pany stopped innovating and sold out. It’s 
very hard to transplant a founder’s skill set 
to someone coming from the outside.

Are VCs actually any good at finding great 
companies?

Research shows that there is a very high 
correlation between the top VC firms and 
persistent returns. These firms are good at 
what they do, but we believe that only a 
very small part of that is because they’re 
smart. It also has to do with the persis-
tence of the deal flow. It’s a buyer-driven 

market for capital. And the best entrepre-
neurs want to raise money from the top 
firms, because they want the positive sig-
naling effect—which is especially impor-
tant for recruiting top talent. As a conse-
quence, most second- or third-tier firms 
don’t have the option of funding great com-
panies. It doesn’t matter how good the 
picker is. He’ll never get to see the deal.

You’ve made some good bets—on Twitter, 
Facebook, Skype, and others. Is there one 
bet you missed out on that you wish you 
hadn’t?

Square [an electronic payment service] is 
our great white whale. We’ve passed on 
every single round and we’ve regretted it 
pretty much every time. But we’re proud of 
our results so far. Our first fund has re-
turned 2x already, with a lot more compa-
nies still to mature—which has allowed us 
to raise the other funds very quickly.

You’ve developed a strong philanthropic fo-
cus. Is the next generation of investors think-
ing about social investment?

No. [Laughs.] So much for my hopes for 
the next generation. Many younger entre-
preneurs have a social mission or a philan-
thropic agenda. They start early. Investors, 
not so much.
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Nova: Ever since humans stood on two feet we have had the 
basic urge to go faster. But are there physical limits to how fast 
we can go? David Pogue wants to find out, and in "Making 
Stuff: Faster," he’ll investigate everything from electric muscle 
cars and the America’s cup sailboat to bicycles that smash 
speed records.

Movie 2.4  High Frequency Trading is Rigged



Benefit Enterprise

The For-Benefit Enterprise

by Heerad Sabeti

We are in a new era. For-profit businesses are tackling social and environmental issues, 
nonprofits are developing sustainable business models, and governments are forging 
market-based approaches to service delivery. Out of this blurring of traditional boundaries, 
a different model of enterprise is emerging, driven by entrepreneurs who are motivated by 
social aims.
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When these entrepreneurs begin to create 
an entity to carry out their ideas, they often 
face a crippling and seemingly arbitrary 
question: whether to be a for-profit or a 
nonprofit. To some readers the distinction 
may seem straightforward, but a growing 
number of entrepreneurs chafe under 
those classifications. How, for example, 
would you label the commercial car-
sharing service I-GO in Chicago, which is 
structured as a nonprofit? What about 
China’s Qifang, an online platform dedi-
cated to giving low-income students a way 
to pay for their education, which is struc-
tured as a for-profit?

Neither of these enterprises is strictly for-
profit or nonprofit; both could be called 
“for-benefit.” That’s the term entrepreneurs 
are increasingly using to describe organiza-
tions that generate earned income but give 
top priority to an explicit social mission. 
The hybrid approach they employ can al-
ready be found across a wide range of in-
dustries and in pursuit of myriad important 
goals: eliminating homelessness, fighting 
drug addiction, reducing deaths from ma-
laria, producing renewable energy.

Many more such enterprises would exist, 
except that most entrepreneurs haven’t 
been able to choose “for-benefit” as a le-
gally recognized organizational structure. 

Most countries’ legal and economic sys-
tems allow either for-profit or nonprofit ac-
tivity, not a blending of the two. Many so-
cially minded entrepreneurs end up shoe-
horning their vision into one structure or 
the other and accepting burdensome 
trade-offs in the process.

All this is destined to change. For-benefit 
enterprises will become more common-
place as entrepreneurs learn to better navi-
gate existing constraints, and as an eco-
system of specialized support—including 
public policy, financial markets, accounting 
standards, and professional services—de-
velops around them. The even bigger 
news is what will happen then. With for-
malization of the for-benefit structure, we 
will see the emergence of a fourth sector 
of the economy, interacting with but sepa-
rate from governments, nonprofits, and 
for-profit businesses. The rise of that sec-
tor is likely to reshape the future of capital-
ism.

To understand the kinds of gains the new 
sector will make possible, let’s take a look 
at the breakthrough solution offered by a 
for-benefit structure in one important 
arena.
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A Healthful Compromise

In the 2009 debate over U.S. health care 
reform, proponents of the “public op-
tion”—a government-run health insurance 
plan—were pitted against those who 
wanted to maintain the status quo of pri-
vate insurance. Neither side won, but out 
of the tension a new idea was born: The 
Patient Protection and Affordable Care Act 
included an innovative compromise provi-
sion encouraging the creation of “commu-
nity operated and oriented plans.” Hoping 
to intensify the competition in markets 
served by incumbent for-profit and non-
profit insurers, a bipartisan group of law-
makers crafted the provision for this en-
tirely new kind of health insurance entity, 
appropriated $6 billion in start-up loans, 
and set a goal of each state’s having at 
least one COOP by 2014.

COOPs combine the best of nonprofit, for-
profit, cooperative, and public models. 
They are private, consumer-governed 
health plans designed to serve the social 
purpose of furthering the well-being of 
their members. They are exempt from fed-
eral income tax. Like other insurers, 
COOPs must attract customers, charge 
premiums, and generate profits in order to 
maintain solvency and grow their member-
ship. But their profits must be directed to-

ward improving benefits, enhancing quality 
of care, reducing premiums, or otherwise 
advancing their mission.

Very quickly the COOP provision attracted 
attention from various groups interested in 
alternative health insurance models. Take, 
for example, the Freelancers Union, a New 
York–based nonprofit dedicated to devel-
oping a social safety net for independent 
workers. Its founder, Sara Horowitz, sees 
the COOP model as a perfect fit for an or-
ganization whose membership, numbering 
in the tens of thousands, constitutes a risk 
pool that can be insured at a reasonable 
cost. She and other proponents believe 
that COOPs can play a significant role in 
fostering higher quality of care, greater 
cost efficiency, and broader access 
throughout the U.S. health care system.

In hindsight, the COOP solution seems ob-
vious: It’s a market-based approach that 
addresses concerns about government bu-
reaucracy and inefficiency, yet is driven by 
a social purpose and has a governance 
structure that puts the health of members 
before the maximization of profits. So why 
wasn’t the solution obvious all along? Be-
cause it required re-imagining entrenched 
organizational structures that many consid-
ered immutable.
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For-benefit models have broad applicabil-
ity throughout the economy, but bringing 
their potential to life depends on just such 
reimagining, on two fronts: organizational 
architecture and ecosystems of support.

Creating a For-Benefit Enterprise

What, exactly, does it mean to be a for-
benefit? Two primary characteristics distin-
guish these organizations: a commitment 
to social purpose and a reliance on earned 
income. Most for-benefits also have one or 
more secondary characteristics (see the 
sidebar “The Anatomy of a For-Benefit Or-
ganization”).

The first step in forming a for-benefit enter-
prise is to be explicit about the fact that 
one is doing so. Because the law usually 
forces a nascent for-benefit to organize as 
a for-profit or a nonprofit, the enterprise de-
fines itself accordingly. This can lead to 
confusion, mistrust, and low credibility 
among stakeholders—which is why many 
for-benefits attempt to distinguish them-
selves through branding or product mes-
saging, invoking terms such as “social en-
terprise,” “sustainable business,” “fair 
trade,” and “green.”

Rare is the entrepreneur who devotes 
much thought to organizational architec-
ture—the rules, incentives, roles, and sys-
tems at the heart of an organization’s op-
erations. Entrepreneurs tend to be excited 
about the new products or services they 
will offer, or the better way they will meet 
customers’ needs, or the underserved mar-
ket they will reach. When it comes to ad-
ministrative details, they are usually happy 
to rely on experts—legal counsel and ac-
countants who have served many entrepre-
neurs before them.

Architecture can be implemented through 
a variety of elements, including legal form, 
governance structure, ownership design, 
performance-assessment tools, and con-
tracts with investors, employees, suppli-
ers, and other stakeholders. The right archi-
tecture is critical for the success of any or-
ganization; for-benefits face unique chal-
lenges, however, because their default 
choices come from either for-profit or non-
profit norms. A for-benefit entrepreneur 
who is ready to form a legal entity will typi-
cally consult either a corporate or a non-
profit attorney, and thus be channeled into 
one body of law and legal options or the 
other. The choice of legal form will dictate 
the type of capital the enterprise can easily 
access: private investment in the case of a 
for-profit, philanthropic funds in the case 
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of a nonprofit. Although there are excep-
tions, most for-benefit entrepreneurs find 
themselves in a binary world that forces 
them to compromise their objectives, com-
plicate their organizational structures, and 
waste resources.

Socially minded entrepreneurs should real-
ize that they don’t have to accept conven-
tion. They have license to be inventive and 
to question advice that seems inconsistent 
with their objectives. Form should follow 
function. Imagine starting out as an enter-
prise builder with no preconceived notions 
about structure. How might you create a 
reliable system for tracking social and envi-
ronmental impacts throughout your supply 
chain? Could you build an investment 
structure that provides what economists 
call a “satisficing” level of return—suffi-
cient to incentivize investment—without 
giving away perpetual ownership rights? 
Would a structure that allowed anyone to 
benefit from selling your offering make 
more sense than one that assumed a cap-
tive or formally contracted sales force? 
These questions merely hint at the range 
of possibilities. Coloring outside the lines 
requires more imagination, effort, and ex-
pense than a start-up typically requires, 
but it can maximize the potential for achiev-
ing financial, social, and environmental ob-
jectives in the long run.

The following items should be given prior-
ity on any for-benefit entrepreneur’s 
agenda:

Stakeholder value.

Whereas for-profits emphasize shareholder 
value, for-benefits pay more attention to 
their impact on all stakeholders. After iden-
tifying the groups that are essential to the 
organization’s success, and clarifying the 
value proposition for each, entrepreneurs 
should feel free to negotiate unconven-
tional roles, responsibilities, and incentives 
that will increase stakeholders’ engage-
ment with the mission. The British start-up 
Riversimple, which makes cars powered 
by hydrogen fuel cells, allows all its stake-
holders to have a voice in the governance 
of the business and a share in the profits. 
The company licenses its designs to an in-
dependent, open-source foundation, 
which makes it possible for engineers, de-
signers, and manufacturers anywhere in 
the world to help develop and produce the 
cars.

Capitalization.

A key challenge that for-benefits encounter 
is to design a structure that balances the 
financial interests of capital providers with 
the enterprise’s mission and stakeholder 
commitments. This balance should be re-

151



flected in shareholder agreements, loan 
contracts, and other financial instruments. 
Upstream 21, a holding company in the Pa-
cific Northwest, chooses its portfolio com-
panies on the basis of their demonstrated 
concern for stakeholders and local commu-
nities, and provides them with both growth 
capital and assistance in improving their 
financial, social, and environmental per-
formance.

Ownership and governance.

Will subsequent CEOs, directors, and in-
vestors share the commitment that in-
spired the founders? Preservation of the 
social mission after an ownership transfer 
is one of the thorniest challenges that for-
benefits face. It’s often assumed that own-
ers drive governance, but in fact owner-
ship is a collection of legal rights that can 
be unbundled and repackaged in creative 
ways. Thoughtful ownership and govern-
ance design can protect the mission over 
the long term and deepen stakeholder en-
gagement. Cafédirect, the United King-
dom’s largest fair-trade purveyor of hot 
drinks, was founded by a worker-owned 
cooperative, a public limited company, an 
international confederation of nonprofits, 
and an NGO. Since 2003 the producers 
that supply Cafédirect have been repre-

sented on the board and have held 5% of 
the company’s shares.

Legal form and tax treatment.

For-profit and nonprofit legal and tax mod-
els are not designed for the simultaneous 
pursuit of social and financial bottom lines. 
For example, when founders choose a for-
profit form, they have no reliable way of en-
suring commitment to the social mission. 
And board members, mindful of their fiduci-
ary duty, may find it hard to prioritize social 
and environmental concerns over the inter-
ests of shareholders. The Danish pharma-
ceutical company Novo Nordisk, founded 
with a mission to rid the world of diabetes, 
avoided those difficulties. It has a publicly 
traded operating company that is con-
trolled by a foundation—which prevents 
hostile takeovers, enables executives to fo-
cus on the long term, and allows profits to 
be used for humanitarian purposes.

Some jurisdictions have started to recog-
nize various types of for-benefits: the “com-
munity interest company” in the UK and 
the “low-profit limited liability company” 
(L3C), “benefit corporation,” and “flexible 
purpose corporation” (pending the signa-
ture of California’s governor) in various 
U.S. states. Although these models may 
not withstand the test of time, they are a 
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harbinger of more-sustained attention by 
lawmakers to the needs of for-benefit enter-
prises.

Performance measurement and reporting.

The fundamental value proposition for a 
for-benefit requires that the organization 
be able to account for its total impact and 
performance—financial, social, and envi-
ronmental. Few conventional accounting 
systems and metrics are designed for such 
reporting, but efforts are under way to cre-
ate new tools. Last May the sports apparel 
company Puma announced the initial re-
sults of its Environmental Profit & Loss Ac-
count, which relies on emerging method-
ologies to calculate the impact of the com-
pany’s operations and supply chain on 
greenhouse gas emissions and water con-
sumption.

Cautionary tales are associated with all 
five of these areas. Many of the pitfalls that 
for-benefits face as they mature can be at-
tributed to flaws in their architecture. Entre-
preneurs are well served by adopting a 
long-term perspective as they think 
through the consequences of key struc-
tural decisions.

Finding a Suitable Ecosystem

For-profits and nonprofits exist within sup-
portive ecosystems consisting of well-
established laws, accounting standards, 
financial markets, trained pools of talent, 
and customized tools and services. When 
an entrepreneur starts a conventional com-
pany, lawyers, accountants, investors, and 
consultants share an understanding of 
what that means and can provide tools 
and services that fit seamlessly together. 
For-benefit enterprises have had to rely 
mostly on these ecosystems—but now 
they can find resources and support that 
are better suited to their requirements.

For example, they can obtain specialized 
legal assistance through the Lex Mundi 
Pro Bono Foundation. Access to sympa-
thetic sources of capital is becoming eas-
ier with the rise of so-called impact inves-
tors and the advent of intermediaries such 
as the Global Impact Investing Network. 
(The financial opportunity is certainly there: 
According to a 2010 J.P. Morgan research 
report, five sectors of the global bottom-
of-the-pyramid market collectively offer 
the potential over the next decade for up 
to $1 trillion in invested capital and up to 
$667 billion in profits.) The management 
consulting world is beginning to address 
the technical challenges of delivering 
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“blended value”; Bridgespan and the Moni-
tor Institute are in the vanguard here. Duke 
University’s Center for the Advancement of 
Social Entrepreneurship and other busi-
ness school programs are developing high 
performers who want to work in a for-
benefit environment. Fellowship programs 
at Ashoka, the Schwab Foundation for So-
cial Entrepreneurship, and Harvard Ken-
nedy School’s Center for Public Leader-
ship help further the careers of top-tier en-
trepreneurs who have a demonstrated 
commitment to leading social change. As-
sessment and certification tools include 
LEED certification for green buildings, ISO 
14000 environmental management stan-
dards, and Green Plus and B Corporation 
certifications for small and midsize enter-
prises.

Social Enterprise UK and Social Venture 
Network are among the better-established 
support networks; since their beginnings in 
informal relationships and best-practice 
swapping, they have taken on the trap-
pings of professional societies and trade 
associations. Conferences like the Skoll 
World Forum on Social Entrepreneurship 
and SOCAP provide vital cross-pollination, 
bringing together entrepreneurs, funders, 
and service providers from around the 
world.

The Emergence of the Fourth Sector

In the past several decades a steadily 
growing number of innovators have been 
pushing against the boundaries that sepa-
rate for-profits, nonprofits, and govern-
ments. Their activities go by various 
names: corporate social responsibility, sus-
tainability, cause-oriented marketing and 
purchasing, venture philanthropy, social in-
vesting, microfinance, civic and municipal 
enterprise. When the for-benefit model is 
broadly recognized, all this innovation will 
constitute a large fourth sector—which has 
been there all along, though cloaked by 
conventional adherence to old categories. 
As governments, markets, and entrepre-
neurs adopt the for-benefit model, more 
light will be cast on the fourth sector. It will 
grow in proportion to the other three as a 
cadre of socially motivated entrepreneurs, 
supported by appropriate legal and market 
structures, create enterprises that combine 
a social mission with a business engi-
ne—and refuse to compromise on either 
front.

Our current model of capitalism has gener-
ated prosperity and improved the quality of 
life, but not without undesirable environ-
mental and social consequences. Calls for 
its reform are getting louder, and many ap-
proaches have been put forth. Whatever 
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their labels—creative capitalism, philanthrocapitalism, new 
economy, impact investing, blended value, shared val-
ue—these approaches are all rooted in the observation that no 
genuine reform can take place as long as profit-maximizing 
businesses remain the sole engine of capitalism. Govern-
ments and markets must recognize and support for-benefits 
as an equally legitimate model.

As entrepreneurs continue to prove that for- benefit organiza-
tions can balance economic, social, and environmental per-
formance, demand for such organizations will grow. For-
benefits cannot replace for-profits, governments, or nonprof-
its; a resilient, competitive 21st-century economy needs all 
four sectors. But they can fill the gaps created by the failure of 
the three-sector model. As their DNA takes hold, the entire 
system will evolve. It will become clear that in organizing their 
enterprises for benefit, entrepreneurs have been the architects 
of a new, more sustainable capitalism. 

• Rare is the entrepreneur who devotes much thought to organ-
izational architecture.

• For-benefits can’t replace the other three sectors of the econ-
omy; but they can fill the gaps.

Team architecture 

means setting up an 

organization that helps 

people produce their 

greatest works in a 

team environment. 
 
- Jay Chiat
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The Anatomy of a For-Benefit Organization

For-benefits are a new class of organization. Like nonprofits, they can pursue a wide range 
of social missions. Like for-profits, they can generate a broad range of products and serv-
ices that improve quality of life for consumers, create jobs, and contribute to the economy.

Combining social and commercial ends is not new—think of hospitals, universities, arts or-
ganizations, Goodwill. But the for-benefit model does much more than that. It redefines fi-
duciary duty, governance, ownership, and stakeholder relationships in fundamental ways. 

Here are some key for-benefit characteristics that are being codified in new legal struc-
tures:

Primary

	 Embedded purpose.

• A commitment to mission is in the organization’s DNA. 

• Fiduciary duty is tied to purpose.

	 Earned income.

• Sales of goods and services generate most of the income.

Secondary

Inclusive ownership.

• Ownership rights are allocated among stakeholders in accordance with their contribu-
tions.
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Stakeholder governance.

• Decision rights regarding information and control are dis-
tributed among stakeholder constituencies.

Fair compensation.

• Employees and other stakeholders are compensated in 
proportion to their contributions.

Reasonable returns.

• Limitations on investment returns protect the organiza-
tion’s ability to achieve its mission.

Social and environmental responsibility.

• Social and environmental performance is constantly im-
proved throughout the stakeholder network.

Transparency.

• Social, environmental, and financial performance and im-
pact are fully and accurately assessed and reported.

Protected assets.

• Social-purpose assets are preserved upon dissolution, 
conversion, or ownership transfer.

Proper planning and 

preparation prevent 

poor performance. 
 
- Stephen Keague
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Fareed Zakaria GPS - What in the World? Global Poverty Para-
dox: Global poverty is falling, so what's the problem? Fareed 
Zakaria explains why the stats may not be as great as they 
seem.

Movie 2.5  CNN - Fareed Zakaria on Poverty Paradox



Not About Growth

It’s Not All About Growth for Social Enterprises

by Kimberly Dasher Tripp

If you ask venture capitalists in Silicon Valley how they measure the success of business 
entrepreneurs, they would no doubt list off metrics having to do with fast growth: funding 
raised, people hired, customers acquired, revenue produced. The assumption is that com-
pany growth is good. But when it comes to social ventures, where the primary focus is im-
pact (not profits), bigger isn’t necessarily better.
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When organizations talk to my colleagues 
and me at the Skoll Foundation about 
growth in staff size, budget size, or client / 
beneficiary numbers, we often ask “So 
what?” In our view, those types of growth 
don’t necessarily translate to real and sig-
nificant impact. Sure, size can often be cor-
related to maturity, but we want to know 
that the service, curriculum, or product the 
organization is offering has a significant im-
pact on the problem it aims to solve. For 
us the question is not how do you grow or-
ganizations but how do you scale impact?

It All Begins with Evidence

To understand what to scale, you have to 
know what’s working. Let’s take the exam-
ple of mother-to-child transmission of HIV. 
According to UNAIDS, about 330,000 new 
infants are infected with HIV every year, 
even though it’s scientifically possible to 
prevent mother-to-child transmission. 
Thirty-five percent of these infections oc-
cur in South Africa and Nigeria alone. To 
address this, Cape Town-based NGO 
mothers2mothers employs and trains HIV-
positive mothers as “Mentor Mothers” who 
work alongside nurses and doctors in clin-
ics, providing psychosocial support to 
pregnant women and new mothers living 

with HIV. The organization’s ultimate aim is 
to eliminate mother-to-child transmission 
of HIV.

One way to tell the story of mothers2moth-
ers’ growth is as follows: since 2001, the or-
ganization has expanded its operations to 
nine countries with an approximately $20 mil-
lion operating budget. It runs more than 600 
sites that employ about 1500 Mentor Moth-
ers who work with almost 250,000 HIV-
positive clients. These numbers are impres-
sive and could easily entice a funder to sup-
port m2m. But, so what?

The first question should be: does the pres-
ence of a paid Mentor Mother in a clinical 
setting prevent mother-to-child transmis-
sion? If the answer is no (or we’re not 
sure), then the organization’s impressive 
size is a moot point. In this case, a rigor-
ous evaluation completed in 2011 com-
bined with previous studies proved that 
when a Mentor Mother is present, HIV-
positive women increase their uptake of an-
tiretrovirals, and are more likely to disclose 
their status, deliver their baby in a clinic, 
and ensure their children receive prophy-
laxis after delivery; all factors that lead to 
prevention of mother-to-child-transmission 
of HIV. In fact, where Mentor Mothers are 
present, transmission rates are on average 
9%, compared to the UNAIDS 2010 esti-
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mate of 27%. Conclusion? This innovation 
has impact.

So what should mothers2mothers’ leaders 
do? Should they continue to grow their 
successful organization, expanding the pro-
gram to more sites and more countries? 
Maybe. But a real answer requires shifting 
the conversation from how to grow the or-
ganization to how best to increase its im-
pact.

Multiply Impact, Don’t Just Grow the Or-
ganization

When an organization has evidence that its 
innovation and model produce substantial 
social impact, its leaders face a dilemma: 
do we grow our organization continuing to 
provide our service directly or do we ex-
pand our impact by helping other organiza-
tions adopt the model? An organization 
that can scale without directly doing the 
work or incurring the costs will ultimately 
have far bigger impact than one trying to 
do it by growing big.

Many in the nonprofit world call this techni-
cal assistance or training, while for-profit 
entrepreneurs might see it as business de-
velopment, partnerships or even affiliate 
marketing. I’m not sure either frame is 

right. “Cultivating the ecosystem” might be 
a better term, by which I mean:

1. Identifying gaps preventing a success-
ful innovation from reaching scale;

2. Gathering and publicizing evidence 
that matters to key decision-makers 
from all sectors and could help fill 
these gaps; and

3. Helping decision-makers and their or-
ganizations co-implement the proven 
innovations.

Some organizations have already adopted 
this approach. For example, moth-
ers2mothers now directly operates some 
sites as centers of excellence while also as-
sisting ministries of health in launching, im-
plementing and monitoring their own na-
tional mentor mother programs. 

Root Capital, a nonprofit that makes loans 
to small agricultural producers is not sim-
ply lending directly to rural businesses, it is 
also actively working to build a model of 
measurable, replicable agricultural lending 
that other financial institutions can adopt. 
The organization recognizes that its impact 
could be greater than the size of its loan 
portfolio or its direct footprint; it could 
build a new lending market.
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The Drawbacks: A Complex Incentive 
Structure and the Quality Question

Of course there are l imits to this 
ecosystem-building approach: primarily, 
getting funders on board and maintaining 
quality. Funders have traditionally been in-
terested in how their money is attributable 
to a specific impact (e.g., my money built 
X number of schools). But here funders 
would need to accept shared contribution 
rather than direct attribution (e.g., my 
money helped prove that there is a more 
cost-effective way to deliver quality educa-
tion and a government was able to imple-
ment that model in many more areas). Addi-
tionally, cultivating the ecosystem requires 
different skill sets, namely business and 
product development, marketing, evalua-
tion, advocacy, and training. Often, fun-
ders hesitate to invest in these types of 
functions because they appear to be less 
directly connected to impact. Yet, if scaling 
impact is the goal, these skills are essen-
tial. Second, assuring continued quality 
while scaling an innovation through other 
entities can be difficult. The organization 
must build a model that is intuitive, easy to 
recreate in other environments, and easy 
to measure using a standard approach; 
otherwise the original impact will be hard 
to reproduce.

Successful examples of this approach are 
still rare; most people point to microfi-
nance. Yet, there are early indicators that 
progress toward this approach is being 
made. Over the last few years we have 
seen innovations such as mercury-free hos-
pitals written into national and international 
frameworks; the growth of nascent mar-
kets such as sustainable seafood; formerly 
entrenched systems incorporating new 
models such as women’s land rights; and 
massive behavior shifts such as abandon-
ment of female genital cutting.

To continue this success, we need two 
things. One, we need funders who are will-
ing to invest in core functions and place 
the success of the ecosystem above that 
of the organization. And, two, we need en-
trepreneurs who can prove that their goal 
is much more than size by transferring con-
trol to local ownership, partnering with 
would-be competitors, and measuring 
broader adoption of the model, not just 
their implementation of it. More players 
should be asking “So what?” to prove the 
goal is much more than size: it’s about im-
pact.

162



As Myanmar opens up to foreign investment after decades of 
dictatorship, a big land grab is underway. Companies with ties 
to the military are kicking the rural poor aside to get rich — and 
not sharing much of the spoils. In Letpadaung, hundreds of 
farmers have been displaced from their ancestral villages to 
make way for a massive, China-backed copper mining project. 
But some of them are fighting back. 

Reporter Jason Motlagh traveled to Myanmar for AJ+ to find 
out more.

Movie 2.6  Farmers Fight Land Grab In Myanmar



Jung von Matt Limmat has created "The Great Escape" by link-
ing a bill board in a Zurich train station to a live feed from a 
man in Graubunden in Switzerland, inviting strangers who pass 
by to come and visit him.

Movie 2.7  The Great Escape - Tourism Advert 2015



Social Enterprise

Two Keys to Sustainable Social Enterprise

by Roger L. Martin and Sally R. Osberg

Social entrepreneurship has emerged over the past several decades as a way to identify 
and bring about potentially transformative societal change. A hybrid of government inter-
vention and pure business entrepreneurship, social ventures can address problems that 
are too narrow in scope to spark legislative activism or to attract private capital.

To succeed, these ventures must adhere to both social goals and stiff financial constraints. 
Typically, the aim is to benefit a specific group of people, permanently transforming their 
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lives by altering a prevailing socioeco-
nomic equilibrium that works to their disad-
vantage. Sometimes, as with environ-
mental entrepreneurship, the benefit may 
be extended to a broader group once the 
project has provided proof of concept. But 
more often the benefit’s target is an eco-
nomically disadvantaged or marginalized 
segment of society that doesn’t have the 
means to transform its social or economic 
prospects without help.

The endeavor must also be financially sus-
tainable. Otherwise the new socioeco-
nomic equilibrium will require a constant 
flow of subsidies from taxpayers or charita-
ble givers, which are difficult to guarantee 
indefinitely. To achieve sustainability, an en-
terprise’s costs should fall as the number 
of its beneficiaries rises, allowing the ven-
ture to reduce its dependence on philan-
thropic or governmental support as it 
grows.

In some cases a social enterprise may 
even spawn a profitable business. In the 
late 1970s, for example, Muhammad 
Yunus secured funding to conduct an ex-
periment in which very poor borrowers 
were given tiny loans. The experiment 
grew into the famed Grameen Bank, a fi-
nancially sustainable social business serv-
ing disadvantaged Bangladeshis. As oth-

ers around the world saw that it was actu-
ally possible to make a tidy profit lending 
to poor people, they adopted the Grameen 
model, vastly magnifying the impact of 
Yunus’s initial innovation.

What can social entrepreneurs do to in-
crease their chances of achieving sustain-
ability—and perhaps even profitability? We 
think we have an answer. Over the past 15 
years we have studied successful social 
entrepreneurs up close through our work 
for the Skoll Foundation, which was estab-
lished in 1999 by the internet entrepreneur 
Jeffrey Skoll. Each year the foundation con-
fers the Skoll Award for Social Entrepre-
neurship (SASE) on a small number of peo-
ple. More than 100 social entrepreneurs 
representing 91 organizations have re-
ceived Skoll awards to date.

In studying these leaders and their ven-
tures, we have found that they all focus on 
changing two features of an existing sys-
tem—the economic actors involved and 
the enabling technology applied—to create 
sustainable financial models that can per-
manently shift the social and economic 
equilibrium for their targeted beneficiaries. 
In the following pages we’ll describe how 
representative entrepreneurs have success-
fully made these changes.
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The Actors

Social and economic problems often re-
flect an imbalance of power among the 
economic actors involved. India’s 
handwoven-carpet industry offers a prime 
example of this dynamic. In the early 
1980s the children’s rights activist Kailash 
Satyarthi, joint winner with Malala 
Yousafzai of the 2014 Nobel Peace Prize, 
saw that poor children were easy prey for 
labor brokers who recruited workers for a 
number of Indian industries, including car-
pet weaving.

Social entrepreneurs add new actors to an 
existing system: customers and govern-
ment.

Captured by these middlemen, the chil-
dren were sold to business owners who 
forced them to work 12 or more hours a 
day under brutal conditions, their small 
hands producing the handsome but inex-
pensive rugs retailers demanded. Three 
groups of players—owners, labor brokers, 
and retailers—dominated the country’s 
handmade-rug industry, their interlocking 
interests perpetuating a particularly ugly 
equilibrium that benefited them by exploit-
ing children.

In situations like this, we have observed, 
social entrepreneurs aim to transform the 

equilibrium by adding new actors to an ex-
isting system. These actors fall into two 
categories: customers, whose role is to 
shift the power balance; and government, 
whose role is to alter the economics.

Customers and power.

Satyarthi began his career in activism pri-
marily through advocacy and organizing 
raids on companies, in the hope that he 
could raise awareness of child exploita-
tion. He recalls the point at which he 
forced himself to admit that this approach 
would never change the system. Following 
a harrowing but successful raid, he was 
headed home when he confronted yet an-
other bunch of labor brokers boarding a 
train with dozens of children bound for a 
life of servitude. He realized that freeing 10 
or 20 or 200 children, when another 200 or 
2,000 would come right behind them, was 
not the solution.

What could make a difference, he discov-
ered, was enlightened consumers who 
would refuse to buy rugs that had been 
made with slave labor. Satyarthi’s insight 
came when an elderly woman told him she 
had bought a carpet in utter ignorance of 
how it had been made, but once she 
learned that it had probably been woven 
by child laborers, she felt she had no re-
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course but to throw it out. “I’m very old,” 
she told the activist, “but you’re very 
young—you must do something so that I 
can buy a new carpet.”

Satyarthi realized that this woman repre-
sented others who could be educated to 
shun products produced by exploitation in 
favor of those produced responsibly. In the 
mid-1990s he launched Rugmark (now 
GoodWeave International) as the first volun-
tary labeling scheme to certify rugs pro-
duced without child labor in South Asia.

Today GoodWeave operates globally, fo-
cusing on the top retail markets and key 
rug-producing regions across Asia. More 
than 130 carpet importers and retailers—in-
cluding Target—have signed on, pledging 
to source woven rugs that have been certi-
fied by GoodWeave. Satyarthi understood, 
as have the many other social entrepre-
neurs introducing certification systems in a 
wide variety of industries, that consumers 
represent a potent and sustainable means 
of altering a suboptimal social equilibrium. 
As long as certification labels are under-
girded by well-conceived and credible ef-
forts, they inform and motivate consumers 
through increased transparency. When 
enough consumers vote with their wallets, 
retailers and suppliers get the mes-

sage—and entire systems are forever al-
tered.

Government and economics.

A number of successful social entrepre-
neurs have generated a better equilibrium 
by moving government from the sidelines 
to a far more productive place in the sys-
tem. This new role leverages the effective-
ness of citizens’ taxes or, in the case of 
emerging economies, development aid 
from wealthy nations, making government 
services more valuable. The Amazon Con-
servation Team (ACT), for example, has 
tackled the problem of Amazon basin de-
forestation by rendering Brazil’s govern-
ment a more effective actor in a system 
that previously pitted primarily indigenous 
peoples against the loggers, ranchers, and 
miners who were claiming more and more 
of the basin for development, razing mil-
lions of hectares of forest—often illegal-
ly—in the process. Although Amazonian 
peoples have for generations considered 
vast tracts of the basin as their own, their 
existence was increasingly tenuous, and 
they had few means of asserting control 
over those lands.

But as Brazil woke up to the massive prob-
lem of deforestation, the government 
could do little given the sheer magnitude 
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of the violations. Again and again it found 
that by the time illegal use of indigenous 
peoples’ land in the rain forest was identi-
fied, the damage had already been done.

ACT’s core innovation was to equip tribal 
peoples with handheld GPS devices and 
train them to chart their ancestral lands. 
The resulting maps enabled them to advo-
cate more effectively for their own interests 
by supplying the government with informa-
tion needed for rain forest conservation. 
With their territories clearly identified, tribal 
peoples could monitor and protect the 
land on which their way of life depended. 
This distributed system of monitoring and 
conserving significantly outperformed any 
centralized approach. The balance of 
power in the struggle with commercial in-
terests was cost-effectively shifted in favor 
of the indigenous peoples, contributing to 
more-efficient and more-effective conserva-
tion.

The Technology

Economic and social agents use struc-
tures, business models, and tools to 
achieve their desired ends in an existing 
equilibrium. The actors and their means of 
operating—the engagement “technolo-
gies” they use—combine to make the equi-

librium unjust and suboptimal. A second 
way, therefore, to effect change is to dra-
matically improve a system’s technology 
while leaving the current actors in place. 
Such improvement is achieved in one of 
three ways: substitution, creation, or repur-
posing.

Replace a key technology with a lower-cost 
one.

A number of SASE winners have suc-
ceeded by identifying a lower-cost technol-
ogy that can substitute for a prevailing 
standard in a given function or product 
component.

Bart Weetjens, the founder of APOPO, real-
ized that the greatest hurdle to clearing 
land mines was the high cost of the prevail-
ing technologies, which included expen-
sive equipment and trained dogs. For coun-
tries riddled with mines, de-mining machin-
ery was hard to come by; furthermore, the 
weight of the dogs made them vulnerable 
to death from an exploding mine. Conse-
quently, efforts to clear minefields were 
slow to gain momentum. Having kept rats 
as childhood pets, Weetjens knew they 
were smart and trainable enough to sniff 
out land mines. He showed that African gi-
ant pouched rats were perfect for the job, 
weighing so little that they wouldn’t deto-
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nate the mines. Countries and organiza-
tions can use APOPO’s services to remove 
mines at a radically lower cost and thus 
de-mine more land faster than was previ-
ously possible. (Weetjens has also trained 
his rats to sniff out tuberculosis in sputum 
samples. This cheap and readily available 
“technology” enables remote, isolated clin-
ics to identify TB and get patients into 
treatment sooner.)

In settings where medical professionals 
are in short supply or strapped for time, 
many social entrepreneurs have discov-
ered that paraprofessionals can deliver out-
standing results. In sub-Saharan Africa the 
shortage of doctors and nurses is particu-
larly acute, so the nonprofit Medic Mobile 
equips community health workers’ phones 
with applications that help the workers do 
everything from track drug inventories to 
register new pregnancies—tasks that 
would otherwise fall to professionals, dis-
tracting them from their more specialized, 
and critical, responsibilities.

In another example, mothers2mothers 
trains “mentor mothers” to monitor HIV-
positive pregnant women. Such help has 
been shown to increase the latter’s adher-
ence to the demanding treatment regi-
mens required to increase their chances of 
delivering healthy, HIV-negative babies. As 

an added benefit, m2m’s mentor mothers 
leverage the international community’s 
enormous investment in antiretroviral 
drugs and other medicines to combat 
AIDS.

In the United States, Health Leads trains 
college students to “prescribe” what doc-
tors would if they had the time and the in-
formation: nonmedical social support serv-
ices to the many poor or struggling pa-
tients who use public health clinics or hos-
pital emergency rooms. The organization 
recognizes that such patients stand a bet-
ter chance of recovering from illness if their 
needs for food, shelter, and transportation 
are met. Better health outcomes reduce 
the workload on doctors and nurses and 
the cost burden on the public health care 
system.

Create a new enabling technology.

We have observed that social entrepre-
neurs also succeed by supplying or creat-
ing a new technology that allows users to 
do things they could not previously do. For 
example, before Matt Flannery and Jessica 
Jackley created the Kiva platform, it was 
nearly impossible for small-scale lenders in 
wealthy countries to lend to small-scale 
borrowers in poor countries. The would-be 
lenders had no way to funnel funds 
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through microfinance institutions (MFIs), 
which are largely regulated as banks by 
the countries in which they are based. In-
stead they had to stick with charitable giv-
ing by making donations to NGOs that of-
fered microfinance programs in poor coun-
tries.

Medic Mobile equips community health work-
ers’ phones with invaluable apps.

The Kiva platform provides a technology to 
break through these barriers. It enables mi-
crolenders worldwide to make loans as 
small as $25 to microborrowers in poor 
countries. Kiva manages the transaction 
and legal costs and requirements with its 
global network of MFIs and validates bor-
rowers through locally based partners. 
Transaction costs on both sides have plum-
meted as more lenders and borrowers 
have begun to use the platform. Kiva is on 
track to facilitate more than $1 billion in mi-
croloans within the next couple of years. It 
has enjoyed a 98% repayment rate since 
its founding, in 2005, and its earned-to-
contributed revenue ratio increases each 
year.

Repurpose an existing enabling technology.

The third mechanism is similar to the sec-
ond. However, instead of creating a new 
technology, the social entrepreneur repur-

poses an existing one from a different con-
text.

The SASE winner Victoria Hale, a former 
pharmaceutical company scientist and 
U.S. Food and Drug Administration staffer, 
created the Institute for OneWorld Health 
(iOWH) in order to scour pharmaceutical 
company shelves for drugs deemed unsuit-
able for developed world markets and inca-
pable of generating profits in the develop-
ing world. She reasoned that some of this 
latent intellectual property could be repur-
posed to fight diseases endemic in the 
poorest parts of the world. An early target 
for iOWH, which subsequently merged 
with the global health organization Path, 
was visceral leishmaniasis (black fever), a 
fly-borne disease that infects half a million 
people and kills 30,000 each year, princi-
pally in rural India and East Africa. Black 
fever’s fatality rate existed not because the 
disease was incurable but because treat-
ment was prohibitively expensive.

Hale identified a drug that had been fully 
developed but was no longer in produc-
tion, paromomycin, which she believed 
could be used to cure black fever. Clinical 
trials in India proved her right. Eliminating 
the huge costs of drug development en-
abled iOWH to persuade the Indian govern-
ment to make paromomycin available, turn-
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ing “prohibitively expensive” into “life-
saving” for those afflicted.

Meanwhile, in the Amazon basin once 
again, the SASE winner Imazon antici-
pated by about a decade Google Earth’s 
repurposing of public satellite infrastruc-
ture. The U.S. government and others built 
the infrastructure and incurred all the re-
search, development, and other capital 
costs; Google acquired and repurposed it 
to provide a popular service.

Imazon repurposed the same infrastruc-
ture to track real-time changes in the Ama-
zon basin—with a particular focus on the 
construction of new roads in the rain for-
est. Historically, given the size and remote-
ness of this terrain, illegal loggers could 
build an illegal road and use it for illegal 
cutting for years before being discovered 
and shut down. Imazon’s application of sat-
ellite technology, and its partnership with 
both government and the media, expose 
logging operations and other incursions so 
that perpetrators can be identified, 
stopped, and prosecuted.

A Blended Approach

The strategies we’ve described for suc-
ceeding in social entrepreneurship are not 
mutually exclusive. Many SASE winners 
draw upon several of them to achieve a 
new, sustainable equilibrium for their target 
constituents. For example, Debbie Aung 
Din Taylor and Jim Taylor, of Proximity De-
signs, understood that transforming Myan-
mar’s smallholder agricultural sector re-
quired them to fire on multiple cylinders: 
They had to reduce costs traditionally asso-
ciated with a start-up, pare down the oper-
ating costs of product design and develop-
ment, cultivate customers, shift govern-
ment’s role, and continually enhance their 
technology solutions.

In Myanmar, where the two have worked 
since 2004, smallholders are the country’s 
backbone: More than 70% of the popula-
tion depends on agriculture, and most 
farmers cultivate subsistence plots in rural 
locations. Only now emerging from dec-
ades of dictatorship, the government has 
neither the financial resources nor the ca-
pability to support this population. Private-
sector businesses entering the region are 
focused on the larger and more sophisti-
cated rice farmers whose output can be ag-
gregated to meet market demands. And 
donors are more likely to be attracted to 
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health or education programs than to the 
needs of smallholders. Rural farmers are 
left to eke out an existence on their own, 
effectively denied the information, tools, 
and training that would decrease their vul-
nerability and increase their productivity.

The Taylors were determined to transform 
this miserable equilibrium. A lean, focused, 
entrepreneurial organization from the out-
set, Proximity started life as a country of-
fice for International Development Enter-
prises, a well-established agricultural prod-
ucts NGO, which cut its start-up costs sig-
nificantly. As it evolved and became an in-
dependent entity, its next task was to fig-
ure out how to significantly reduce product 
R&D costs. It did so in two ways: by part-
nering with Stanford’s Hasso Plattner Insti-
tute of Design and by actively recruiting 
low-cost, talented, and highly motivated 
design “fellows” and interns.

Understanding its poor rural customers en-
ables Proximity to meet their needs across 
the board. The organization designs its 
pumps and other irrigation products to be 
effective, durable, and affordable, and 
tests its seeds to ensure healthy crops. 
But a substantial number of Myanmar’s 
farmers can’t afford new seed stock or 
even the least expensive device, so Proxim-
ity has added microcredit to its suite of 

services. In addition, it supplements its 
products and financial services with advi-
sory support, providing the technical assis-
tance that might otherwise be delivered by 
a country’s agricultural extension services. 
Finally, the organization engages deftly 
with the government, which considers it a 
trusted adviser on issues of food security 
and a resource for training agricultural offi-
cers.

Proximity’s operating-cost reengineering 
has enabled it to constantly improve and 
add to its line of products and services. 
This, in turn, has increased market de-
mand, grown the organization’s customer 
base, dramatically increased revenue, 
and—most important—substantially im-
proved food security and livelihood for mil-
lions of people.

The government officials, social activists, 
and business entrepreneurs associated 
with the great social transformations that 
have improved our world may not have 
imagined how much their innovations 
would accomplish; many did not live to 
see it happen. Martin Luther King Jr. is a 
poignant example. The same may be true 
of today’s social entrepreneurs. But their 
hybrid method is helping to create change 
in ways that would be difficult for govern-
ment or business.
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To be sure, pursuing a social goal while being constrained by 
the requirement of financial sustainability is difficult. Yet the 
evidence we see from our work at the Skoll Foundation shows 
that many entrepreneurs are succeeding, in settings all over 
the world, at creating scalable social ventures to transform un-
happy circumstances for a great number of people. The 
clearly emerging pattern in their successes can serve as a 
valuable road map for others, thereby speeding society’s jour-
ney toward a better, fairer future.

The true leader takes 

charge for the greater 

good despite being 

more scared than you 

are. 
 
- Daniel Ledesma
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A New Model for Public Projects

Although social entrepreneurship started 
squarely in the private nonprofit world, 
striking examples can now be found within 
government. One such is the Unique Identi-
fication Authority of India.

Nandan Nilekani, the founding chairman of 
UIDAI, was one of India’s most successful 
CEOs. After retiring from Infosys, the IT be-
hemoth that helped spur India’s technol-
ogy revolution, he wrote Imagining India, a 
best-selling book on public policy. One of 
his ideas was to provide each of India’s 1.2 
billion citizens with a fraud-proof identifier. 
At the time, some 400 million Indians had 
no identification of any sort, making it im-
possible for them to drive, vote, legally 
work, or access government services. 
They couldn’t open a bank account or ap-
ply for a loan.

In 2009 Prime Minister Manmohan Singh 
asked Nilekani to lead the newly created 
UIDAI, with a mission to provide every citi-
zen who registered with a unique 12-digit 
number tied to his or her biometric pattern. 
The problem was that enrolling hundreds 
of millions of Indians by any conventional 
centralized system would be prohibitively 
expensive.

Nilekani turned the project into a social en-
terprise. To minimize capital costs, he re-
purposed existing retinal scanning and fin-
gerprint recognition technology to create 
an enrollment platform. To minimize vari-
able costs, he invited other agencies and 
organizations to act as registrars, collect-
ing a fee of $1 per ID issued. This kept cen-
tral government employees out of the en-
rollment business and provided a third-
party profit opportunity. As a result, UIDAI 
did not have to put up the funds for the en-
rollment equipment or employ thousands 
of enrollers.

By 2014, when Nilekani stepped down as 
chairman, more than 600 million people 
had been issued numbers at a cost to tax-
payers of just $1 per number—a stagger-
ingly low figure for a project of this kind. 
And the enrollers profited because they fig-
ured out how to drive their per-card costs 
well below the $1 they received as reim-
bursement.

175



Over the past century, an American industrial revolution has 
given rise to the biggest, most productive food machine the 
world has ever known. 

In this episode, host Yul Kwon explores how this machine 
feeds nearly 300 million Americans every day.   He discovers 
engineering marvels we’ve created by putting nature to work 
and takes a look at the costs of our insatiable appetite on our 
health and environment. 

For the first time in human history, less than 2% of the popula-
tion can feed the other 98%.  Yul embarks on a trip that begins 
with a pizza delivery route in New York City then goes across 
country to California’s Central Valley, where nearly 50% of 
America’s fruits, nuts and vegetables are grown and skydives 
into the heartland for an aerial look of our farmlands.

He meets the men and women who keep us fed 365 days a 
year—everyone from industrial to urban farmers, crop dusting 
pilots to long distance bee truckers, modern day cowboys to 
the pizza deliveryman.

Movie 2.8  America Revealed Food Machine Urban Ag



Social Ventures

Making Social Ventures Work

by James D. Thompson and Ian MacMillan

In recent years, we’ve all experienced considerable volatility—financial breakdowns, natu-
ral disasters, wars, and other disruptions. It’s clear we need new approaches to the 
world’s toughest economic challenges and social problems. Entrepreneurs can play a cen-
tral role in finding the solutions, driving economic growth (building infrastructure, develop-
ing local talent, infusing struggling regions with investment capital) and helping hundreds 
of millions of people worldwide. If successful, socially minded entrepreneurial efforts cre-
ate a virtuous cycle: The greater the profits these ventures make, the greater the incentives 
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for them to grow their businesses. And the 
more societal problems they help alleviate, 
the more people who can join the main-
stream of global consumers.

The failure rates for new companies and 
markets, however, are high. That is true 
anywhere in the world, including emerging 
economies. The management challenges 
associated with producing and marketing 
goods and services at the base of the eco-
nomic pyramid include imperfect markets, 
uncertain prices and costs, nonexistent or 
unreliable infrastructure, weak or totally ab-
sent formal governance, untested applica-
tions of technology, and unpredictable 
competitive responses. Given this daunt-
ing uncertainty, entrepreneurs need a 
framework for “unfolding” success from a 
perceived or an emergent opportunity.

Entrepreneurs and others who want to 
launch businesses in, say, Latin America, 
Asia, or Africa but lack reliable data about 
those environments need to put together 
the best models and mechanisms they 
can, documenting their assumptions as 
they go. Critically, however, they need to 
systematically test each of the assump-
tions underpinning their preliminary mod-
els against a series of checkpoints and be 
prepared to change on the fly, redirecting 
their efforts through a process known as 

discovery-driven planning. In this way, they 
can act on emerging evidence instead of 
obstinately and blindly pursuing infeasible 
objectives. (See Rita Gunther McGrath and 
Ian C. MacMillan’s “Discovery-Driven Plan-
ning,”HBR July–August 1995.)

However, this method of planning is neces-
sary but not sufficient to handle high-
uncertainty ventures. In the following 
pages, we’ll look at how to combine 
discovery-driven planning with four other 
guidelines for building successful busi-
nesses in uncertain markets that we devel-
oped during a sustained field program car-
ried out by the Wharton Societal Wealth 
Program (WSWP). Specifically, we’ll con-
sider four social enterprise projects we 
helped launch in Africa and examine how 
the guidelines informed the work in each.

It’s important to note that the lessons here 
aren’t just for entrepreneurs. The manage-
ment teams of established multinationals, 
foundations, large NGOs, and other non-
profits can apply them in any challenging 
and highly uncertain business situation. In 
doing so, they can better control their 
costs, increase their impact on society, 
minimize the effects of surprises, and 
know when to disengage from question-
able projects.
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Lessons from the Field

As part of our research in the WSWP—a 
nine-year-old field research program at the 
University of Pennsylvania’s Wharton 
School of Business intended to examine 
the use of business models to develop pro-
jects that attack societal problems—we 
worked with 10 groups of local entrepre-
neurs trying to launch base-of-the-pyramid 
ventures in the United States and several 
African countries. Each project faced some 
or all of the elements of uncertainty cited 
earlier. In a few instances, even the initial 
objectives and desired outcomes were un-
clear, which made it tougher to make deci-
sions about where and how to allocate re-
sources.

We and our student teams worked with 
each venture, reviewing socioeconomic 
and political factors as well as market and 
competitive conditions, conducting inter-
views with project participants, and observ-
ing and documenting their operations. We 
helped the entrepreneurs establish strate-
gic partnerships where appropriate, de-
velop business plans, and deploy relevant 
technologies. Our insights from the field-
work have been distilled into the following 
guidelines for creating new business mod-
els in emerging or other highly uncertain 
markets.

1. Define the scope of the venture.

This is a three-part process. First, con-
cretely outline the disqualifying conditions, 
the factors that would preclude the ven-
ture’s launch. These might include an inabil-
ity to scale operations, an environment in 
which corruption is rampant and can’t be 
circumvented, situations in which the nec-
essary equipment is of poor quality and is 
difficult to operate and repair, and a lack or 
shortage of suitable talent. Second, define 
your acceptability space: the minimum 
number of people the venture should serve 
and the minimum level of profitability it 
should attain. And third, after a thorough 
review of the economic, national, and cul-
tural contexts in which the venture will op-
erate, draw up the business’s rules of en-
gagement. These might include tenets 
such as “no sales on credit,” “no transgres-
sions of home or host country laws,” or 
“absolutely no payments of bribes.” All 
three filters will help you allocate scarce re-
sources only to ventures that satisfy mini-
mally acceptable outcomes.

2. Attend to the sociopolitics.

Before you even start, you must develop a 
fine-grained view of important stakehold-
ers, their roles, and the resources they can 
provide. Identify beneficiaries—the (often 
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reluctant) parties who stand to gain from 
the venture but could nonetheless be ini-
tially skeptical of it; potential allies—those 
most likely to support the project; needed 
indifferents—those unlikely to care much 
about the project but whose support may 
be cr i t ica l ; and meaningfu l oppo-
nents—those who will be adversely af-
fected by the success of the project and 
have the wherewithal to obstruct it. With 
such an analysis in hand, you can figure 
out how best to mobilize supporters and 
neutralize opponents.

3. Emphasize discovery-driven planning.

From the get-go, recognize the evolving na-
ture of your project. Of course, you must 
delineate the initial business model, the de-
livery mechanisms, and the value proposi-
tion for customers. But you’re probably go-
ing to be wrong. The idea is to start with a 
clearly hypothesized model for the venture, 
launch it at the lowest possible cost, and 
use the business data that emerge to con-
tinuously update your assumptions, sys-
tematically learning your way to the even-
tual solution.

You must delineate the initial business 
model for the venture and the value propo-
sition. But you’re probably going to be 
wrong.

First, specify both the unit of business and 
the unit of benefit. The unit of business is 
the transaction unit for which the customer 
pays—for example, a sack of grain, an 
hour of service, or a load of materials 
hauled. The unit of benefit is the metric by 
which societal impact will be meas-
ured—for example, a daily protein serving, 
a patient treated, or a person taught to 
read a simple book. There may be few 
precedents on which to base your assump-
tions about those factors, but developing 
and specifying initial assumptions will help 
you articulate your business and revenue 
models. Make sure to document your hy-
potheses and delineate a series of check-
points at which you’ll test them before mak-
ing major investments in the venture.

Second, anticipate the challenges of 
growth. One of the biggest obstacles to 
scaling up ventures in emerging econo-
mies, for instance, is the shortage of man-
agement talent and expertise. It’s difficult 
to attract experienced employees and part-
ners (or even high-potential candidates for 
education and training) to an uncertain ven-
ture. This limitation alone can seriously un-
dermine aggressive growth plans.
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4. Plan disengagement.

There is more than just financial capital at 
stake in societal-wealth-generating initia-
tives; the livelihoods and well-being of hun-
dreds, if not thousands, of people also 
hang in the balance. Before you begin, you 
must plan how you could disengage with a 
minimal footprint. How could you exit in an 
acceptable manner? Could you sell off or 
donate equipment or other assets? Could 
you shut down until conditions (say, ac-
cess to electricity) improve?

5. Try to anticipate unintended conse-
quences.

Recognize that societal interventions (and, 
in fact, any form of commercial intrusion) 
in emerging markets can create unin-
tended second-order effects, both nega-
tive and positive. For instance, when vari-
ous NGOs and governments encouraged 
intensive growth in shrimp farming in order 
to bolster local economies and create new 
export markets, mangrove forests in parts 
of Thailand and China were decimated.

*Putting the Guidelines to Work

These five guidelines can be applied to 
any new-market-creation challenges—for 
instance, finding markets for radically new 
technologies such as nanotechnology, or 

developing submarkets (such as Chinese 
and Indian teenagers) in rapidly growing 
economies. Let’s look at four of the 10 
Wharton projects and see which guidelines 
were particularly germane in the case of a 
venture that has been very successful, one 
that has been only marginally so, one for 
which the jury is still out, and one that has 
been discontinued.

Success: The Feeds Project

The goal of this venture was to produce 
high-quality, low-cost animal feed in north-
west Zambia so that small-scale chicken 
farmers could generate food for them-
selves and income from the sale of surplus 
chickens at competitive prices. The region, 
known for its copper production, faced 
staggering levels of unemployment in the 
1980s and 1990s, after several mines were 
shut down. This led to severe malnutrition; 
many people were close to starvation. The 
leaders of the Feeds Project started small: 
Six men, working in a shed, used shovels 
to mix the feed (a combination of corn, 
soya, minerals, and other nutrients). The 
plan was to distribute it through centers af-
filiated with a large, well-established corpo-
rate group. Here’s how the Feeds Project 
applied several of the guidelines:
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Scope.

The project sought to increase regional 
consumption of chicken meat by at least 1 
million servings per year and to generate a 
return on sales of animal feed (the bulk of 
which was for poultry) of at least 12% 
within three years. The venture would sell 
its feed for cash, not credit. Initially, it 
could not poach customers from estab-
lished regional competitors, nor could it 
purchase any assets before demonstrating 
proof of concept. Harsh terms, perhaps, 
but they acknowledged the difficulties of 
doing business in a region where bad debt 
was rampant and uncollectible, and estab-
lished competitors responded to threats 
with drastic price-cutting.

Sociopolitics.

Many small-scale farmers had little confi-
dence in their ability to raise chickens prof-
itably. So, with cooperation from leaders in 
each village, the lead entrepreneur of the 
project designed an education program to 
convince these potential beneficiaries of 
the viability of chicken farming. Going from 
village to village, she held simple but pow-
erful seminars in which she explained pos-
sible financial outcomes and discussed 
which types of poultry to breed and how to 

prevent disease. Only then did new grow-
ers begin buying the feed.

Discovery.

The local entrepreneurs initially assumed 
that farmers would buy feed by the sack; 
however, many customers lacked easy ac-
cess to affordable transportation and 
needed enough feed for six to eight weeks 
(a production cycle) at a time. So the ven-
ture leaders updated their distribution sys-
tem accordingly. As demand grew, they ex-
panded their operations and product offer-
ings, first by salvaging discarded equip-
ment and then by purchasing new equip-
ment that could churn out more than 2,000 
tons of feed per month, including high-
quality poultry pellets.

Farmers don’t buy feed by the sack, as had 
been assumed. The venture needed a new 
distribution system.

Second-order effects.

The project is generating negative and 
positive second-order effects. One rather 
bizarre outcome: As the plant expands to 
fulfill the demand for more feed for ever-
more chickens, communities have to deal 
with an excess of chicken feathers. There 
is currently no way to recycle them, and de-
mand for cushions and comforters in a 

182



poor, tropical society is limited. So the en-
trepreneur is developing a furnace for the 
feathers. Still, positive effects abound: Hun-
dreds have entered the chicken-farming 
market, many of them hiring as they ex-
pand. The greater efficiency of the feed 
market has led to greater investment: New 
hatcheries and processing facilities are be-
ing built across the region. Several 
churches are attempting to establish 
community-based poultry programs in re-
mote areas, and a new market for product 
sales has opened up in a neighboring coun-
try, where the project is already negotiating 
to develop a feed manufacturing plant.

The Feeds Project, initially created for 
small poultry breeders, selling for cash in 
local markets, is now supplying larger com-
mercial poultry growers, mining kitchens, 
and retail chain stores. It offers broader 
product lines (such as different size bags 
and life-cycle-stage formulations) as well 
as feed for other species, such as dogs 
and dairy cattle. The path to scaling the 
business has been through higher-quality 
machinery, expanded distribution, and 
moves into adjacent markets.

Marginal Success: The Cookie Project

Huge numbers of uneducated, unmarried 
mothers in South Africa eke out a precari-
ous living, barely able to feed their chil-
dren. The Cookie Project was conceived in 
2004 to train such women to operate bak-
eries in distressed areas, making high-
quality cookies (using natural ingredients) 
for health-conscious consumers through-
out the country.

The pilot site was in the township of 
Mfuleni; the lead entrepreneur launched it 
there because she found a small facility, 
donated to the township by a wealthy 
woman from Europe, that had electricity, 
running water (but no hot water), and, 
most important, three working ovens. The 
entrepreneur “leased” the facility from the 
community, rent-free, in exchange for train-
ing and jobs for local women. The com-
pany has now relocated to a larger plant. 
The next step will be to replicate the opera-
tion, first in other parts of Africa and then 
in India and Latin America—but only if the 
business model can be proven to deliver 
investment-grade profitability. The entrepre-
neur has calculated the sales required to 
create new jobs (building in the cost of 
training each employee). 
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Here are some guidelines the team used to 
achieve early success:

Scope.

The acceptability space the lead entrepre-
neur set for the project included training 
and employing a minimum of 300 so-
called unemployables. Apart from learning 
how to produce cookies, the women were 
also trained in basic life skills, such as 
household budgeting and personal hy-
giene. The venture also set a financial goal: 
to earn $100,000 in profits in South Africa 
in the third year of operations.

Sociopolitics.

Potential employees had been so beaten 
down by their adverse circumstances that 
they had to be convinced that they could, 
in fact, find gainful work without being ex-
ploited. And uninvolved but influential 
members of the community initially re-
sisted the project for fear that it would de-
crease their influence. A local elder, for in-
stance, thought that the venture was mak-
ing too much money, thus undermining her 
position. (She had no concept of net prof-
its—she just saw hundreds of cases of 
cookies going out the door.) She and other 
elders demanded a large fee from the pro-
ject to continue using the community build-
ing. The entrepreneur (and the employees) 

spent considerable time talking with the 
elders, explaining the project’s profit chal-
lenges, broader goals, and the resulting ex-
pansion of the local economic base.

Discovery.

The original business model was sales of 
home-style cookies to local distributors. 
These days, however, the Cookie Project 
has access to sophisticated food scien-
tists, uses best-in-class ingredients, and 
exports its products to the United States. 
It also employs men and women on both 
sides of the Atlantic.

The financial challenge remains; building a 
new food brand in the current economic cli-
mate is tough. If the venture fails to come 
up with a profitable distribution model, it 
may need to redirect its strategy toward e-
commerce in order to reduce its marketing 
costs and extend the lifespan of its current 
investments.

Disengagement.

The lead entrepreneur of the Cookie Pro-
ject decided that even if the project proved 
untenable, at the very least it would have 
considerably enhanced the employability 
of its workers. They would know, for exam-
ple, how to read a basic invoice, write 
checks, and manage customers. Each 
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woman was treated as an entrepreneur in 
her own right, responsible for her own rec-
ipe. For instance, the company charged 
one worker with figuring out ways to im-
prove the taste, look, quality, and packag-
ing of a particular type of cookie. She 
“owned” that recipe. The lead entrepre-
neur also helped guarantee the workers’ 
employment in the event that she had to 
sell the business: As a condition of sale, 
the new owners would be required to hire 
all existing employees.

The Jury’s Still Out: The EMR Project

One of the biggest constraints in address-
ing pandemics in resource-poor environ-
ments is the scarcity of physicians. Bot-
swana is a case in point. Its population is 
being hollowed out by AIDS-related deaths 
in the economically active 18-to-50 age 
group. The EMR Project set out to develop 
an electronic medical records (EMR) sys-
tem that would help improve patient care. 
Eventually, the entrepreneurs thought, the 
system could alleviate the unbearable 
workload of the country’s physicians by al-
lowing nurses to diagnose conditions and 
prescribe medications for stable patients, 
consulting doctors only when necessary. 

The following guidelines were most rele-
vant to this project:

Scope.

The venture managers wanted to make at 
least $80,000 in profits per year and in-
crease the length and improve the quality 
of life of at least 20,000 patients for at 
least eight years. With these goals in mind, 
the project initially trained four nurses to 
use the EMR system at a pilot site, with an 
eye toward expanding to at least 70 
nurses nationwide. The leaders of the initia-
tive adopted several nonnegotiable rules 
of engagement. First, high-quality patient 
care was the number one priority; typical 
health markers in AIDS patients (such as 
viral load and CD4 counts) were to be 
used as measures of quality. Second, pa-
tient confidentiality was to be upheld. And 
third, the project had to comply with the 
health care laws of both Botswana and the 
United States.

Discovery.

The first hypothesized unit of business 
was a suite of reports containing clinical 
data that could be purchased by pharma-
ceutical companies conducting AIDS re-
search in Botswana. The reports would 
contain anonymous data from patients 
who had opted in to the project. The re-
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search, it was hoped, would yield improve-
ments in preventive and palliative care. As 
the venture unfolded, however, it became 
clear that the pilot site was too small for 
large research projects; and negotiating 
multiple patient privacy protocols was too 
complex at such an early stage. So the pri-
mary unit of business became an annual 
software license contract for clinics and 
health insurance providers interested in us-
ing the EMR system’s data to improve their 
client management and claims processes. 
Instead of trying to launch a major nation-
wide program with full EMR and diagnostic 
capabilities, the project focused on a sin-
gle private clinic (the largest) and started to 
build records for 16,000 patients.

Disengagement.

The EMR Project gives patients and care-
givers access to information about real-
time physiological responses to treatment 
and non-adherence to treatment. So the 
venture pledged to do no harm: If it needs 
to exit the market, it will help to maintain 
this reporting and diagnostic capability by 
identifying an EMR with similar capabilities 
and transferring all patient data to its sys-
tem.

The EMR Project has undergone a number 
of deliberate redirections, precisely be-

cause its leaders haven’t figured out how 
to alleviate the fallout from AIDS and HIV-
related illnesses while generating profits 
from any of their business model revisions. 
They have been able to continue probing 
for solutions at a relatively low cost, how-
ever: One redirection occurred when pa-
tients overwhelmingly said they wanted 
the same visual aids the physicians used: 
charts showing the rise and fall of their 
health markers according to whether they 
took their medications. This request led to 
a study to determine whether text mes-
sages reminding patients to refill their pre-
scriptions and attend regular consultations 
with their doctors would increase their ad-
herence to drug regimens and scheduled 
clinic visits.

Entrepreneurs in Botswana hope low-cost 
revisions will help them find a better model 
for an EMR project.

The data are currently under analysis. 
Should text messaging prove effective, the 
next steps would be to determine the im-
pact of increased adherence on important 
patient outcomes. If such a study demon-
strated positive effects on patient health, 
the text message reminders could become 
a component of the EMR business model. 
However, if the study showed little or no im-
pact on patient adherence and outcomes, 

186



and if no sustainable revenue model can 
be found, the project could be terminated.

The Plug’s Been Pulled: The Peanut Pro-
ject

Peanuts, in combination with milk, can ful-
fill about 90% of a person’s nutritional re-
quirements. But shelling peanuts by hand 
is arduous, and the cost of modern 
peanut-shelling equipment is prohibitive 
for most small-scale producers. The initial 
concept of the Peanut Project was to en-
courage relatively isolated rural communi-
ties in Africa to grow nuts in order to sup-
ply local entrepreneurs who would build 
small, low-cost plants to process the 
crops, improving the local distribution of 
peanuts. In the event of success, a pro-
posed extension of the program was to in-
crease production of the nuts and export 
them to higher-value customers in more-
central locations, such as South Africa. 
The following guidelines were crucial in as-
sessing the project’s viability:

Scope.

To determine if its efforts would be worth-
while, the venture defined its scope accord-
ing to a minimum number of tons of pea-
nuts to be processed and jobs to be cre-

ated relative to a minimum net profit of 
$75,000. The project also set the following 
rules: Secure a safe central processing cen-
ter. Obtain permissions and authorizations 
from the local chiefs and village heads. 
And retain a full-time entrepreneur with the 
local agricultural experience and skills re-
quired to build and manage a processing 
plant and oversee a network of growers.

Sociopolitics.

For rural farmers accustomed to being in 
control of existing crops and using stored 
produce to generate cash as needed, the 
idea of harvesting and then giving up their 
crops to a third party for processing was 
hugely suspect. Furthermore, in many rural 
areas of Africa, arable land is assigned by 
chiefs or village leaders to growers they 
deem worthy. The lead entrepreneur 
quickly understood that he would need 
buy-in from these elders before the project 
could launch.

Discovery.

The envisaged business model and path to 
scale for the Peanut Project resembled 
that of the Feeds Project. In the peanut-
processing case, however, a critical driver 
of success was the management of prod-
uct “shrinkage” across the logistics chain. 
Discovery-driven planning showed that a 
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loss of as little as 5% would compromise the likelihood of gen-
erating the minimum net profit. The second most influential 
driver was the transportation of peanuts to the processing fa-
cility and then to market. Given the scarcity of trucks, poor 
roads, and high fuel prices, even the best product was unlikely 
to capture a high enough price for the growers to compete. 
These practical realities invalidated the early-stage assump-
tions. The entrepreneurs were unable to design a system to 
cope with them or to redirect the project in a way that would 
attract management know-how. Reluctantly, the venture lead-
ers terminated the project.

Taken together, the five guidelines we’ve derived from our field-
work offer an effective framework for all organizations—not 
just entrepreneurs and social enterprises—seeking to create 
radically new and profitable markets. Large, incumbent organi-
zations and startups alike can use them to create markets for 
their products. Nonprofits, NGOs, and foundations with lim-
ited resources can improve their odds of affecting society in 
the ways they intend. The discipline engendered by these 
guidelines—you’ll necessarily come back to the framework 
again and again as your business evolves—will ensure that 
you maximize limited resources in pursuit of your goals.

There is no greater 

good in all the world 

than motherhood.  The 

influence of a mother 

in the lives of her 

children is beyond 

calculation. 
 
- James E. Faust
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Turning Uncertainty into Risk

The discovery-driven process of transform-
ing the uncertainty around a business ven-
ture into risk (which can be managed) al-
lows leaders to experiment, learn, and ei-
ther develop a plausible business model or 
abandon the project early and at little cost. 
The idea is to reduce uncertainty to the 
point where probability distributions can 
be assigned to expected outcomes, mak-
ing them plannable—that is, you develop 
ideas to the point where it’s possible to 
use conventional methods of assessing 
risk. When you simply don’t know what will 
happen, when there are as many possible 
answers as there are questions, there’s a 
big opportunity for effectuation—that is, 
for just starting something inexpensively, 
for taking some sort of action that has an 
outcome. By analyzing these preliminary 
results, you can then further develop your 
ideas, monitor your progress, and exploit 
the evolution of any plausible model that 
emerges.

What Is Discovery-Driven Planning?

Discovery-driven planning is a practical 
tool (introduced in a 1995 HBR article by 
Rita Gunther McGrath and Ian C. MacMil-
lan) that acknowledges the difference be-
tween planning for a new venture and for a 
more conventional line of business. It rec-
ognizes that at the start of a venture, little 
is known and much is assumed. When 
new data are uncovered, they are incorpo-
rated into the evolving plan. The real poten-
tial of the venture is discovered as it devel-
ops. With conventional planning, manag-
ers can (fairly accurately) extrapolate future 
results from a platform of past experience. 
Deviations from plan are considered a bad 
thing. By contrast, new ventures call for en-
trepreneurs to envision what is uncertain 
and not yet obvious to the competition. 
They must make do with assumptions; and 
because these assumptions generally turn 
out to be wrong, new ventures inevitably 
experience (often huge) deviations from 
original targets. Entrepreneurs must estab-
lish checkpoints at which they convert as-
sumptions into firmer knowledge before 
making major investments.
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In a city like Mumbai where public spaces are few, there is a 
small farming movement growing in India where families and 
local organizations are growing food on their terraces trans-
forming their rooftops into urban farms. This is the story of “Fre-
sh&Local” and the flyover farm.

Movie 2.9  Greening Empty Spaces Of Mumbai



Social Sector

Where Are the Ray Krocs of the Social Sector?

by Seth Merrin and Brian Walsh

If you were offered the opportunity to finance a high risk, low return investment, how eager 
would you be to write a check? That is exactly the premise of most impact investing oppor-
tunities today. Until the return outweighs the risk, impact investing will remain a small 
niche category. To solve more social challenges in a financially sustainable way, we need 
to create opportunities with safe, dependable social and financial returns. It’s time to bring 
a proven business model to the social enterprise space: the franchise.
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Franchising has a special place in our eco-
nomic system. It’s not sexy, but it’s effec-
tive. For example, it’s much less risky to 
franchise a restaurant than to start your 
own. That’s what Ray Kroc did: He fran-
chised a McDonald’s, bought the com-
pany, and grew it to the largest restaurant 
chain in the world, with over 31,000 loca-
tions today, 80 percent of which are fran-
chised. We need to find and support the 
Ray Krocs of the social sector, who can 
seek out promising social enterprise ideas 
sourced by philanthropic capital and take 
them to scale.

Right now we’re effectively asking every so-
cial business to start from scratch. We con-
flate inventors with developers of social en-
terprises and romanticize the celebrity so-
cial entrepreneur. Instead, we should be 
searching for professional managers and 
investing in their capacity to turn a social 
entrepreneur’s vision into a scalable, sus-
tainable business. We should package 
proven social business models that moti-
vated franchisees could copy. These busi-
ness people would spend their energy 
building the business in a new market not 
experimenting with an untested model. 
This would provide scale to social enter-
prises and reliable returns to those who in-
vest in them.

If we want to have an impact on a global 
level, we must stop using one-off social 
business models and find ways to repli-
cate what works. Take Groupe SOS in 
France, one of the largest social enter-
prises in the world with 10,000 employees, 
one million beneficiaries, and $750 million 
in annual revenues. Over the past 28 
years, they’ve refined nine different busi-
ness models to serve traditionally ex-
cluded individuals. They’re now actively 
working to franchise these proven models 
to other geographies, most promisingly in 
Seoul, South Korea.

To bring the franchise model to the social 
sector, we need to do four things:

1. Determine which models work. We 
know there are great models out there 
but we need to understand which have 
gone through the proof of concept 
phase and are ready to be taken to the 
next level. To determine which are ap-
propriate for franchising, we need to 
sift through the multiple channels — 
early-stage impact investing funds, 
academic field research, entrepreneu-
rial competitions — and find social 
businesses that are successful and 
scalable.
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2. Package the essential elements of 
each model. A restaurant franchise 
buys the core elements of the busi-
ness — brand, menu, advertising. But 
then they adapt those fundamentals to 
their environment to make it success-
ful. The core pieces of a winning social 
enterprise model must be packaged in 
a way that’s portable to different envi-
ronments. We aren’t naïve to think that 
one size fits all, but there’s a lot to be 
gained by bringing best practices and 
proven strategies to new geographies 
in thoughtful ways.

3. Educate and “sell” to franchisees. 
Once the fundamentals of a working 
model have been packaged, we must 
help people find the opportunities. We 
can equip them with ready-to-launch 
models and the basic management 
skills to take them to new markets — 
everything from impact measurement 
to supply chain management. We 
might consider offering a training cur-
riculum within a university or another 
organization that would educate the 
franchisee on the business model and 
effective management, and then pro-
vide both start-up and ongoing sup-
port.

4. Support the franchises. Like a restau-
rant franchise that shares advertising 
costs, centrally develops new menu 
items, and shares other resources, we 
need to provide ongoing support for 
social impact franchisees. The nature 
of this support will vary, but this ability 
to spread the risk, reward, costs, and 
resources between the home office 
and independent franchisees is a core 
benefit. This two-way relationship will 
also improve the underlying business 
model as each franchisee provides 
valuable feedback on what’s worked 
and what hasn’t in his or her market.

We need to match the willing, motivated 
people who can change the world if 
they’re given a blueprint with the vast 
amount of investment capital that wants 
the same. Right now we’re missing a huge 
opportunity that’s right in front of our 
noses. Instead of teaspoons of capital be-
ing spread across small entrepreneurs all 
over the world, we need to find proven 
models, capitalize them, train the manage-
ment teams, and take them to scale. If 
we’re willing to let go of the artisanal na-
ture of social enterprise, we can have 
global impact.
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KFC has opened in Myanmar and customers are waiting in 
lines for hours to get the Colonel's fried chicken.

Movie 2.10  Myanmar is Excited About Fried Chicken



Social Franchise

The Social Franchise Model Works in Times of Uncertainty

by Ron Bruder

One hundred million. That’s the number of young people across the Middle East and North 
Africa who will need employment opportunities in the coming decades. When my organiza-
tion, Education For Employment, began operations in 2006 as a demand-driven answer to 
Arab youth unemployment, I felt that creating a social franchise model was the best way 
to meaningfully address an issue of this scale. So I created a network that allows affiliates 
to access the perspective, credibility, and resources necessary to provide world-class train-
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ing for youth, place graduates in jobs, and provide on-going 
professional and volunteer opportunities for alumni.

At the time it was an unorthodox method and I faced strong 
pushback from potential donors and partners in the US and 
around the world. They were concerned about relinquishing 
control to affiliates and what that would do to both quality and 
efficacy.

Experience has proved that the model works. And in some 
cases, the turmoil surrounding the Arab Spring has shown 
that a social franchise is the only effective model in times of 
great uncertainty.

Running a franchise — social or not — is complex, but there is 
much to gain for those that surmount the challenges:

• Social franchises craft local solutions to global problems. Al-
though unemployment is a global challenge, there is no one-
size-fits all solution. What works in Morocco could fall flat in 
Yemen. The franchise model empowers local board and staff 
members to take appropriate action. With deep roots and 
broad networks in their communities, these leaders mobilize 
diverse resources and optimize EFE’s operations in specific 
labor, economic, political, and social contexts. The local ex-
pertise of EFE affiliates also helps us take advantage of less 
apparent opportunities and sidestep potential disasters.

• Local legitimacy leads to resiliency. In regions in turmoil, this 
can be the difference between expanding operations and 
closing shop. With ethical, networked leaders involved, a 
franchise model is the best way to keep an organization run-
ning in an unstable area where uncertainty or lack of trust 
can make it challenging for foreign organizations to operate 

The two most importan 

requirements for major 

success are:  first, 

being in the right place 

at the right time, and 

second, doing 

something about it. 
 
- Ray Kroc
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and deploy funds. In Yemen, EFE’s local 
board and staff give the organization 
credibility, and when the U.S. govern-
ment withdrew funding from all American 
NGO’s, Yemen-EFE was granted an ex-
emption because it is an entirely local en-
tity.

• Organizations are able to setup and scale 
rapidly. At EFE, support hubs in the U.S. 
and Europe provide the local affiliates 
with access to cutting-edge financial and 
evaluation systems, links to high-level 
corporate partners and media outlets, 
credibility in appealing to major interna-
tional employers and donors, and exper-
tise in areas such as budgeting and mar-
keting. Sharing curriculum, knowledge 
and partners among affiliates further 
speeds setup and scaling. EFE-Egypt, an 
early affiliate, took almost four years to 
become operational. EFE-Tunisia, the 
newest in our network, was up and run-
ning with board, staff, funding, and cur-
riculum in under a year.

• Uniform quality and a familiar brand attract 
valuable partners. We partner with those 
who see the EFE Network as an effective 
HR solution. For example, Palestinian-
owned Consolidated Contractors Corpo-
ration, the largest construction company 
in the Middle East, employed EFE gradu-

ates first in Palestine, and is now 
sourcing employees from EFE-Tunisia. 
We also benefit from the support of cor-
porations who see the EFE Network as a 
regional platform to expand their CSR in-
volvement and increase their return on in-
vestment. Intel, for instance, partners 
with us to deliver entrepreneurship cur-
riculum and start-up support to youth in 
Palestine, Jordan, Tunisia, Morocco and 
Algeria.

Establishing EFE as a franchise has been 
an interesting journey, and one that has 
given me valuable insights into developing 
a successful social franchise. To those do-
ing the same I would offer the following ad-
vice:

• Get local “skin in the game.” Local funding 
helps to defray startup and operating 
costs, cements commitment to the mis-
sion, and gives local supporters a mean-
ingful stake in its success.

• Find ethical, networked leaders at the local 
level. Guidance and input from trusted lo-
cal contacts can provide crucial informa-
tion on the reputation of potential board 
and staff members, who will build the 
reputation of the organization.

• Choose a viable context. Identify a coun-
try of operation that is stable enough for 
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a sustained intervention and whose government does not 
view your work as threatening. EFE chose countries where, 
despite the turmoil or challenges, there were sufficient gov-
ernment and social structures to enable us to operate.

• Build a strong, local board. The first step to setting up is al-
ways to identify 6-12 powerful, dedicated and insightful 
women and men who are prepared to build the organization 
from the ground up. These individuals are crucial to securing 
local financial support, building credibility, and greasing the 
wheels in negotiations with businesses and bureaucracies.

Over the years, EFE has used these guiding principles to 
make many critical decisions on where to expand — and 
where not to. Despite the complexities these principles some-
times present, our experience is that when they are in place, 
the social franchise model can be a powerful way to make pro-
gress in times of instability.

Noting would induce 

me to vote for giving 

women the franchise.  

I am not going to be 

henpecked into a 

question of such 

importance. 
 
- Winston Churchill
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Reveal: A female U.S. soldier in a combat zone is more likely 
to be raped by a fellow soldier than killed by enemy fire. In fact, 
The Department of Defense estimates that in 2010 alone, there 
were more than 19,000 violent sex crimes in the U.S. military.

Movie 2.11  The Invisible War - Military Rape



The findings of a 6-year-long Truth and Reconciliation Commis-
sion found that Canada committed “cultural genocide” against 
its aboriginal population for over a century in order to “gain con-
trol over their lands and resources.” 

Movie 2.12  Canada’s Native Cultural Genocide



Scaling Up

Scaling Up Without Losing Your Edge

by Susan Davis

Forty years ago, British economist E.F. Schumacher, one of the fathers of the Green move-
ment, declared that “small is beautiful” and called for “a new orientation of science and 
technology towards the organic, the gentle, the non-violent, the elegant and beautiful.” 
The retort from mainstream economists was swift and scathing: “Small is stupid.” Without 
economies of scale, they argued, developing societies would never develop the efficien-
cies needed to modernize.
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Indeed, in the 21st century, Schumacher’s 
ideas may seem a little quaint. “If you want 
to do significant work, you have to be 
large,” Sir Fazle Hasan Abed, the founder 
of BRAC, the world’s largest nongovern-
mental organization, told Forbes in 2008. 
“Otherwise we’d be tinkering around on 
the periphery.”

The man would know a thing or two about 
the pros and cons of being large. Founded 
in 1972, BRAC has made scale one of its 
hallmarks. Following Abed’s twist on Schu-
macher — “small may be beautiful, but big 
is necessary” — it now touches the lives of 
an estimated 126 million people with 
healthcare, education, enterprise develop-
ment, microfinance and a slew of other pro-
grams. It has also expanded to 11 coun-
tries, in partnership with others such as 
The MasterCard Foundation, which has fa-
cilitated a speedy scale-up of BRAC in 
Uganda.

Yet the elements of “smallness” that at-
tracted Schumacher and his followers re-
main relevant to BRAC and similar organi-
zations. Small means moving quickly, 
adapting to local demands, and under-
standing the needs of people across the 
poverty spectrum.

It’s not easy, but organizations can do all 
of the above without staying small, just as 
BRAC has done.

To address the needs of youth in develop-
ing countries, BRAC launched a girls’ em-
powerment program, Empowerment and 
Livelihood for Adolescents (ELA), in 2008. 
The program’s approach of social plus fi-
nancial empowerment now counts close to 
300,000 members in seven countries, and 
outside scholars have recorded positive im-
pact on life and vocational skills, health-
related knowledge, risky behavior, early 
childbearing, and engagement in income-
generating activities.

Meanwhile, the organizations’ program to 
“graduate” people out of extreme poverty 
is being replicated by other organizations 
in eight countries by CGAP and the Ford 
Foundation.

So how does such an organization stay nim-
ble? In short, by following the mantra “pilot, 
perfect, scale up.”

Look at how BRAC became a pioneer in 
social enterprise — almost serendipitously. 
Today it runs a sprawl of surplus-
generating businesses across diverse sec-
tors. Most of these began as so-called 
“program support enterprises,” supporting 
mainstream programs like microfinance — 
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by, for instance, providing services like 
seed delivery to rural farmers who were in-
vesting in their farms with microloans.

These programs were later spun off into 
stand-alone businesses. Although they re-
tain a pro-poor focus, they generate the 
profits necessary for BRAC to be 70% 
self-financed in Bangladesh, where BRAC 
is based.

BRAC’s scale “is a response to one of the 
biggest challenges of development: that 
solving one problem leads to others,” The 
Economist explains. It compares BRAC to 
Samsung, which began as a wool mill in 
the 1950s. Samsung found that “to ex-
pand, it had to make its own textile machin-
ery; then, to export, it built its own ships; 
and so on.” Likewise, BRAC grew into a 
chaebol or conglomerate for social devel-
opment.

It began with microcredit, but found its 
poor clients could not sell the milk and 
eggs produced by the animals they had 
bought. So BRAC got into food process-
ing. When it found the most destitute were 
too poor for micro-loans, it set up a pro-
gram which gave them animals. Now it 
runs dairies, a packaging business, a 
hybrid-seed producer, textile plants and its 

own shops — as well as schools for drop-
outs, clinics and sanitation plants.

It’s safe to say that straying into new areas is 
part of BRAC’s institutional architecture, in 
other words.

Of course, there are downsides to this ap-
proach, and management needs to be 
aware of them. Size inevitability leads to hi-
erarchy, to rigidities in the system, and bu-
reaucracy. To work within a process-driven 
organization like BRAC is to swim in a sea 
of acronyms that are largely meaningless 
to outsiders. Effectiveness comes with a 
routinization of tasks that, while not ex-
actly mechanical, owes something to 
Henry Ford.

But is such a beast necessarily ugly? Not if it 
also builds in a capacity for innovation and 
quick response — that is, pilot, perfect, 
scale up.

When demand is spotted — say, a need 
for financial literacy training and microfi-
nance products tailored for teens, in the 
case of ELA — the organization doesn’t 
waste time figuring out how to do things 
elegantly. It moves. It then assesses the pi-
lot and adapts accordingly, which could 
mean eliminating the entire program if nec-
essary. To do this requires stringent inter-
nal monitoring, and BRAC is often its own 
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harshest critic via an independent research 
and evaluation division set up in 1975.

Only then does it scale up. This is really a 
version of the “fail fast, fail often” innova-
tion strategy currently in vogue among 
business strategists. Abed likes to illus-
trate this point by telling the story of 
BRAC’s oral rehydration therapy program, 
developed to prevent deaths from diar-
rhea, a leading killer of children in the de-
veloping world.

In 1979, BRAC wanted to see if it was pos-
sible to teach Bangladeshis with limited lit-
eracy how to make their own oral rehydra-
tion solution using exact proportions of 
sugar, salt and water. So it launched a pilot 
and paid the trainers based on retention of 
correct knowledge. A month after the train-
ing, a monitor would visit and quiz the 
housewives to ascertain if the recipe had 
been remembered properly.

It worked — to a degree. The problem was 
how to monitor the monitors — how to be 
sure the monitors weren’t simply filling out 
the forms at a tea stall, rather than making 
their required rounds. With lives at stake, it 
was a real concern.

The answer lay with the children of the 
household. When the trainer first visited, 
he or she would record the first name of 

the youngest born. The name was kept 
from the monitor — a field left blank on his 
form, to be filled on the follow-up. When 
the forms came back, sometimes the 
names matched, which meant the monitor 
had visited the right household. Some-
times they didn’t. “We had to sack many of 
the monitors,” Abed recalls.

Ruthlessly efficient? More like ruthlessly com-
passionate.

After multiple trial rounds, the program 
was taken to scale. In the end, BRAC 
taught 14 million of Bangladesh’s 19 mil-
lion households how to make the solution, 
contributing to a halving of the infant death 
rate.

Pilot, perfect, scale up. Then ask again if you 
have to be small to be beautiful.
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Reveal: From cereal to ice cream to cocktails, it seems that 
strawberries are served with just about everything. But it wasn't 
always this way. Today, Americans eat four times as many 
strawberries as they did 40 years ago. This short stop-motion 
animation explains how clever advertising tactics and certain 
pesticides helped make the juicy red fruit cheaply and widely 
available. There are, however, hidden costs to using these 
chemicals. 

Based on an investigation by The Center for Investigative Re-
porting. 

Movie 2.13  A Brief History of the Modern Strawberry



Profit Motive

The Problem with the Profit Motive in Finance

by Justin Fox

The Financial Services Roundtable, the lobbying group for the biggest financial companies 
in the U.S., has a new “white paper” out with the rah rah title, “Financial Services: Safer & 
Stronger in 2012.” A few of the bullet points:

• Banks insured by the Federal Deposit Insurance Corporation have $1.5 trillion in 
capital — the highest capital levels in the history of American banking.
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• The largest U.S. banks have in-
creased Tier 1 capital — the core 
measure of a bank’s financial 
strength from a regulator’s point of 
view — by nearly 50 percent over the 
last four years.

• Executive compensation has been re-
formed significantly to align with 
long-term performance.

• Banks have developed fortress bal-
ance sheets, improving credit quality 
by 54 percent, increasing net income 
and, restoring aggregate lending to 
pre-crisis levels of nearly $7 trillion.

Why you’re very welcome, Financial Serv-
ices Roundtable! You see, almost all of the 
positive indicators above were enabled by 
or forced on banks by people working for 
us the taxpayers (by which I mean Con-
gress, the Federal Reserve, and financial 
regulators). Most of them — increased 
capital, executive compensation changes, 
higher credit quality, fortress balance 
sheets — would have been fought tooth 
and nail by the Financial Services Roundta-
ble before the financial crisis. (Because Ja-
mie Dimon always gets bent out of shape 
when people tar all bankers with the same 
brush, it should be noted that JP Morgan 
Chase and a few other institutions were im-

proving credit quality and building up capi-
tal before 2007. But the industry as a 
whole was not. If it had been, there 
wouldn’t have been a financial crisis.)

There’s a lesson here. If you let the financial 
services industry do exactly what it wants, 
the financial services industry will eventually 
get itself — and by extension the economy 
— into staggering amounts of trouble. If you 
force it to behave, it might just thrive.

The question is who that “you” ought to 
be. Relying on regulators or central bank-
ers doesn’t always work because during 
good times they have a habit of getting 
caught up in the same idiocy as the finan-
ciers do. And so historically, attempts at 
controlling the industry’s bad habits have 
also involved restricting what different insti-
tutions can do, and how they are organ-
ized. Sometimes these have been imposed 
by government — the Glass-Steagall divi-
sion between commercial banks and in-
vestment banks, for example — but often 
they have arisen organically. Investment 
banks used to all be partnerships. Savings 
and insurance institutions were usually or-
ganized as mutuals.

In recent decades, though, the trend has 
been to allow old barriers to fall and en-
courage the creation of the for-profit, 
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shareholder-owned, boundary crossing fi-
nancial juggernauts that make up the mem-
bership of the Financial Services Roundta-
ble. Which hasn’t worked out super well.

I thought about this while listening Tues-
day to David Swensen, the legendary man-
ager of Yale University’s endowment, argu-
ing that acting as a fiduciary for other peo-
ple’s money and maximizing profits are in-
compatible activities. “A fiduciary would of-
fer low-volatility funds and encourage inves-
tors to stay the course,” he said. “But the 
for-profit mutual fund industry benefits by 
offering high-volatility funds.”

Swensen said this at a Bloomberg Link 
conference held in honor of that great fidu-
ciary, Vanguard founder Jack Bogle. It was 
an event packed with prominent people 
who work (or worked) in finance, but seem 
to come from a different, more genteel 
world than the bulk of modern Wall Street: 
Bogle, Swensen, former Fed chairman 
Paul Volcker, former TIAA-CREF CEO John 
Biggs. One distinguishing characteristic: 
All of these guys are wealthy. None of 
them are, by modern Wall Street stan-
dards, rich.

For Bogle, that’s because the company 
where he spent his peak earning years 
was structured as a mutual — owned by 

its customers and operated on their behalf. 
All mutual funds are legally organized 
along these lines. But all the major mutual 
fund families except Vanguard are now 
dominated by a for-profit investment “ad-
viser.” Some of these for-profit advisers 
(Capital Group and T. Rowe Price spring to 
mind) have built a reputation for looking 
out for investors’s interests. But, to follow 
Swensen’s reasoning, the incentives are all 
wrong.

A lot of investors seem to get this — which 
helps explain why Vanguard has grown to 
account for 17% of mutual fund assets in 
the U.S., leaving long-time archrival Fidel-
ity in the dust. But Vanguard only became 
a mutual because of a strange confluence 
of events in the 1970s, when Bogle was 
kicked out of the presidency of the for-
profit Wellington Management Company, 
and organized a rebellion among the direc-
tors of Wellington’s funds. The organization 
that had created the mutual fund industry, 
Massachusetts Investors Trust, had 
switched from a mutual into for-profit Mas-
sachusetts Financial Services a few years 
before. No firm since has followed in Van-
guard’s footsteps.

“Why not?” somebody asked Tuesday. 
“The profit motive,” replied Burton Malkiel 
— the Princeton economist, Vanguard 
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board member, and author of A Random Walk Down Wall 
Street. Or as Bogle told me once: If he hadn’t been forced out 
of his Wellington job, he probably wouldn’t have done any-
thing to shake up the mutual fund industry, and would have re-
tired “rich as Croesus.”

The profit motive is generally a good thing. It drives hard work, 
innovation, and the success of the capitalist system. But in fi-
nancial markets, it’s problematic. That’s partly because of the 
zero-sum nature of most financial intermediation: Every penny 
in fees is that much less in investor returns. It’s also the fact 
that most investors are incapable of judging whether their 
money manager or broker is doing right by them. And then 
there’s the issue of risk, as illustrated by the recent financial 
crisis. You can make a lot of money in finance doing things 
that are bound blow up in someone’s face a few years down 
the road. There’s a good chance you’ll have changed employ-
ers by then, after all. Plus, if your bank is so big that its failure 
might bring financial panic, taxpayers will bail it out.

The untempered pursuit of profit, then, is almost never good 
for the customers of the financial sector. Over the long run, it 
may not be good for the financial sector, either. So I’m hoping 
that this new white paper is an indication that the Financial 
Services Roundtable finally realizes all this, and is about to 
start lobbying for tougher regulation, a return to true mutual 
status for the mutual fund industry, a return to partnerships for 
investment banks, and a breakup of big, complicated financial 
institutions. That is the plan, right?

Economists talk about 

profit motive, but 

nothing motivates 

modern man more 

than a chance to avoid 

taxes! 
 
- Peter F. Drucker
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“What Is Wrong With Money?” uses humor to expose the inher-
ent ways that the money system privileges the wealthy by de-
sign and offers a more equitable alternative.

Movie 2.14  What Is Wrong With Money?



Bank Financing

How Banks Should Finance the Social Sector

by John Canady

Financial markets are not working for charities and social enterprises today. Most tradi-
tional financial intermediaries, like banks, are focused on short-term returns and deem un-
secured lending to charities and social enterprises to be too risky. If financing is offered by 
a bank, the terms are often too onerous. As a result, charities and social enterprises do not 
have the cushion of external financing to manage their various capital requirements. Like 
any small business, they need working capital to balance out the peaks and troughs of 
their business cycle. Sometimes they need bridging capital to pay for projects that are be-
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ing grant-funded upon completion. And for 
their long-term success and ability to 
scale, they need access to development 
capital to fund capital investments and the 
development new income streams. This 
lack of affordable funding limits their ability 
to deliver on their mission, hampers their 
ability to grow, and constrains their posi-
tive impact on society.

Banks have a role to play in the social sec-
tor. But it is not the one you might think. In-
stead of trying to develop a convincing 
business case to provide unsecured lend-
ing to higher-risk charities, banks should 
use their own philanthropic capital to imple-
ment the new models that others have de-
veloped to address this market failure.

CAF Venturesome, the social investment 
arm of the UK’s Charities Aid Foundation, 
offers one such model. To bridge the gap 
between traditional bank loans and grant 
funding, we provide “patient capital” in the 
form of long-term unsecured loans to chari-
ties and social enterprises. We use donors’ 
philanthropic capital to offer unsecured 
loans ranging from £25,000 to £250,000. 
To date, we have loaned over £22m to 
over 280 charities and social enterprises in 
the UK. Much to many skeptics’ surprise, 
the default rate is less than 6%.

This model is an innovative way for donors 
to achieve greater impact. Donors’ philan-
thropic capital can be “recycled” in the 
form of loans to different charities over and 
over again, thereby achieving exponential 
impact over a one-off donation. When you 
make an investment using your philan-
thropic capital, ie. what you would other-
wise give away as a one-off donation, we 
then use your capital to make an unse-
cured loan to a charity. When that charity 
pays us back, we then loan that (your) 
money out again to another charity — over 
and over — until we eventually pay you 
back your investment (as per your agree-
ment with us). Hence, instead of making a 
one-off donation, if you invest through this 
model, your money is ‘recycled’ as a loan 
to charities over and over and you achieve 
a much greater impact.

Of course, this is easier said than 
achieved. Internally, this approach requires 
recruiting skilled financial analysts with 
great people skills, since one hour they 
may be meeting a small community group 
and the next they may be structuring a cor-
porate finance-type deal. These people are 
hard enough to come by; finding top talent 
who are also willing to forgo for-profit sec-
tor salaries is even tougher. There are also 
external challenges. While social entrepre-
neurs and nonproft leaders are often 
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smart, passionate visionaries, they may not have had any for-
mal commercial training. As a result, reporting quality and skill 
levels often vary. Unlike the standardized processes and prod-
ucts of traditional banks, lending to higher risk charities and 
social enterprises requires customized application processes, 
careful due diligence, and tailor-made lending offers. It is time 
and resource intensive.

Bank CEOs are under increasing scrutiny to demonstrate the 
“good side” of banking. Innovation in social finance should be 
an integral part of that story. Banks already have the neces-
sary evaluation processes, highly skilled talent, and global 
reach. And they also have sophisticated corporate philan-
thropy and CSR programs. By combining the two in a new 
unsecured-lending-to-charities model, banks could achieve 
much more social impact than they are today.

To be clear, this is not about a new charity banking product 
within their existing for-profit structures. Nor is this about de-
veloping another socially responsible investment (SRI) product 
for their clients. This is about generating greater social returns 
on their own philanthropy investment by offering unsecured 
loans to charities that would otherwise not have access to 
capital.

Strategic corporate philanthropy requires CEOs to take a hard 
look at the skills and resources they have in their organiza-
tions, to mobilize these skills and resources to achieve the 
greatest social impact, and to act boldly, especially when they 
can do what others can’t. Anything less falls short.

If the American people 

ever allow private 

banks to control the 

issuance of their 

currencies, first by 

inflation and then by 

deflation, the banks 

and corporations that 

will grow up around 

them will deprive the 

people of all their 

prosperity until their 

children will wake up 

homeless on the 

continent their fathers 

conquered. 
 
- Thomas Jefferson
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Fast Company: Portland is a city that successfully imple-
mented a plan for transit-oriented development. Its urban plan-
ners made the public domain more appealing and accessible 
by emphasizing density and pedestrian travel. These transit 
policies are credited with spurring urban rejuvenation in Port-
land and many cities, while slowing the postwar dominance of 
the suburbs.

Movie 2.15  Global Model of Transit Development


