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From the CEO

by gary burnison

For the
Love of

Money

Money, money, money
Must be funny
In the rich man’s world
Money, money, money
Always sunny
In the rich man’s world
All the things I could do
If I had a little money
It’s a rich man’s world*

T

he No. 1 reason for divorce in
America: money. The source of
countless wars throughout history: money. What it takes to be president of the United States: money, and a
lot of it — how about needing to raise
$1 billion for a job that pays $400,000
a year, puts you in the world’s tiniest
bubble, turns your hair gray (except for
Ronald Reagan thanks to tubes of Grecian Formula). And half the world always disagrees with you — no matter
what you do.
Money is like water. It is necessary,
and in many parts of the world it is in
short supply. It has a purpose, but it’s
not durable. In excess, it’s overly visible
and utterly destructive.
I recently asked a former Cabinet
member, “What was the most surprising thing about Washington, D.C.?” He
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immediately said, “The singular goal
of the people on the outside is to be
back on the inside, and the only objective of the people on the inside is not
to be back on the outside.” A sad commentary, but probably truer than we
would like to believe. Power is all too
often seated at the right hand of money.
But I have a different view: money
can rent loyalty, but it can’t buy it. If
money is the only thing keeping employees at your company, you’ll only
keep them until someone else makes
a higher offer.
And yet, many leaders hear “reward”
and automatically jump to money. In
fact, money is only the most expensive
and least motivating currency circulating in the 21st century workplace. Even
worse, typical money-based reward
systems have been shown to produce a
multitude of negative outcomes: poorer
performance, diminished creativity
and reduced interest in tasks that were
once intrinsically interesting, to name
just a few detailed in Dan Pink’s excellent “Drive,” a well-researched, forwardthinking examination of employee
psychology. Pink shows that using rewards to motivate knowledge workers
requires an approach far more subtle
than “carrot and stick.”
One counterintuitive example: You
might guess that the bigger the per
formance bonus, the greater the effect.
Not so. In a study at CalTech, scientists

found that above a certain size, the potential for a bonus negatively affected
participants’ ability to succeed at a
simple arcade game. The phenomenon
seems to be explained by “loss aversion.” Humans fear the pain of losing
more than they desire the pleasures
of winning. The more reward on the
line, the more the participants focused
on losing — and lose they did.
Another study, at the London School
of Economics, found that financial
incentives undermine overall performance because they can “reduce intrinsic motivation and diminish ethical or
other reasons for complying with workplace social norms such as fairness.”
In my sixth year as a CEO, I’m not
naïve — how employees are paid certainly influences how they behave. But
how much, and in what ways? Business
management psychologist Frederick
Herzberg first articulated the idea that
“hygiene factors” — such as salary, security and status — were crucial for avoiding job dissatisfaction, but had little
impact on job satisfaction. In other
words, you want to pay employees
enough so that money is their least
concern at the workplace — but to motivate, reward and celebrate them,
the buck (literally) stops elsewhere.
Once upon a time, a faraway kingdom was devastated by drought. The
crops failed, and the ground hardened
and cracked. And so the king ordered
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his staff to hire the best digging crew
in all the land. The crew arrived with
picks and shovels and began digging.
Six feet, eight feet, ten feet — the workers kept digging. Finally, they put down
their tools. All this digging was absurd!
Besides, it was hot, and they had nothing to drink.
Enraged that the crew was refusing
to dig, the king ordered them put in
jail. His wisest adviser, however, asked
to speak with the workers. “Come,”
he said, and led the crew on a tour of
the kingdom, past the fields that had
turned to brown stubble, the children
who sat listless in the dust, the cows
that were chewing dry straw instead of
green grass. “You’re not just digging,”
the adviser said. “You’re bringing life
back to this kingdom.”
Immediately, the workers rushed
back to the task. They dug day and night
until they struck water. When the king
came to see the well, he asked the crew
what had made such a difference in
their work. “Once we understood why
we were digging,” the workers said,
“nothing could stop us until we had
finished the job.”
The moral of the story: The “why”
is more sustainable than the not-sodurable “how much.” The “why” aligns,
unifies and elevates. At every level, team
members see how their work affects the
bigger picture. Purpose is that bigger
picture. With purpose, individual members of the team come together, becoming a whole that is, indeed, greater than
the sum of the parts. Purpose captures
hearts and minds.
This issue of Briefings is about “Facing Now,” which means accurately viewing today, for that will be the starting
point for tomorrow. What is today’s
reality? CEOs are in a brutal fight for
growth and relevance. Easy growth is
over. In this decade, growth will be
driven by innovators who are capable
of crossing borders.
In this knowledge economy, employees need heightened self-awareness, learning agility and cultural dex-
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terity. They must bring creative ideas
and collaborative impulses into their
work. This is not the assembly line, and
the way employers motivate workers
must change accordingly. So what are
today’s workers after?
Look to maximize three things,
according to Pink:
• Autonomy — “the desire to direct
our own lives”
• Mastery — “the urge to make
progress and get better at something
that matters”
• Purpose — “the yearning to do
what we do in the service of something larger than ourselves.”
Compensation, while important, is
secondary to the employees’ desire to
be challenged, to contribute, to be recognized and to understand how their
actions are helping the organization
progress. People want to know that
they belong, that they are an integral
part of something that is bigger than
themselves.
To autonomy, mastery and purpose,
I’d add a related fourth. For a moment,
set aside the footnoted, peer-reviewed
studies and assume that only two motives matter: “for love or for money.” In
this dichotomy, love wins every time.
You might think that bringing the
idea of “love” into your management
strategy won’t work unless you’re in
the organic ice cream business, or
something similarly soft and squishy.
“I double dog dare you,” management
expert Gary Hamel told BigThink.com,
“go into your next company meeting
and say, ‘What we really need in this
organization is, we need more love.’ ”
The recoil from “love” in a workplace context is understandable — and
yet the most potent rewards, the most
meaningful celebrations, share this
root characteristic. They make the employee feel loved. Love, here, is being
part of a community that appreciates
and celebrates each other deeply and
personally, by a community that trusts
each other to do the right thing, by a
community that supports its members’

autonomy, mastery and purpose.
Leaders need followers, and emotion remains the most potent means
to change minds, by gaining access
through the heart and then following
it with reason. Why should relationships in business differ from any others? When the leader communicates,
“We couldn’t have done it without you,”
what he is really saying to each contributor is, “You are loved.”
Letting employees know that you
genuinely, personally appreciate them

means going beyond whatever might
be promised in their contract. Informal
recognition should be constant and tailored to the employee and the situation
at hand — a handwritten note, a simple
“thank you.” Celebrate the incremental
achievements as well as final results.
Journeys, not destinations, are often
what we remember most, the quality,
depth and richness of experiences along
the way.
As a leader, if you are looking for
team members to believe in you, you
may be disappointed. Rather, believe
in your team members, and you will
be amazed.
*ABBA. “Money, Money, Money.” Arrival. Polar
Records, 1976.
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The Science of Listening
How our brains help to create what we hear
far-flung, it has become axiomatic
that effective leadership is predicated
on effective communication and, in
particular, on finely honed listening
skills. Yet, according to Ram Charan,
a noted business adviser who has
worked with top executives at some
of the world’s most successful companies, “Corporate leaders’ 360-degree feedback indicates that one out
of four of them has a listening deficit
— the effects of which can paralyze
cross-unit collaboration, sink careers
and, if it’s the CEO with the deficit,
derail the company.”
Charan was referring specifically
to a deficit in the kind of listening
Palmisano described — a complex
skill known as active or empathetic
listening in which the listener suspends his own frame of reference
and fully attends to the speaker’s.
The listener avoids engaging in immediate judgment, prejudice, assumptions, rebuttal or criticism. He
is open not only to the spoken word,
but also to body language and emotional subtext. He does not try to
evaluate or solve problems in the
moment, but simply restates to the
speaker what he believes he is hear-

ing so as to confirm the mutual understanding of both parties.
That kind of listening is difficult
to master, in part because it is at odds
with today’s frenetically multitasking, information-overloaded, distraction-driven world, but perhaps more
importantly because it runs counter
to the way our brains have evolved
to function. Our listening brain is
wired to do exactly what active listening discourages: evaluate input,
predict outcomes, make judgments
and perform triage, all on a momentto-moment basis. That mode of functioning, according to recent thinking
in cognitive neuroscience, evolved
as the brain’s strategy to use its finite
neural capacity efficiently.
“Rather than waiting to be activated by sensations, [the human
brain] is constantly generating predictions that help interpret the
sensory environment in the most
efficient manner,” wrote Harvard
Medical School neuroscientist Kestutis Kveraga et al. in a 2007 paper,
“Top-down Predictions in the Cognitive Brain.” “There are many statistical regularities in our environment
and the brain uses them to short-cut

SAY WHAT?
coffeedence (n.): The sudden burst of confidence, focus, or creativity one experiences during
or immediately following the consumption of coffee/caffeine. Source: Urban Dictionary
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Hal Mayforth

M

GEN’s Chairman of the
Board Kevin Sharer recalled
his moment of epiphany.
“The best advice I ever heard about
listening — advice that significantly
changed my own approach — came
from [then IBM CEO] Sam Palmisano,
when he was talking to our leadership team. Someone asked him why
his experience working in Japan was
so important to his leadership development, and he said, ‘Because I
learned to listen by having only one
objective: comprehension. I was only
trying to understand what the person
was trying to convey to me. I wasn’t
listening to critique. I wasn’t listening to object. I wasn’t listening to
convince. I was listening solely for
comprehension.’ ”
As organizations have become
flatter, more virtual and increasingly
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processing in similar future situations. The primary principle is that
the brain extracts coarse, gist information rapidly, and uses it to generate predictions that help interpret
that input. [It] continuously employs
memory of past experiences to interpret sensory information and predict
the immediately relevant future.”
That means that listening is
largely a top-down, strategic, cognitive process. Techniques like positron
emission tomography and functional
magnetic resonance imaging reveal
what happens when we listen. As we
take in the stimuli of the speaker’s
words, the prefrontal cortex, which
enables organizing and prioritizing,
lights up with activity as we continu-

ally vet the incoming information
against what we know, our past experiences and our theoretical construct of the future.
In one of a series of papers on
the subject, Karl Friston, professor at
the Institute of Neurology, University
College London, wrote: “The brain
models the world as a dynamic system. Perception is the optimization
or inversion of that model. Cortical
responses can be seen as the brain’s
attempt to minimize the free energy
induced by a stimulus and thereby
encode the most likely cause of that
stimulus. This is clear evidence that
the brain is sensitive to the probabilistic context in which events are
encountered.”
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According to Andy Clark, professor at the School of Philosophy, Psychology and Language Sciences at
Edinburgh University, this is a great
advantage: “The capacity to use what
you know to outweigh some of what
the incoming signal seems to be saying can be hugely beneficial when
the sensory data is noisy, ambiguous
or incomplete — situations that are,
in fact, pretty much the norm in daily
life. This underlines the surprising
extent to which the structure of our
expectations, both conscious and
non-conscious, may quite literally
be determining much of what we
see, hear and feel.”
That further suggests, said Clark,
that perception is inextricably tied
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Is the Party
SOCIAL MEDIA BOLSTERING BIG BRANDS
Fortune Global 100 companies have more accounts on social media platforms
than ever before, with an average of: 10.1 Twitter accounts, 10.4 Facebook
pages, 8.1 YouTube channels, 2.6 Google+ pages and 2.0 Pinterest accounts.
Source: Burson-Marsteller

to understanding and imagination.
If conscious perception is a predictive, top-down process in which the
brain continuously compares incoming information to what it already
knows about the world, then that
reservoir of knowledge is what we
call understanding and that top-down
process, when operating in a freefloating way without external stimuli, is what we call imagination. In
fact, researchers from Washington
University in St. Louis have found
through advanced brain imaging
techniques that the mental processes
of remembering the past and envisioning the future are strikingly
similar.
“In other words,” said Clark, “the
human brain is deploying a fundamental, thrifty, prediction-based
strategy that husbands neural resources and, as a direct result, delivers perceiving, understanding and
imagining in a single package.”
Viewed from that perspective,
then, the challenge of active, empathetic listening requires no less than
a willful override of the brain’s preferred mode of operation. It requires
that listeners quell the brain’s biological need for efficiency, prediction
and planning and employ a purely

8
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bottom-up process to become truly
open to the input of others. As Ram
Charan concluded, “Truly empathetic
listening requires courage — the
willingness to let go of the old habits
and embrace new ones. But once acquired, these listening habits are the
very skills that turn would-be leaders
into true ones.”
If we each are indeed creating
our own individual perceptions, perhaps empathetic listening is what
enables those perceptions to dovetail
into collective understanding. In his
1949 classic, “Language in Thought
and Action,” S.I. Hayakawa expressed
it this way: “A human being is never
dependent on his own experience
alone for his information. Even in a
primitive culture he can make use
of the experience of his neighbors,
friends, and relatives, which they
communicate to him by means of
language. Therefore, instead of remaining helpless because of the lim
itations of his own experience and
knowledge, instead of having to discover what others have already discovered, instead of exploring the false
trails they explored and repeating
their errors, he can go on from where
they left off. Language, that is to
say, makes progress possible.”

F

or most of the decade since
Goldman Sachs’ Jim O’Neill
first conferred fab-four status
on Brazil, Russia, India and China,
even giving them the catchy nickname of “the BRICs,” those emerging
economies had certainly lived up to
expectations. On average they grew
faster than the rest of the world —
four times faster than the United
States, in fact — and became the
darlings of overseas investment
portfolios, attracting $70 billion in
mutual funds alone. Then, in 2011,
their growth decelerated dramatically, prompting another Goldman
Sachs economist, Dominic Wilson,
to report, “We have likely seen the
peak in potential growth for the
BRICs as a group.”
The sudden downshift was
largely the result of Europe’s deepening sovereign debt crisis, which
severely reduced demand for the
manufactured exports of emerging
economies and suppressed prices
for their commodities. European
banks that had been sluicing capital
into the developing world pulled
back in the face of uncertainty at
home. However, even as the Russian,
Indian and Chinese economies
slowed, they still grew at 4.3 percent,
7.8 percent and 9.2 percent respectively. Brazil, on the other hand,
lagged the pack at 2.7 percent after
having reached a peak of 7.5 percent
a year earlier.
Until recently, Brazil’s economy
boasted large and vibrant agricultural, mining and manufacturing
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Over for Brazil?

sectors and the largest oil finds in
the Americas. Driven by soaring
commodity prices and robust Chinese demand for raw materials, it
had steadily expanded its presence
in world markets. Domestic consumption, spurred by plentiful
credit, grew to account for 60 percent of the economy. Then last year,
sectors that had been roaring ahead
ground nearly to a halt. The manufacturing sector struggled because
the overvalued Brazilian currency

(the real) opened the floodgates to
cheap imports. Automobile output
plunged as carmakers idled factories
to whittle down high inventories.
Steel mills slowed as a glut in the
market depressed prices. Job creation slowed sharply. Capital spending fell. Interest rate hikes that had
been put into effect during the first
half of 2011 in an attempt to cool inflation began to ratchet back consumer spending. “The most shocking aspect was that all the demand
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The global economic slowdown has
drastically constrained Brazil’s
growth, but domestic reforms may
be the key to its revival. Here, demonstrators demand that Brazil’s
legislators “sweep out” corruption.

components contracted (at once),”
said Mauricio Rosal, chief economist
at Raymond James & Associates in
Sao Paulo.
Under new President Dilma
Rousseff, Brazil’s government began
to adopt a series of aggressive strategies to try to reverse the trend. The
Central Bank began cutting interest
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rates again — lopping off 450 basis
points in one year, down to a record
low 8 percent — in an effort to stimulate growth, reduce the value of the
real and reignite consumer spending. The government also took measures to protect Brazil’s
industries from a growing flood of Asian imports, including raising
taxes on foreign cars
and trucks. It also instituted $1 billion in tax
cuts to further stimulate
consumption and
pledged to increase government purchases of
made-in-Brazil goods.
Despite these stimulus
packages, however, the
economy barely expanded (0.02 percent)
in early 2012 and is
likely to come in at less than 2 percent growth for the entire year, according to a Central Bank survey of
100 analysts.
According to David Fleischer, a
professor at the University of Brasilia,
the government is merely “applying
patches to an increasingly exhausted
growth model.” Many believe, as he
does, that, despite the buffeting vagaries of the global economy, Brazil’s
problems are locally rooted. They say
its economy is weighed down by an
inadequate infrastructure, a limited
transportation system, an unwieldy
tax code, an expensive and underqualified labor force, antiquated labor
laws, corruption and a dysfunctional
judicial system. All this pushes up
the notorious “Custo Brasil” (the
“Brazil Cost”), the intrinsic premium
paid for doing business in the country.
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By employing stimulus measures
“the government is exacerbating
some of these structural imbalances
in the Brazilian economy, which are
likely to come to a head at some
point over the next few years,” said
Richard Hamilton, head Latin America risk analyst at Business Monitor
International.
Increasingly, many business
leaders are clamoring for reform.
“The time has come to prioritize
structural reforms that really address the competitive problems of
the Brazilian economy,” said Paulo
Godoy, president of ABDIB, a Brazilian association of infrastructure and
capital goods industries. Sussumu
Honda, president of the Brazilian
Association of Supermarkets, agreed:
“Brazil is not going to grow unless
we make the necessary reforms. The
country is not competitive. It’s not
just a question of this year.”
Still, neither Rousseff nor Brazil’s
Congress have shown much political
will for reform. Instead, the government adds to the problem by overspending and doing so extremely
inefficiently. In fact, since the 1990s,
Brazil’s government has doubled its
spending as a percentage of GDP,
now at 40 percent, incurring huge
obligations by subsidizing handpicked projects and favored companies, effectively crowding out the
private sector. “In Brazil, we have
this philosophy that the state is the
great investor, but it is very inefficient and very slow to make decisions,” said Adriano Pires, head of
the Brazilian Infrastructure Center.
“It’s not enough to carry out
isolated measures, because they
don’t take us anywhere,” said Miguel

Daoud, a director for Global Financial
Advisor. “The government needs a
growth plan.” Most agree that any
sustainable growth plan for Brazil
would focus on increasing its productivity, private savings and investment. Productivity growth for the past
decade has been only 0.9 percent
annually, investment only 19 percent
of GDP, and Brazilians remain chronically averse to saving.
Brazilian consumers are already
some of the most highly leveraged in
the world, said BMI’s Hamilton, and
by further underwriting consumption the government is giving households incentive to take on even more
debt, exacerbating the country’s deficits and perpetuating its reliance on
high interest rates to attract capital
inflows. Add to that a still overvalued
currency and you have a formula for
chronic non-competitiveness. “In
short,” said Hamilton, “Brazil is consuming a lot more than it is producing, and at some point that has to
end — or at least slow down. How
and when this will play out is hard
to call.”
Although some see it playing out
with a prolonged period of lackluster
growth, disappointing in light of the
frothy expectations engendered by
the BRIC narrative, others see it as
the beginning of a needed correction.
Neil Shearing, Capital Economics’
chief emerging markets economist,
recently told the Financial Times: “All
this hope of the Brazilian decade, of
growth of 6 percent a year, was unrealistic. But it can do 3 or 4 percent,
which is about par for the (current)
stage of development of Brazil’s
economy. Perhaps some sanity has
come to the debate about Brazil.”
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Generalist Managers
Make a Comeback
Many are beginning to argue that breadth,
not depth, will be the key to successful
21st-century management

William Rieser

T

he corporate quest of the moment is the search for the agile
organization — flexible, efficient and rapidly adaptive. As companies have become flatter, more
networked and less bounded, the
prevailing wisdom is that increased
specialization is the key to agility.
Jobs are getting more specialized,
people work in teams and cross functional boundaries, and success is being redefined by expertise, not span
of control. In Harvard Business Review,
Thomas Malone, a professor at the
MIT Sloan School of Management,
recently contended that we are entering “the Age of Hyperspecialization” in which “jobs atomize into
complex networks of people all over
the world performing highly specialized tasks.” Up to now, this canon
that the big bang of specialization
will create an agile universe has encountered very few heretics.
However, in a recent HBR blog
which drew a good deal of reaction,
Vikram Mansharamani, a lecturer at
Yale, contended that increased specialization is limiting agility, not enhancing it: “Business thinkers point
to ‘domain expertise’ as an enduring
source of advantage in today’s competitive environment. For various
reasons, though, the future may belong to the generalist.”
According to Mansharamani, specialists are great at working welldefined problems within constrained

domains, but because
they “toil within a singular tradition,” they
also try to “apply formulaic solutions to situations that are rarely
well-defined.” Generalists, on the other hand,
are great at making connections across domains and
working on problems for which
the parameters are not clear.
“In today’s uncertain
environment, breadth of
perspective trumps
depth of knowledge,”
wrote Mansharamani. He pointed
to the oft-cited work of Philip Tetlock,
a University of Pennsylvania psychology professor. In 2005, Tetlock
published the results of a 20-year
study suggesting that within a given
area of expertise, experts are less
accurate predictors than are nonexperts. He concluded that what
matters in making a sound forecast
or decision isn’t so much knowledge
or experience as good judgment
and broad perspective.
Rick Jones, former CEO of biotech company Anchor Therapeutics,
has witnessed that phenomenon in
practice: “Experts with a deep focus
on a particular field may be invaluable for the insights they provide in
that critical area of a project, but may
not even recognize what they don’t
know about the wider issues.”
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“Overspecialization often obscures our vision of things that are
in plain view,” said V.P. Kochikar,
associate vice president at Infosys
Technologies. “There is perhaps no
better example of this than the recent financial crisis. You don’t need
clairvoyant flair or cutting-edge,
specialized competence to see what’s
coming — just a crystal-clear, common-sense view.”
Lee Thomas, a team facilitator of
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agile software development at IAG
New Zealand, has seen his industry
come full circle: “In our profession,
we started as generalists, doing what
was needed. We later moved to specialization as technology and tools
became more complex. Now, as part
of the agile movement, I see us returning to that generalist approach
— with improved tools and a need for
lower cost and overhead.”
The knock on the generalist has
always been the glib assessment,
“jack of all trades and master of none.”
But in fact, the real generalist model
was one of apprenticeship, coming
up through the ranks and mastering
several specialties. Those who displayed an ability to transcend that
specialized understanding to reach
a more global, multilayered understanding were drawn into general
management.
“At one time general managers
were at the center of the action,” said
Ron Ashkenas, a managing partner
at Schaffer Consulting. “Two decades
ago, organizations were designed
around stand-alone business units,
so all managers had to understand
finance, technology, manufacturing,
sales, marketing, strategy, human resources and more. To get this broad
exposure, managers were given a variety of functional roles. However,
starting in the 1980s, many compa-

nies evolved to ‘functional’ structures
to cut costs and reduce duplication.
[Today] there are few opportunities
for managers to learn all aspects of a
business. This may be one of the reasons why many organizations struggle to perform.”
More and more companies seem
to be recognizing that possibility
and attempting to obviate it. IBM,
Anheuser-Busch, Scotiabank, and
MetLife all have instituted programs
that allow their managers to gain
experience in a variety of global and
functional roles across the enterprise.
General Electric, long famous for its
executive training, evaluates people
on a number of decidedly generalist
characteristics, including external
focus, clear thinking, imagination
and inclusiveness.
Given sluggish economic conditions, some employers want to reduce their overall number of employees and find people that have multiple
skills and can work cross-functionally.
In some cases, specialist jobs are being outsourced or handed off to consultants, a surprising turn of events.
But some are not so surprised.
“The ability to connect the proverbial
dots will always be a superior skill
to painting each dot perfectly,” said
Dipesh Lall, director of information
management and analytics at PricewaterhouseCoopers LLP. “As one faces

higher-order problems, one needs
strong generalist ability and an abiding willingness to tolerate and temper ambiguity. There are some skills
where deep expertise is necessary —
surgery, building bridges, running
the Large Hadron Collider in Europe
— but a plurality, even majority, of
human activities require the rich
perspective of a generalist.”
To some degree, the specialist/
generalist debate is a semantic one.
Many who dismiss the value of generalists will, in the same breath, tout
the value of “multi-specialists,” “versatilists” and “T-shaped skill sets,”
each of which is little more than a
rebranding of what true generalists
have always brought to the table: an
optimal combination of depth and
breadth. The debate also presents a
false choice. Effective leaders and
managers typically possess traits
that can be claimed by either camp.
“The world does require more
specialization these days — we need
people with deep knowledge of technology and complex products,” said
Ron Ashkenas. “But the danger is
going so far down that path that no
one is able to provide the broader
perspective, and we end up getting
trapped in silos. My sense is that the
answer isn’t to abandon specialization, but rather to find the right
balance, which won’t be easy.”

NO VACANCY
For the eighth year in a row, hotel room rates in Moscow are far and away the highest in the world.
Other bank-breaking destinations include:
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Viewpoint

by richard emerton

The

Capabilities Gap
The supply of quality non-executive directors
is not keeping pace with the demand

Pushing accountability up the corporate food chain
has become the norm. Blame for unethical corporate
behavior — rightly or wrongly — is often laid on
the board of directors, the de facto guardians of the
business world.
The rout of directors at Barclays
early in the summer of 2012, with the
resignation of both the bank’s chairman and board remuneration chair,
aptly demonstrated how boards take
the bullet when the pressure is on. Even
at firms unaffected by the likes of the
Libor fiasco, the high-risk environment
of the post-crash economy means improving corporate governance has become a top priority.
This is no small task. The operating
environment is more challenging than
ever. External market factors, none of
which firms can directly control, all
weigh heavily on the demands of the
boardroom. These include unparalleled
financial instability, increased shareholder demands, a rapidly evolving regulatory landscape and intense media
scrutiny. As companies maneuver past
these obstacles, the need for outstanding non-executive directors (NEDs) has
never been more pressing. The question is whether there are enough people with the necessary skills and exper-
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tise to do the job in the heat of today’s
boardroom.
There is growing recognition that
the answer just might be “No.” A vicious cycle is creating a widening gap
between what the market requires
from its directors and what the market
can provide in terms of talent. The
problem is one of supply and demand.
On the one hand, increased operational
complexity is driving high demand for
quality NEDs. That same complexity is
creating a progressively more demanding job brief. This widening capability
gap has significant implications for
the overall health and competence of
boards. With fewer candidates able to
provide the lengthening list of competencies required for an NED role, there
is increased risk that boards will fail to
provide the holistic oversight requisite
in today’s market.
The demands of the NED role have
evolved beyond the “cushy” reserve it
once was. Long gone are the days of
reading board papers in the car on the

way to annual meetings. Recent research has identified new requirements
for the role: a greater time commitment,
a broader skill set and a deeper technical capability.
John Peace, chairman of Standard
Chartered, noted in a recent interview
that “the basics of true independence
and integrity are still of fundamental
importance, but it is what we have layered on top that has made the job so
challenging and time-consuming today.” Indeed, NEDs must not only bring
sophisticated behavioral attributes to
the table, they must also possess hardedged skills and experience in areas
such as risk, numeracy, finance and
technology. As such, the most soughtafter directors now have such a diverse
and complex skill set that one might
describe them as the superheroes of
the corporate world. It is no surprise
that such individuals are alarmingly
scarce.
The bar has unquestionably been
raised. While boards still prize traditional NED qualities such as independence and experience, the greater technical demands require an exceptionally
well-rounded and high-caliber crop
of talent. The expanded and more demanding brief means only the best
NEDs will add the value that boards
desperately need. This will affect board
composition and recruitment processes. As boards become more specific
in identifying their talent needs, so the
search for suitable candidates becomes
harder.
Compounding this challenge is
the need to maintain diversity on the
board in all its guises: race, gender and
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nationality to name but a few. With the
European Commission recently proposing laws requiring at least a 60-40
split between men and women by 2015,
the agenda has clearly moved beyond
rhetoric. Genuinely diverse boards are
fast becoming a “need to have” not a
“nice to have” asset. When fishing for
boardroom talent, casting the net beyond the usual pool of candidates is
clearly a smart strategy, but the trend
toward enforced quotas nevertheless
presents additional challenges.
Search committees are increasingly under pressure not only to find
the best-qualified individuals, but also
to ensure that their boards are well balanced and diverse. Among the shrinking pool of talent, individuals must be
found who not only offer the skills necessary to fill gaps around the board table, but also fit the required diversity
profiles. This could lead to a situation
where finding the right NED candidate
becomes like looking for a needle in

Briefings on Talent & Leadership

the corporate haystack.
The focus on board diversity and
the requirement to search longer and
harder for female NEDs will help to
broaden the pool of qualified candidates. However quotas, while a powerful catalyst to support this push, may
have the unintended consequence of
dramatically reducing the supply of
talent just when boards all over the
world need the best they can find.
The quandary of board recruitment
does not stop there. Even when the
right candidates are identified, many
are increasingly cautious about assuming NED responsibilities. Amid growing regulation, the personal liability
and reputational risks of being an NED
are becoming extremely high. Boards
must grapple with the risk-reward
ratio weighing heavily on the minds
of the talent they are trying to attract.
While remuneration may not be the
primary motivation for the best directors, it is increasingly affecting the

willingness of executives to take on
the added responsibilities and time
requirements of the role.
The collision of an increased demand for highly qualified, dedicated
and skilled directors with a diminishing supply of suitable candidates is the
No. 1 talent challenge facing boards today. The risk of poor governance — as a
result of the capability gap — is simply
too high to ignore.
Addressing the predicament is
therefore an urgent priority and will
require recalibrated and targeted boardsuccession strategies. Boards must look
deeper and further for qualified international candidates, and with the looming introduction of diversity quotas,
those who move last will find the
talent pool dramatically depleted.
Richard Emerton is a senior client partner and
managing partner, board and CEO services,
serving Europe, the Middle East and Africa
from his base at Korn/Ferry’s offices in London.
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Planning for Transition
An Interview with Robert J. Stevens,
Chairman and Chief Executive Officer,
the Lockheed Martin Corporation

Y

ou could say the hundred-year history of

Lockheed Martin is the history of aviation,
defense, aerospace, information technology
and modern business. But Robert J. Stevens,
Lockheed Martin’s chairman and chief execu-

tive, is not so much concerned with the past
as he is with the future. Since his first days as
CEO in 2004, Stevens and his board of directors have been planning his succession. Why
spend so much time on an event so far away?
Because that’s the way Lockheed Martin, the
Credit

world’s largest defense contractor, rolls.
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Different times require different types of leaders. Recognizing this, Stevens did not just build a succession pro-

group of leaders strong enough and experienced enough

cess — he created a leadership-development protocol spe-

so more than one manager can do each of the company’s

cially tuned to Lockheed Martin’s culture and future. An

top jobs. And, given that some of Lockheed Martin’s pro-

integrated leadership-development program and center

grams go on for decades, it is also about building a team

did not exist before Stevens assumed the corner office.

that can work together for the long haul. To do that takes

Robert J. Stevens recently spoke about the succes-

training and education. But it also requires experience in

sion process he put in place with Clarke Havener, Korn/

different businesses, geographies and roles. It requires

Ferry’s Global Sector Leader for Aviation, Aerospace and

employees to move out of their comfort zone.

Defense, and Joel Kurtzman, Editor-in-Chief of the Korn/

The importance of building a top team with that much
experience became evident when Stevens’ designated
successor, who was due to take over in a matter of months,

Ferry Briefings on Talent & Leadership. What follows is an
edited version of that conversation.

Previous page: Gary Landsman

To Stevens, succession is not just about finding the
right candidate for the right spot. It is about building a

abruptly left the company under a cloud in November
2012. Without a delay, Stevens and the board promoted
Marillyn Hewson, a 30-year veteran of the company, to
president and chief operating officer, and elected her to
the board of directors. Hewson, executive vice president
of Lockheed Martin’s biggest business area, Electronic
Systems, will become the company’s chief executive
Jan. 1, 2013. Stevens will become executive chairman
the same day.
With about 82 percent of its roughly $46.5 billion in
revenue coming from U. S. government work, and with
many of the corporation’s government customers around
the world facing some type of austerity, Lockheed Martin’s new leader, Hewson, will inherit a business environment far different from the one Stevens did.

Lockheed Martin’s F-35 Lightning II, also
known as the Joint Strike Fighter, has been
under development since 2001.
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Marillyn Hewson, Lockheed Martin’s executive vice
president of Electronic Systems, will become president and chief executive officer in January 2013.
When did you begin putting your succession plan in
place?

STEVENS: It was a topic at the very first meeting I had with
the board as a new CEO in 2004. It was also a topic at
Marillyn’s first meeting when she was elected to the board.
In my first meeting, talking about succession planning
gave me a little moment of pause, because it was my first
day in office. But our board was very — and I think appropriately — insistent on recognizing that succession planning isn’t optional. It’s essential.

Courtesy Lockheed Martin

Why is it so important?

STEVENS: We recently experienced an unexpected change
in our succession plan. But because we developed a deep
reservoir of talent, the change was seamless — even though
the candidate was different. We were ready because we
didn’t look at succession as a static process. We’ve always
seen it as dynamic, requiring more than one person capable of doing each job. There are many examples where a
leader or members of the leadership team make a huge,
leveraged difference in how the organization performs.
So, when we developed the plan, it was enterprise value
that we talked about. And of course it was much more

than just the phasing of succession that we discussed. It
included a very significant discussion about what kind of
talent we will need, what kind of company we are today,
what kind of company we will need to be in the future,
and how that translates into the dimensions of leadership
and professionalism. We also discussed how we go and
acquire the right inventory of talent, and how we exercise
the major muscle groups of that talent to assure that they’re
not just good people but that they’re the right executives
for the demands of the business today, and for where the
business will be going in the future.
Did you raise these issues with your board right away?

STEVENS: Yes. But it was of mutual interest. As the CEO, I
described the strategy, but there was a great appetite on the
part of our board members because they’re experienced,
many of them having served long and distinguished careers
in executive management, all of whom have seen good and
really awful examples of transitions and succession. We
concluded early on that there were probably two or three
attributes that ought to be design features of our succession planning that we would steer for.
What were some of those design features?

STEVENS: We talked about how to grow our talent from
within. I didn’t want to be one of those people that runs
up against our mandatory retirement age — and I’m not
there yet! — and says, “Well, thanks very much. This has
been swell,” and then leaves the board and the company
and our customers to figure everything out. So we developed a premeditated “grow talent from the inside” approach. That was one feature of our succession architecture. I think recent events show that the approach worked.
Another was to make the transition when the company
was strong.
Were there other features to the plan?

STEVENS: Another feature was to work to construct a business model that’s going to be durable with respect to strategy, operations and financial performance. We didn’t
want to create a dilemma in which a new team not only
has to make the transition work, but has to do it against
an external environment that’s sort of falling away from
them. We talked about the features of the transition we
needed to put in place and not about a specific time. So, I
had a pretty long horizon to work with because of these
early conversations in 2004. But I set up a template early
because that’s the kind of people we are at this company.
Everything has a model. Everything has a structure to it.

Briefings on Talent & Leadership
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Did being so structured help or hinder the efforts?

STEVENS: It’s a funny thing. It’s an incredible strength. And

it can be an odd constraint. We are systems engineers and
so we think that way. We’re not particularly good at shortterm business models because we have 40-year product
cycles. I mean, we think in long arcs, which suits some
market environments and circumstances and is very illfitted to others. But that’s the model we use. So, I presented the succession model to the board a couple of times.
We refined it together a couple of times. And then we
started to populate the model. “Do we have talent internally? Should we go get talent from outside,” which we’ve
done in many cases at varying levels
How did you measure progress in the succession planning process so you knew you were on the right path?

STEVENS: The honest answer is you don’t really know if
the specific details are working in advance. But we had
enough maturity in the board, and enough individual and
collective executive experience to know notionally we
were right. And we also made some huge investments in
talent along the way. Those investments paid off, and will
continue to pay off.
Such as?

STEVENS: Our Center for Leadership Excellence, for example. We did not have leadership development programs in
2004 like we do now. The center is a gathering place for
our executive talent from across the corporation. Think
of a pool of 17,000 people in a 120,000-person company —
supervisors and above. We bring them here for both professional skills training and leadership-development experiences. I learn from them. They learn from us. And we
get to see one another. We see the talent in the pool. We
say, “Well, that person has demonstrated some real expertise in an area.” So one of our early convictions — “Grow
from within; do it when you’re strong” — was a recognition that you need to rotate people through the organization so they can have broad experiences in leadership. But
you can’t grow up in one organization, in one function, or
one program, and aspire to be CEO. The business is too
complicated for that. I’ll pick on my successor as an example. In her 30-year career, Marillyn had 19 different assignments, made eight moves, and worked in three of our four
businesses. She’s had corporate assignments. Those rotations have given her a broad set of leadership experiences
she’ll need as CEO. It also gave us insight. We saw Marillyn was able to add creative ideas to every business she led,
and people liked that. They also saw she made each business perform better with regard to the P&L.

20

Q1.2013

So the Center for Leadership Excellence was set up to
develop talent as part of your succession plan?

STEVENS: I would say it was more tied to what you can call
a “foundational element of transition,” which is leadership development. The same is true for a program called
Full Spectrum Leadership, which is a curriculum or an
architecture for leadership development. We are a very
analytical community. You can’t just go out and tell people
to be good leaders. They’ll ask, “What does that mean?”
What does it mean?

STEVENS: There are five dimensions in our Full Spectrum
Leadership program. These allow us to understand the
constructs of leadership down to the kinds of skills you
need to develop and the kind of thinking you need to be
developing. It’s been an incredibly useful vocabulary and
has provided structure. And the great thing about it is we
made it up. So it’s not so rigid that you can’t move it. But
again, notionally we know it’s right.

What are those five dimensions?

Courtesy Lockheed Martin

STEVENS: The first one is called “Shape the future.” I’d call

that the strategic element. The second is “Build effective
relationships.” This is a team sport: You are on a team, you
lead a team, you’re part of a team. Third is to energize the
team. The business needs leaders who create a positive
environment. The fourth dimension is, “Deliver results.”
We’re a business, so you need to get results. And the fifth
is so critical to our culture and the nature of the business
we’re in. It’s “Model personal excellence and integrity and
accountability.” That’s the ethical commitment. Why is
that so critical? Because, as a global security company, we
are the largest provider of systems and services to our government and friendly and allied governments. The work
that we do has big consequences. It’s mission oriented. If
we don’t believe in our mission, then we can’t serve our
customers’ interests. The military has a great and deserved
reputation for high integrity. If we don’t play the same
way, we can’t possibly serve that customer community. So
we orient around those five dimensions. We measure people on them. We give feedback on them. And your ability

to progress through this leadership development experience, to higher levels and different jobs, is a function of
how well you are doing in these dimensions. It’s how I
evaluate you, your peers evaluate you, your subordinates
evaluate you. Everybody in this company is evaluated the
same way, including me. We do 360-degree reviews. Everyone is evaluated the same way because the goal here isn’t
to use evaluations as a hammer to punish you; it’s an instrument to inform and enlighten you. But there’s an added
dimension as well. We take customer surveys to ask them
what they think of us — and they can be brutally honest.
But you’d rather hear it than have a massive blind spot that
is disabling.
You have a number of programs at Lockheed Martin
that run longer than a CEO’s tenure.

STEVENS: We’ve been building C-130 aircraft for 56 years.
That’s more than the terms of three CEOs.
Which raises an interesting question: With so many
long-duration programs, what is the ideal balance
between CEO as steward and CEO as innovator?

STEVENS: We do both here. But I’d say we weight pretty
heavily the stewardship responsibility. There will be, certainly, views to the contrary. But my personal sense is that
Lockheed Martin, and companies like us, are part of a national trust. There are not many companies and not many
groups of people on the planet who can do what we do
here. We helped get the Mars Rover down onto Mars because we built the aeroshell that shields it during its descent. That’s pretty cool. And we’ve been doing things like
that for generations. These are big, national imperative
missions with high consequences. So, we need the notion
of stewardship.
Was there an overall philosophy behind your
succession efforts?

STEVENS: We regard executive leadership as a privilege;
part of the discharging of the responsibilities associated
with that privilege is you’ve got to hand it off. It’s not
about me. It’s not about the board. It’s about the health of
this enterprise because we make so many commitments
of a mission-critical nature to so many customers, many
of whom quite literally put their lives on the line. So we’re
not going to fail in our duty to make sure that these enterprise goals and commitments are transitioned generation
to generation. I think if you’re a shorter-cycle business,
maybe it doesn’t weigh on you as much. But we’re a very
long-cycle business. So, each of us feels a stewardship responsibility as part of our talent development efforts to

The High-Altitude Airship is a helium-filled craft
capable of ascending to 60,000 feet. It can use solar
power to generate some of its own energy.
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make sure that the executive team understands the essence
of this business and who we are.
Does that mean you favor stewardship over
innovation?

STEVENS: We have a certain cyclicality to this business.
And you can’t always predict when the cycle comes. But
when we look out today for the next 20 years, it is my
sense, and I think our collective judgment, that we’re
probably not going to see any massive new, far-reaching
technology development programs. A next generation of
satellites that uses laser-linking communications rather
than radio, for example. Why is that? Well, when you look
at the fiscal condition in the United States, and you can
expand that globally, all the governments that we interact
with, and there are many, are all facing fiscal challenges.
The global security demands really haven’t fallen. In fact,
there’s a very complicated global security environment
out there today. But the resources available to meet those
demands are clearly constrained. Which means governments are not going to have the multibillion-dollar packages of resources to say, “Let’s go invent a high-risk, highpayoff solution.” If you were in the high-risk, high-payoff

Lockheed Martin’s Aegis Combat System
protects naval warships around the world
and has been in production for decades.
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environment, you might want somebody who was exquisitely good at some engineering domain. But that’s probably not a demand the next chief executive officer will be
compelled to address.
You were chief financial officer at one time. Was that
something you sought out?

STEVENS: I was asked to become the CFO. And when I was

Did you do it with a small group in the CEO’s office?
Or did you put a larger team together to manage the
transition?

Did you enjoy being CFO, by the way?

STEVENS: It was a very small group, and I did a fair amount
of it myself. There were also very private conversations
with the board that unfolded in executive session. We
discussed the analysis, the potential candidates and even
combinations of executives, because this is a team sport
and you have to plan for any eventuality. You want to
make sure all the positions work well together. The model
was very helpful, and when you put it up in front of a
board in executive session — and we spent hours doing
this — and the board would look at it and say, “Well, that
sounds wrong.” Or, “How will you manage this interface
over that period of time?” Or, “What would your role be
versus their role?” And, “What’s the role of chairman or
executive chairman versus CEO?” And, “How will you interact with the lead director?” That’s a hugely healthy discussion. And it unfolds from having our kind of model
and a fully engaged board.

first asked I conveyed to my boss at the time that I didn’t
think it was a great idea. I thought I had an idea of what a
big league CFO should look like, and I didn’t think I looked
like that kind of person. And so the first conversation was
a conversation. The next one sounded a lot less like a conversation and more like, “You’re our next CFO. Now go
figure it out.” So I worked with a team here that was really
good at that.
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chairman? Executive or non-executive chairman? We
looked at all the dimensions you might think about that
might be relevant to a thoughtful discussion about what
would be the best architecture for us. We did that within
our industry, and we looked beyond our industry.

STEVENS: I did, and I learned a lot. I would tell you, on the
scale of innovation and creativity, you won’t find me in
the record books as a great chief financial officer. We had
a lot of debt, so we worked to sell some assets, strengthen
the balance sheet and reposition the company. Again, I
did this with members of our team. It was pretty basic
blocking and tackling in the CFO’s world.
Did you benchmark yourselves against other organizations to develop your succession process?

STEVENS: Absolutely. But our model was self-generated.

We looked across the aerospace and defense industries for
what we would regard as peers. We looked at the transition dynamics, the age of the CEOs when they announced
their retirement. We looked at how long between the announcement and the actual retirement. We tried to look
at how much transition time there was with a new CEO.
Did the retiring CEO stay on the board? Did he stay as

What was your relationship with the board like during
the succession?

STEVENS: Very supportive. Very aligned. I am not uncomfortable in front of the board, and they are certainly not
uncomfortable tasking or challenging me. We’ve known
each other a long time. It’s very honest. It’s very open. It’s
without pretense. When our board says, “I’m skeptical
about your ability to do this,” it’s a fair comment. And I’m
not offended by it. I say, “That’s a good point. Let me think
more about how that might work.”
How long before the succession did you develop the
actual model?

STEVENS: I’ve had the model for the last five years. Have I
changed the model? Yes. It’s interactive. There’s feedback
from the board. There’s timing. I thought of it as a Gantt
chart almost, where there are activities we have to complete over time. And we shaped it over time — lengthened
this cycle, shortened that cycle, made it more robust. We
wanted to see more iterations of talent development; we
moved people and put them in different roles. Some of it
involved rotational assignments. If we’re going to think
about someone for expanded responsibility, we have to
take that person out of the job where he’s comfortable.
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Lockheed Martin built the
aeroshell that shielded the
Mars Rover during its descent.

You have a military background in the Marine Corps.
How much did that inform your style of leadership?

STEVENS: I would say it was choreographed, but in a general way. A lot of people were involved. If we have someone
who’s good at certain things, she might be three moves
away from what might be her final executive position
here. For her to demonstrate qualifications, she’s going to
have to do that for a period of time, then do something
else for a period of time and then perhaps something else.
You get a chance to ask, “What do you think she should do
now? What do you think she needs in the future? How do
you think you can cultivate that?” The choreography includes getting people coaching. Work assignments, mentoring and objectives. And, it’s voluntary. It’s elective. It’s
highly energizing to the team.
Your succession plan sounds like a leadership program
on steroids. Is that a fair assessment?

STEVENS: Yes. Talent and leadership development, in a
systematic sense, have a component called succession. I
would love to stay here forever. Who wouldn’t want to do
this? I mean, it’s exciting. Every day is invigorating. But
the logic lobe of your brain says you can’t. And so part of
the responsibility of my having had the privilege of doing
this job is succession. The board understands that. We understood that. So it was part of talent management. Talent
management includes this progression to broader responsibilities, which is integrated into the succession plan.
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Your family sounds very dedicated.

STEVENS: We believed in service. We were expected to
work. We were expected to participate and be involved
in school and church and community. And we were. My
older brother is a retired major general in the United
States Army. And I’m very proud of him. Citizenship is
a responsibility and a privilege. I really believe that. 

NASA/JPL-Caltech/University of Arizona

Did you stage-manage rotations for executives during
the transition?

STEVENS: It was foundational. Just huge for me. And I
don’t think I’m unusual. I would tell you that I was not a
disciplined kid growing up. I had poor grades in school.
And my father died when I was in high school, which
wasn’t helpful when you’re not disciplined. And even before I graduated from high school, I went to see the Marine recruiters. My Marine experience was foundational
for me, because the discipline is exquisitely good. You really feel part of an organization that’s driven by values,
and you recognize that you are part of something bigger.
You see examples of leadership every day. It’s not an abstract concept in the Marine Corps. I grew up in a steelworker’s family in Pennsylvania. We had no financial resources, but nobody felt poor. We had a great appreciation
for work ethic. As a founding member of Local 1000 United
Steelworkers of America in 1936, my dad worked every
day in the mill except for World War II, when he and his
brothers went to war. When he got back, the next day, he
went back to work. I’m not suggesting that’s a great model,
but that’s what he did. My mother was a housewife, but
during the war she went to work in a bomb factory. That
was the only time she worked.

The

Trouble With
Rewards

By David Berreby
Credit
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n the early 1970s, 55 kids at Stanford University’s Bing Nursery School
found themselves playing an odd little game with some visiting adults.
Markers). Watching through a one-way mirror in the
days after the experiment, the team saw that children
who had not expected a reward spent about a sixth of
their playtime with Magic Markers. And the kids who
had been told they were drawing in order to earn that
shiny incentive? They spent only half as much of their
time drawing.
Classical economic theory, of course, predicts just
the reverse, not just for children but for adults. Concrete rewards are supposed to have a simple proportional relationship to effort: More incentive, more output. People work because work leads to other things
that they desire. Their motives are extrinsic to them.
These rewards, of course, needn’t be pay raises or annual bonuses. In ancient times, they might be food, sex
or status. Often, these motivators are the sort of shiny
“toys” that, Napoleon observed, have always been important in getting the best out of people. (Having created the Legion of Honor to recognize achievement in
the new French republic, he said of its ranks, with their
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One by one, they were escorted to a “surprise room”
where they found Magic Markers and sheets of paper.
There, they were asked if they’d like to draw for a visitor. In addition, some were told that if they did a nice
job they’d get a “Good Player Award” (with their name,
the name of the school, a ribbon and a gold seal) which
they’d get to put on a bulletin board. A third cohort
wasn’t told about the reward in advance, but got it as
a surprise after they made their pictures.
The children, all of whom had been picked because
they looked particularly interested in drawing with
Magic Markers, got to work immediately. Then they
were escorted back to their regular classroom and their
regular 3-, 4- and 5-year-old lives.
It was that aftermath that really interested the researchers — psychologists whose work at Bing helped
overturn our understanding of motivation. In their
regular classroom, the children were free to choose
among many options (like going outside, playing with
blocks, using Play-Doh, as well as drawing with Magic
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various medals and sashes: “We call these children’s
toys, I know, it’s been said already. Well, I replied that
it’s with such toys that one leads men.”)
Whatever the external reward, there’s no denying
that mapping it to motivation makes it easy for a leader
to shape incentives: It’s just a matter of figuring out
how much (or how little) to give in pay, benefits, bonuses, shiny trophies and back-pats in order to get the
needed amount of cooperation and work out of your
people.
Of course, any good model is supposed to be simpler than its original. No one ever thought extrinsic
motives explained all human actions. It just seemed
that the theory captured what incentive-makers needed
to be effective. We’ve always known that motives varied among individuals, and that people did remarkable
things for love, honor, revenge, pride or other “externalities” that can’t be quantified. (It was to express the

ments in the 1970s, the two worlds have met. Today, it’s
clear that leaders, either in business or politics, can’t afford to ignore what goes on inside people’s heads — the
drive to do something for its own sake, not because of
what it will bring in in pay, fame or perks. These intrinsic motives mix with extrinsic motives to make people
perform. It’s a dynamic mix — a mix that can be managed. In fact, it has to be, if managers want to avoid
suboptimal results and unpleasant surprises.
In many situations, for example, offering only
money or other external incentives can reduce motivation. One case in point: In the spring of 1993 Frey and
another economist, Felix Oberholzer-Gee, interviewed
305 people in two Swiss towns that were potential sites
for a nuclear-waste repository. Asked for their opinion,
nearly 51 percent of the interviewees said they would
consent to having the nuclear-waste facility in their
community. The researchers also asked how people

Concrete rewards are supposed to have a simple proportional
relationship to effort: More incentive, more output.
fundamental mystery of human motives that Woody
Allen once asked, “Why does man kill? He kills for food.
And not only food: frequently there must be a beverage.”) People value things other than bonuses and pay
packages and employee-of-the-month citations. (Selfemployed people, the economist Bruno Frey has noted,
tend to report more satisfaction at work than their
higher-paid peers at corporations). And many professionals feel, as does Seattle doctor Carol Wiley Cassella,
that “more money isn’t the answer.”
“Salaried physicians tend to be more satisfied with
their work than more highly paid, fee-for-service phy
sicians, even when their work hours are comparable,”
she wrote recently, in an essay on how incentives turned
her from a happy and idealistic general practitioner
into a more burned-out specialist. Wikipedia, Firefox
and Apache are also proof that compensation and “gold
stars” don’t make the world go round: Those enterprises
were all created, and are maintained, by volunteers who
are paid exactly zero and remain little known.
Nonetheless, for decades, the model-world workers
chasing pay and perks stayed separate from the real
world of individual psychology. Today, though, this is
no longer true.
Since the Bing Nursery study and similar experi-
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would feel if the Swiss Parliament agreed to pay each
villager a hefty sum in compensation for putting the
facility in their midst. Result: The percentage in favor
was cut in half, to 24.6 percent.
Frey calls this a “crowding-out effect”: Money, the
extrinsic motive, crowded out the intrinsic desire to
“do our part” as responsible citizens, just as the “Good
Player Award” crowded out the kids’ desire to draw because drawing is fun. This is almost always unfortunate, because intrinsic motives (such as genuine interest in the task, a sense of community and “doing your
share,” control over the outcome of the work, and even,
Frey says, simple acknowledgement that one has intrinsic motives) are stronger and longer-lasting than
extrinsic ones.
“Crowding out,” Frey argues, explains why monitoring workers often doesn’t yield higher productivity:
Where there is a personal relationship and sense of
community between employee and employer, monitoring is felt as a statement of distrust, a rupture of
warm human bonds. Pay and benefits aren’t sufficient
to replace the lost desire to be a good citizen.
Being a leader, Frey argues, is the art of managing
the environment so that intrinsic motives aren’t
crowded out by extrinsic ones in this way. The true artist,
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he suggests, can go one better than that by managing
matters to encourage “crowding-in” effects: circumstances where extrinsic and intrinsic motivators reinforce each other.
To understand the difference between intrinsic motives and extrinsic ones, consider how you feel when
doing something for its own sake. It could be working
on your backhand, or your fantasy baseball team, or
your memoir, or your kid’s dollhouse. Whatever the activity, your priorities, as you lose yourself in this pleasant experience, are about its inherent interest, or perhaps the satisfactions of being a good mother, sister,
neighbor or the like. One thing you’re almost certain

found. But the trick is to introduce an element of randomness into the scoring.
In one recent experiment, Howard-Jones had 11-yearold pupils at a school in Cyprus play a computer game
in which they had to answer 30 math questions like “Is
it true that 13 times 42 is 564?” Before each question,
though, the child had to decide whether to receive it
from “Mr. Certain” or “Mr. Uncertain.” Mr. Certain gave
a point for each correct answer. Mr. Uncertain flipped a
virtual coin and awarded either two points or zero for
the same right response.
If you expected that the students would prefer Mr.
Certain, you’d be wrong. Mr. Uncertain was chosen, on

But there are times when uncertainty about a payoff
motivates people more than a guaranteed reward.
not to be thinking about is a bottom-line result — not
because that goal doesn’t matter, but because the measurable product (how much in how much time) is not
central to the experience. Your game will get better as
you work at it. The dollhouse might be done Sunday, or
maybe it will be next Saturday. You’re absorbed in the
process, but the time and size of the payoff is uncertain.
It could be that this uncertainty is a byproduct —
that you don’t measure your progress because you’re
“in the zone,” thinking of other things. But recent evidence from psychology and brain science suggests that
this is not so. Instead, researchers have found, the mind
is drawn to uncertainty. In other words, the fact that
you can’t be sure of your results might not be a sideeffect when you’re doing what you love. It may be a
crucial part of the fun. Uncertainty, then, may be part
of what makes an intrinsic incentive feel intrinsic.
Of course, this implies something about motivation
that is very much at odds with rational-economic-man
expectations (even more than the fact that paying people to do something can cause them to do less of it). It
implies that there are times when uncertainty about a
payoff motivates people more than a guaranteed reward.
After all, educational theory emphasizes “reward
consistency,” and students, when they have a choice
on test questions, tend to pick the ones they’re sure to
solve, notes Paul A. Howard-Jones of the University of
Bristol’s School of Education. Howard-Jones thinks that
caution stems from fear of looking bad. It’s actually not
that difficult to get students to reach higher, he has
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average, more than 61 percent of the time. To explore
why, Howard-Jones and his collaborators interviewed
10 of their 50 participants. Asked why they had picked
Mr. Uncertain, they explained that, much as they understood that he could cost them points, there was something just more interesting and exciting about him.
“You are stressed,” one child said, “but if you win
then you forget about that!” In the language of academia, Howard-Jones and his colleague Skevi Demetriou wrote, “a learner can find a task more emotionally
appealing when an element of uncertainty is introduced that is not wholly defined by the learner’s own
ability.” In another of his experiments, teams of teenaged students answering biology questions would
sometimes say they hated to lose points by bad luck
(“73 points and I got wiped out!”), at the same time as
they were saying they wanted to play another round.
In other words, by turning the learning and testing
process into a game, Howard-Jones had motivated
students to reach far beyond their usual comfort zone.
It’s a result that wouldn’t surprise any parent who has
grumbled about the lousy test scores of a teen who
has memorized every anatomical and historical detail
about every character in World of Warcraft. Framing
a problem as a game — an effort whose outcome is by
definition unpredictable — motivates extra attention
and effort.
That’s true in the world of work as well as school. In
September 2011, a paper in the journal Nature Structural
and Molecular Biology announced that an international
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words, an element of uncertainty can make an extrinsic
reward feel like an intrinsic one.
Even as psychologists have found that randomness
can help to motivate people, neuroscientists have begun to explain how and why the brain is wired in this
seemingly irrational way.
Whenever we enjoy or desire something, the brain’s
“reward chemical,” dopamine, is secreted by specialized
cells and absorbed by other neurons. The uptake of dopamine generally makes us feel interested, confident
and happy. Having something we like triggers the “reward circuit” in which dopamine-making cells send the
neurotransmitter to other parts of the brain. But, interestingly, this also happens when we want something
we like.
About ten years ago, Christopher D. Fiorillo, a neuroscientist now at the Korea Advanced Institute for Science and Technology, discovered the dopamine-driven
effects of anticipation while working with a pair of
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team had solved a longstanding problem in medical research on HIV and similar viruses: What is the precise
three-dimensional structure of an enzyme that the AIDS
virus needs to reproduce itself? Medical researchers
presented their problem to the online game Foldit,
whose players compete in teams to find the best solutions to protein-folding problems. Those players came
up with the key insight that allowed the medical researchers to solve the mystery. Conventional lab work
hadn’t cracked the problem in 15 years of trying. The
gamesters did it in three weeks.
The appeal of games over plain old work, HowardJones believes, is that “element of uncertainty” that
piques our interest and seems to goose our motivation.
And part of uncertainty’s appeal might just be that it
makes extrinsic rewards feel like the ones we get when
we are pursuing something for its own sake — when
precise outcome is uncertain, hoped for, always worth
chasing but not entirely under our control. In other
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monkeys. After the primates had done an experimental
task and were waiting hopefully, licking their lips, for
their juice reward, the computer would give them a
crucial piece of information: It told them how likely
they were to get their reward a couple of seconds later.
Some of the animals’ dopamine-making cells were responding in a way Fiorillo and his team hadn’t expected: When the probability of getting the reward was
zero, the cells were quiet. The same was true when the
animals were 100 percent certain of getting their juice.
But when the outcome was not so certain, with reward
probability at, say, 25 percent or 75 percent, the cells
were much more active. In other words, this was a reward-circuit that responded not to the reward itself,
but rather to the odds of winning it. And this circuit
doesn’t get excited by certainty, but rather by its opposite. The cells measured by Fiorillo were most active
when the chance of reward was exactly 50-50.
A couple of years later, Jean-Claude Dreher of the
National Institutes of Mental Health and his colleagues
found that this tuning-to-uncertainty works the same
way in human brains. The researchers’ MRI scans of 31
volunteers found that the dopamine-producing parts
of their brains were most active when their chances of
winning a reward (money, this time, instead of juice)
were, again, 50-50. “During anticipation, uncertainty
increases arousal,” says Brian Knutson, a professor of
psychology and neuroscience at Stanford University.
There are, it turns out, sound evolutionary reasons
that we should be drawn to the uncertain payoff. Uncertain situations yield information that could be important to future success. (This has been represented
formally in Claude Shannon’s information theory, which
defines 50-50 odds, maximum uncertainty, as the condition that contains the most new information. Absolute certainty about anything, of course, brings you no
new information at all.) As one of the students interviewed by Howard-Jones put it, in a regular soccer game,
“whenever I kick I’m never sure that I will score.” But if

it’s just a practice without a goalkeeper “everything is
easier and I don’t feel so excited when I score.” A similar
feeling is common in law firms, writes Jennifer Alvey,
a blogger and “recovering lawyer”: “Once you’ve gotten
a bonus or two, you start expecting it, and stop appreciating it.”
Of course, it does not take an MRI scanner to know
that people are tantalized by a payoff that may or may
not happen, and that this excitement can feed on itself.
That mode of reward-chasing is called gambling, and
it has been popular for millennia. What’s new in the
insights from behavioral and brain science is the evidence that the power of the gamble isn’t confined to
casinos. In a 2007 experiment by the economist Ernst
Fehr of the University of Zurich, for instance, he and
his colleagues gave teams of Munich university students a set of tasks along with a choice about how they
would be compensated for their work. One was a hardand-fast guarantee of a payoff for work above a baseline
(the old-fashioned incentive approach). Another was
a generous payment in advance (call it the “employertrusts-you” approach). And the third was a bonus to be
paid at the “employer’s” discretion (you could call this
one “you-trust-the employer”). The option the students
preferred, which also happened to produce the best
work? No. 3, the bonus that might or might not be paid.
This isn’t to suggest that any company should replace its payroll organization with a craps table. Any
employee’s motivation is a mix of intrinsic and extrinsic drivers, and it’s a dynamic mix, changing from day
to day. (That’s not peculiar to work; it’s a feature of motivation anywhere. Consider a parent putting together
a kid’s sandwich for the school day. Monday’s motive
might be mostly love for the child; Tuesday’s a mix of
love and obligation; Wednesday’s a grim feeling that
someone has to do it, since the other parent forgot,
and so on.) Uncertainty is not a magic bullet. But it
isn’t your enemy, either, and it can be a part of your
motivational toolkit. 

BIRDS OF A FEATHER
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Hal Mayforth

Researchers say workers are
40% more likely to choose to
collaborate with colleagues of
the same gender. Women are
just as likely to do this as men.
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A fascinating encounter
The tenth Pen of the Year features a combination of two materials that could hardly be more
complete opposites: The deep structure of ancient wetland oak, whose beauty has been naturally wrought
over thousands of years together with gold that lends a supernatural sheen to the most beautiful
works of art created by mankind. All metal fittings are 24-carat gold-plated.
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Prince Harry dances nude in Vegas.
Human rights violations persist.

Queen Elizabeth celebrates
60 years on the throne.
China becomes second-largest economy.

Europeans can’t agree on how to fix their currency.
Mexico’s drug war death toll tops 54,000.

U.S. Department of Defense estimates drug cartels
now have 110,000 “foot soldiers.”
29% of Arctic ice melts, a new record.

Rates of genetically caused diseases
like autism at an all-time high.

Congressional Research Service says
natural gas finds and “tight” oil give U.S. the
world’s largest hydrocarbon reserves.

Global group of 440 scientists map
“junk” DNA and its 4 million switches.

The euro was introduced on Jan. 1, 2002, and
was greeted with fireworks and celebrations.

Ten years later, Europe had nothing
to celebrate.

Germany plans to replace nuclear
with coal, highest CO2 emitter.

2012 — Arab Spring contends with more
bloodshed.

Chinese factory output declines 11
consecutive months.

NASA’s $17 billion budget is same as
Brazil is investing in transportation
for 2014 World Cup.

Obesity in the U.S. affects more than a
third (37.5%) of the population.

Mexico fields an army and police
force of 85,000 to fight drugs.

Mexico’s GDP jumped 45% since 2000
with immigration to the U.S. at
its lowest levels since the 1950s.

Euro holds the European Union together.

N

Madagascar’s unstable government, lack of infrastructure and numbing poverty have kept tourism
at bay, with less than 200,000 visitors to the island
in 2010.

Despite this, South Korea is experiencing
record high rates of suicide, low rates of
fertility and a general sense of ennui.

Now, Disneyland Paris is the mostvisited attraction in Europe, with
more visitors than the Louvre and
the Eiffel Tower combined.

November 2011, Silvio Berlusconi
resigned in disgrace as Italy’s prime minister.

Madagascar, the fourth-largest island in the
world, is home to one of the earth’s most diverse
ecosystems and a remarkable array of flora
and fauna, making it a prospective tourist mecca.

South Korea’s “Miracle on the Han River”
economic boom fueled growth of giants
like Samsung and Hyundai.

When Disneyland Paris (or Euro Disney)
opened in April 1992, it was greeted by protests,
sparse crowds, large budget overages.

One year later, Berlusconi, claiming
he “always behaved correctly, both
in public and in private” is preparing for
another run for Italy’s top job.

Germany announces an end to
nuclear power by 2022.

2011 — Arab Spring.

Chinese economy grows at 7.6 % in 2011.

Rover Curiosity travels 350 million
miles to land on Mars.

Food in America is so abundant that Americans
toss out 100 billion pounds of it a year.

FACING

Bill Mayer

If Rip Van Winkle tumbled into bed at the beginning of 2011 and awakened at the end of 2012, his beard
still negotiating on its debt. Middle East — still in flames. Iran-Israel —far too tense. U.S. — lackluster growth.

might be longer, and perhaps grayer, but other than that he would find things pretty much the same. Europe —

Congress — approaching the fiscal cliff. Asia — big tensions over tiny islands. Ice caps — melting. CO2 — rising.

China, India and Brazil — slowing down. Greece and Spain — hanging by a thread. Profits — beginning to shrink.

For those of us who believe our fate is in our hands — a dwindling group, if you believe the polls — the

Oceans — Texas-sized mess in the middle of the Pacific. Uncertainty — high. Hope — plunging. Nerves — fraying.

Markets are a good proxy for why. In Econ 101 they teach that if people agree tomorrow will be better

question is, why has so little changed? Why hasn’t the time been seized, carpe diem style?
than today, share prices rise. When they think only storm clouds loom, prices fall. When they can’t agree on
anything, the markets crawl sideways, like a crab. Which is where they are now.
“Borrow, spend, and pay it back later when growth resumes.” On the other hand conservatives say,

The world is locked in a colossal argument and no side is winning. On the one hand Keynesians argue
“We’ve borrowed far too much already. Debt payments will stifle future growth.” No economic Solomon has emerged to say definitively which side is right.
And so it goes. People march in the streets, and people are line for assistance. People carry
placards protesting the 1 percent and tempers flash. With so much doubt, hiring slows.

There is no peace without agreement and lately there is no agreement. The question is whether
there can be real, sustained growth without such agreement. And, in the end, what are all these
disagreements about, really? Fluff or substance? Ego or common good? Sense or nonsense? My
way or the highway?
So how long will all these arguments go on? Until some brave soul raises a hand and reminds
us that we are all in this together. As the English philosopher Thomas Hobbes said 400 years ago,
— Joel Kurtzman

MIT author Sherry Turkle says “We’re alone together.”

“A kingdom divided in itself cannot stand.” Nor can an economy or a world.

10 million people play World of Warcraft.

U.S. unemployment stuck above 8 percent.

Bigger, stronger, faster football players equal more
cases of brain damage.

76% of patents at U.S. universities have at least
one foreign-born inventor.

Wind turbines are expensive and mar
the landscape, prompting protests.

46 million Americans live below the poverty level.

U.S. stock market gains
lead developed world.

U.S. football is America’s
most popular sport.

U.S. immigration laws made tighter.

Wind is a non-polluting energy source.

The U.S. has more than 400 billionaires.

OW

It’s been quite a year. Again.

Lewis Hine/Getty Images

the New Math for Manufacturers: made in the U.S.A. BY Christopher O’Dea
What a difference a decade makes. After a 10-year binge of building low-cost production centers in China,
some manufacturers reached for the slide rule — and the new math told them to build the next plant in the
United States.

Seven industry groups are particularly ripe for “reshoring” — the practice of increasing

production in the United States by moving jobs back from abroad or building new plants here. All told,
these seven industries account for nearly $2 trillion in annual United States consumption of manufactured
goods that are essential to modern life: computers and electronics, appliances and electrical equipment,
machinery, furniture, fabricated metals, plastics and rubber, and transportation goods. In 2010, the
United States imported nearly $200 billion worth of these products from China; they clearly offer a major
opportunity for domestic manufacturers.

With manufacturing’s share of United States employment

down to 9 percent, from 20 percent 10 years ago, some analysts believe a rebound in the factory sector
won’t do much to help job growth. But that’s the old math. The real opportunity for American manufacturers

is not just an uptick in basic jobs — as welcome as those jobs would be. The United States also has the
potential to become the preferred base for 21st-century manufacturing in a wide range of essential
industries.

But the United States faces challenges. The foremost is people: manufacturers can’t find

enough workers trained in the high-tech systems and problem-solving techniques used in today’s factories.
While some companies and community colleges are adapting Germany’s vaunted apprenticeship system
of school-to-workforce transition, the United States lacks a consistent, proven model for training highly
skilled workers and placing them in jobs. And with fiscal strains at every level of government, who will foot
the cost of education and training on a broader basis?

While it may take several years for the new

manufacturing math to add up for America, things are moving in the right direction as the economy gathers
strength. According to Sharmin Mossavar-Rahmani, chief investment officer for wealth management at
Goldman Sachs, “the U.S. is regaining its perch as the undisputed economic superpower of the world.”
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POISED FOR LIFTOFF
Renewed interest in the United States as a manufacturing
platform is exhibited by companies of all sizes, said Hal Sirkin, leader of the manufacturing practice at Boston Consulting Group. Sirkin’s team, which identified the seven industries ripe for reshoring, found that 37 percent of companies
with revenue over $1 billion are moving production or seriously considering it, while for companies over $10 billion,
the figure is above 50 percent. Ultimately, BCG projects that
production of 10 to 30 percent of the goods that the United
States now imports from China in those seven groups could
shift back home before the end of the decade, enough to lower
the national unemployment rate by 1.5 to 2 percentage points.
High-skill factory jobs could account for 400,000 to 1 million
of as many as 3 million jobs in manufacturing and the services that accompany new plants.
Production in these industries is neither destined for lowcost locations, nor anchored by necessity to the United States.
What makes these industries prime candidates for moving new
production out of China is that factory wages account for a modest share of total production costs for these goods, while logistics — shipping costs, time to market, and the proximity of production lines to engineering and design teams — contribute a
large part of total cost. The key drivers of BCG’s projection reflect that contingency: Labor costs in China’s manufacturingintensive eastern areas are up 19 percent; transportation costs
have increased as the average price of a barrel of oil is now $80
to $90, compared with just $25 to $30 in 2000; and companies
have recognized the risk of relying on long supply chains that
can be disrupted without warning. Finally, companies see
that innovation, product development and customer service
can all be made more competitive by locating manufacturing
closer to customers and the sales and marketing teams.
Some experts believe the changing cost structure means
companies could build incremental new manufacturing ca-
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pacity in the United States instead of China. But “saying jobs
are ‘coming back’ can be misleading,” said Arvind Kaushal,
leader of the manufacturing practice at Booz & Company.
“It’s not necessarily that companies are uprooting and closing
plants. But the key question is where to add capacity.”
Companies involved in electronics manufacturing, one
sector identified as ripe for resurgence, released a study last
August confirming the two-front rebound. A May 2012 survey
of 229 companies with global revenues totaling some $935.3
billion indicated that North American manufacturers are both
returning overseas operations to North America and building
new operations in the region. “Companies do not have to
close and write off the capital of a plant in China, because they
need it to keep feeding Chinese demand,” Sirkin said.
But rising costs remain a challenge for American companies operating in the manufacturing-intensive Yangtze River
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Delta, or Y.R.D., where cost increases are more intense than
in other areas of China. According to the American Chamber
of Commerce in Shanghai, 49 percent “of responding United
States companies in the Y.R.D. consider rising costs to be a serious hindrance to their business, compared to 34 percent of
firms in China as a whole,” said Kent Kedl, managing director
of Greater China and North Asia at Control Risks, a global business and political risk consultancy. Kedl presented the American Chamber of Commerce in Shanghai’s annual China Business Report for 2012 at a conference in Suzhou earlier this year.
For American furniture makers, higher costs are spurring
new construction in the United States. With $13 billion of
imports from China in the $75 billion American furniture
market, producers are replacing economies of scale based on
cheap labor with economies of time that enable rapid design
changes in response to customer demand. “If you can draw
it, you can make it,” said John Akin, a sales manager for C.R.
Onsrud, a producer of machine tools in Troutman, N.C. But
the flexibility of computer-controlled tools can be lost if
goods have to be shipped from overseas, and that’s reinvigorating North Carolina’s attractiveness as a furniture mecca.
A key driver of American competitiveness is the scope
and productivity of American manufacturing. Despite a
decade of job losses, Boston Consulting Group notes that
the United States today manufactures $3.4 trillion worth of
goods annually — equal to nearly three-quarters of the goods
that Americans consume. Even in industries that suffered
extensive outsourcing to China in the past decade, a large
share of production remains in the United States — 52 percent
of appliances sold domestically, 61 percent of machinery, 70
percent of transportation goods and 71 percent of furniture.
America’s impressive productivity gains offset wage rates in
China that remain lower on an absolute basis.
The good news for American manufacturing extends beyond the tipping-point industries. The natural gas bonanza
makes the United States the location of choice for energyintensive chemical plants. According to the Energy Information Agency of the Department of Energy, manufacturers
from various industries are planning 89 projects worth an
estimated $65 billion to start operating by 2018, with 62 of
those in chemicals and fertilizer production.
For manufacturers that use a lot of energy, the United
States is the place to be. Already the largest-volume natural
gas producer, the United States logged the largest production
increase in the world in 2011, despite falling prices, and accounted for just over 20 percent of global natural gas production, according to BP’s Statistical Review of World Energy 2012.
The United States now has enough natural gas to last at least
100 years, a decisive edge for the chemical industry.

T R A I N I N G T H E N E X T G E N E R AT I O N
That delay will give the United States time to redress a critical
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LEARNING BY DOING
When it comes to preparing American youth for careers, however, the current approach is falling short. “We have told young
people that you essentially have two choices in life,” said
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Diane Auer Jones, in remarks to an American Enterprise Institute conference on the challenges facing American higher
education. The first choice is “a traditional four-year degree
at a school that has a really nice pennant or football team or
swimming pool.” The second choice is “skid row.” Jones, an
assistant secretary of postsecondary education in the second
Bush administration, is now vice president for external and
regulatory affairs at the Career Education Corp., a for-profit
post-secondary education company, and she writes for The
Chronicle of Higher Education’s blog, Brainstorm.
Somewhere during America’s climb to global economic
ascendancy, manufacturing developed an image problem.
Today, instead of being seen as a path to secure work and
earnings, manufacturing is seen as dirty, dangerous and,
worst of all, dead-end. The ability to apply cognitive skills
to make things people need was pushed aside by a society
that rewarded financial solutions to problems that might be
better addressed by scientific or engineering innovation.
One way to fill the jobs gap is through apprenticeships.
Apprentices study math, science and engineering while
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shortage — the skilled workers able to operate effectively in
today’s team-based, technology-rich manufacturing environment. “We need a high-performance, flexible work force,”
said Jennifer McNelly, president of the Manufacturing Institute, the education and research affiliate of the National Association of Manufacturers.
Government has a less direct role in this area than it once
did. “I learned core manufacturing skills that could be used
anywhere through a Labor Department apprenticeship from
1978 to 1983,” said Jim Filipek. As head of the manufacturing
technology program at College of DuPage in west suburban
Chicago, Filipek oversees a program that graduates more than
225 students each year with certificates or degrees in manufacturing skills that range from welding to numeric machine control and engineering. Today, those Department of Labor training programs “are long gone,” but Filipek is instrumental in
filling industry’s demand for skilled manufacturing workers.
In most cases, students don’t need to embark on a job search
— demand is so intense for workers trained in certain skills
that Filipek estimates College of DuPage could double the size
of the manufacturing program and still not meet demand.
Driving that demand is a problem any company would
love to have: more business than it can handle. “We have
plenty of profitable work lined up,” said Tessa Bergmans,
human resources manager at Dynomax Inc. in Wheeling, Ill.
Dynomax designs and produces sophisticated parts for aircraft fuselages, wings and other assemblies, which require
significant customization and extremely high quality. The
company’s growth illustrates the strength of the rebound in
American manufacturing. In the past two years Dynomax has
grown to more than 220 people, from 70, as orders increased
from commercial and government contracts in aviation and
aerospace. But expansion has been limited by the lack of talent. “We’re having a hard time getting enough of the skilled
people we need,” Bergmans said.
The opportunity cost of lost business can be high. “The
skills gap is a big concern; there are definitely slowdowns
now,” Kaushal said. He estimates that a skilled manufacturing
worker generates average revenue of $500,000, a potential
loss of $300 billion if a projected 600,000 new manufacturing jobs can’t be filled. Despite recent efforts to increase the
number of trained manufacturing workers, the problem is
likely to get worse before it gets better. The percentage of the
skilled manufacturing work force that is over the age of 55
has doubled in the last 10 years, Kaushal said, to 20 percent of
active workers. And there’s not a deep bench — 50 percent of
the active workers are above the age of 45.
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America’s Gain Isn’t China’s Loss
		

lthough

wage increases in China’s factory belt
are spurring some manufacturers to
build new plants in America, Beijing is
working hard to reconfigure its production resources to maintain its competitive position and continue to dominate
strategically important industries. The
stakes are high. Analysts estimate China
needs to create 24 million new jobs annually to keep pace with its population
— an 8 percent growth rate — so this
year’s slowdown will make it harder for
Beijing to satisfy rising expectations.
To offset labor cost increases, China
reinvigorated a domestic “Go West” policy, encouraging companies to move
lower-skilled jobs to its less-developed
interior provinces. China tried a similar
initiative before, but companies stayed
put, said Kathleen Walsh, associate professor of national security affairs at the
United States Naval War College in New-

port, R.I., who studies the national secu-

ing its edge. In fact, China has moved

rity implications of China’s science and

steadily toward leadership of the ma-

technology policy. This time, China built

chine tool industry — the heart and soul

roads, highways, and airports to help

of manufacturing. The Shenyang Ma-

companies move west, and “now it’s

chine Tool Co. recently opted to “Go

working.”

West,” moving some production from

China’s leaders know the manufac-

Kunming. Already ranked No. 1 by some

dards results from advanced technolo-

observers, Shenyang is developing a

gies and the underlying scientific and

suite of new machine tools that will in-

engineering research. So, along with in-

clude its own control processor, a spe-

frastructure, China’s leaders are building

cialized market now dominated by Sie-

an innovation ecosystem, encouraging

mens. But the strategy of the chairman

collaboration between the lower levels of

and CEO, Xiyou Guan, is as much Ameri-

national ministries and state-owned en-

can as Chinese. His plan calls for Ameri-

terprises that Walsh calls “stovepipe mo-

can marketing acumen — Shenyang be-

nopolies.” It’s a lesson that United States

gan recruiting United States executives

policy makers are learning too, Walsh

in 2012 to sharpen customer-service ca-

said. “You need manufacturing at the core

pabilities and develop a solutions-ori-

level in order to have high-end innova-

ented approach. The blueprint? “Apple

tion.” Chinese technology development is

has been inspirational to Chinese lead-

guided through “innovation clusters” laid

ers,” he said. Its tools are already used to

out by the Chinese Academy of Sciences,

build Apple products, and Shenyang will

she said.

position its new lineup at the forefront of

That doesn’t sound like a nation los-

working under the guidance of an experienced mentor.
They’re typically paid, sometimes at a lower rate than fulltime employees, and employers often pay the education bill
too. Apprentices are usually hired after completing the program, and commit to repay a share of their educational costs
if they leave before a specified date.
Apprenticeships give German manufacturers an edge.
They’ve used the approach for centuries at home, where it’s
called the dual system (see sidebar), and brought the practice
with them to the United States. Robert Bosch, a German
manufacturer of goods ranging from dishwashers to car
chassis, has used apprenticeships to train skilled workers for
more than 20 years. In the United States, the company turns
to Mitchell Harp, head of the Apprenticeship Office at Trident
Technical College in Charleston, S.C., where Bosch’s primary
United States operations are based. “We put it together
for them,” Harp said. Trident designs and teaches targeted
coursework that dovetails with mentored on-the-job training.
Classes of up to two dozen apprentices obtain immediate
work experience, while Bosch grooms each generation of
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coastal Shenzen to the western city of

turing power that drives rising living stan-

innovation — it’s called i5.

manufacturing talent without slowing production.
Harp is part of an employment ecosystem that has positioned South Carolina to land more than its share of new
manufacturing jobs as the renaissance unfolds; the state even
has an agency called Apprenticeship Carolina that oversees
incentives. Booz and Boston Consulting Group cited Georgia,
North Carolina, Tennessee and Alabama as also having strong
job-attraction programs. They share an aggressive approach
to bringing jobs to their states, including tax incentives, education credits and apprenticeship offices that connect companies with community colleges and technical or vocational
schools to train workers — in effect replacing the recruiting
and training functions that so many companies threw overboard when they set sail for low-cost locations a decade ago.

TED-HEADS
The National Academy of Sciences is among a chorus of policy
voices seeking to revitalize America’s factory talent pipeline,
and conferences on the manufacturing renaissance are as hip
as TED happenings. A group of think tanks, law firms and
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Extensive market-focused career preparation that combines specialized classroom study with on-the-job training
under the tutelage of experienced mentors — it’s the German way. According to Friedrich Hubert Esser, president of
the Federal Institute for Vocational Education and Training,
which oversees Germany’s apprenticeship system, “Our
goal in Germany is an education system in which vocational
and university education are on an equal footing.”
German companies, educational institutions and trade
unions work in a cooperative system with roots in medieval
guilds; together, they establish specifications for dozens of
jobs and careers, and create the dual-track academic and
workplace programs to train the employees that employers
believe they’ll need each year. The system is governed by
German federal laws covering vocational training.
German companies have taken their centuries-old approach around the world. A unit of the German Education
Ministry, iMOVE, exports Germany’s expertise in training
and regularly conducts workshops and conferences in such
key areas as China, India and the Middle East. German
companies set up shop in South Carolina 20 years ago and
have used apprenticeships to train United States workers.
Many are designed by the Apprenticeship Office at Trident
Technical College in Charleston, S.C., which develops
courses integrated with training by company mentors.
Trident opened its apprenticeship office nearly 15
years ago, when South Carolina was bleeding jobs, as core
industries like textiles collapsed in the face of cheap imports. Today, the German way has caught on, and the chief
of the Trident apprenticeship effort, Mitchell Harp, spends
most of his time educating senior executives about what
apprenticeships can and can’t do. “The apprenticeship
model is not a quick fix,” Harp said. “I call it an investment
model. It allows employers to take control, and it pays off
in the long run.” The company can select specific people
from its ranks or the schools’ roster; classroom work is
tailored to business needs; and apprentices become productive team members within six months.
One key to success is finding the right people to serve
as mentors, Harp said. In addition to teaching apprentices
specific skills, mentors model workplace behavior. Perhaps
the most important function is the least obvious. “There’s
practical knowledge that is not in a book,” said Tessa Bergmans, human resources manager at the aerospace manufacturer Dynomax Inc. “Mentors need to show that to someone, so they can continue the work.”
Once senior executives adopt the apprenticeship model
for their training needs, they typically stick with it. “I’ve

lobbyists held its second such annual event earlier this year
in Washington. Gene B. Sperling, director of the National
Economic Council, said the United States is an increasingly
attractive manufacturing site in light of the latest thinking on
manufacturing costs. “Stop looking at your unit costs over the
last 10 years, and start looking at a ‘total cost of production’
approach over the next 10 years,” he said. That view originated
with Harry Moser, a former machine-tool CEO who created
the Reshoring Initiative, a nonprofit effort dedicated to revitalizing American production. Companies can use the initiative’s software to assess their total cost of production.
Noting the “outsized role that manufacturing plays,”
Sperling said the sector “is worthy of a special emphasis.”
The White House is pulling several levers. Perhaps most far
reaching is the 2013 budget request for a one-time $1 billion
payment to create the National Network for Manufacturing
Innovation, a new group of up to 15 regional Institutes for
Manufacturing Innovation to “revitalize United States manufacturing.” The goal is transformational — N.N.M.I. is intended to spark a quantum improvement in the creation of
jobs by leveraging advanced manufacturing techniques.
The President’s Council of Advisors on Science and Technology recommended coordinating the effort among federal
agencies working on the same topics. Leading that mission
is the nation’s new chief manufacturing officer, Michael F.
Molnar, an engineer with 25 years of experience at Cummins
and a stint in the Bush White House. Molnar operates from
the National Institute of Standards and Technology, a unit
of the Commerce Department. During an interview with
Briefings at the International Manufacturing Technology
Show in Chicago, Molnar zeroed in on the importance of
manufacturing: a manufacturing job generates eight additional jobs in the production supply chain and related service work, and more than 85 percent of the value of U.S.
exports comes from manufactured goods. “This is how we
maintain our standard of living,” Molnar said.
Even though public comments on the N.N.M.I. weren’t
due until late October, Sperling began “a pilot demonstration of the N.N.M.I. concept,” the National Additive Manufacturing Innovation Institute, in August. Seeded with $30
million from the Departments of Defense and Energy and
NASA, the innovation institute was created by a broad consortium of research universities, private companies, community colleges and economic development agencies in
Ohio and Pennsylvania.
There’s no doubt that additive manufacturing — often
called 3D printing — is a revolutionary technology. It’s a
way to make products by depositing thin layers of material,
like powdered metal, one atop another according to a digital
blueprint. This process reduces product design time, saves
energy and reduces inventory cost for producers and their
customers. Deere, Ford and Airbus use additive techniques

never had a company say they don’t like it,” Harp said. “They
say, ‘How can I make it work in my company?’”
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and tools to make parts and subassemblies. According to the
Defense Department, the technology could be used on aircraft carriers for making airplane parts that would otherwise need to be flown in. Ford makes transmission parts for
its first-stage vehicle testing with machines from ExOne, a
Pennsylvania-based company that was a member of the winning NAMII consortium. ExOne’s “digital part materialization” is also used to make artificial hips, prosthetic limbs
and most hearing aids. The company is owned by an investor
group led by Ken Rockwell, son of the founder of the aerospace giant Rockwell International.

BUILDING COMMUNITIES
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While printed airliners might someday ferry passengers between printed terminals, United States manufacturers aren’t

waiting for Washington’s strategic plan to pay off. Many practical efforts to solve the training problem are under way at the
local level, between companies and community colleges, often
in states with accommodative labor laws.
The Manufacturing Institute is developing a credentialing system for secondary school students, based on precisionmanufacturing skill standards from several trade groups.
“This actually gives graduates skills that have labor market
value,” McNelly said. The credentialing initiative gave the
institute a network worthy of a political campaign. “I know
how many certified production technicians there are in Kansas or Texas,” McNelly said. “Do I tell everyone? No. But we
talk about it” on visits to other states.
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On the shop floor, apprenticeships are making a comeback, and the Labor Department is doing more to explain and
promote the concept, for both industrial and service workers.
The Labor Department reported that more than 400,000 people were enrolled in registered apprenticeship programs in
2011. And a recent department study found that people who
complete such a program can expect to earn some $240,000
more over a 36-year working life than nonparticipants.
To help fill the talent pipeline, Filipek hosted a meeting
in November 2011 for 300 high school students to meet with
dozens of local manufacturing companies, ranging from
fast-growing midsized specialty firms like Dynomax to bedrock giants like Molex Inc., a global leader in electrical connectors. “I don’t think it’s mainstream yet, but parents who
have experienced the great recession personally are rethinking manufacturing,” Harp said.
That rethink could be just what’s
needed to help the renewed interest in
manufacturing work go viral. McNelly
said the Institute’s engagement strategy
— Dream It, Do It — is designed to “go
where the kids are.” Dream It, Do It promotes regional clusters and manufacturing partnerships among the key constituencies that affect decisions about plant
location, training, education and economic incentives. Begun nine years ago,
programs are now in 20 states. The initiative gives 16- to 26-year-olds — and their
parents, teachers and counselors — an
up-to-date picture of advanced, high-tech
manufacturing as a career path.
Increasingly, the kids are at the plant
or on the floor at major technology shows.
On one Saturday in September, nearly 40
students from Eisenhower Middle School
in Rockford, Ill., were viewing robots and
3-D printers at the International Manufacturing Technology Show. They were
the second group to take part in Rockford’s Introduction to
Manufacturing Program. Students submit essays to gain
admission to the program, which is administered by TechWorks, a local incubator supported by manufacturers in
the region, including Sandvik Coromant of Sweden, HAAS
Automation of California and Doosan Infracore of Japan.
This year’s class was selected from more than 200 applicants
— a sharp rise from the 60 who applied the first year.
In the end, McNelly said, there’s no more powerful way
to attract recruits than tapping directly into the energy and
aspirations of young people and their parents in the places
where they live and work. After all, she added, besides all
that stuff, “Manufacturing builds communities.”
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bang &
olufsen
Denmark’s

apple’s european Inspiration

L

By Lawrence M. Fisher • Illustrations by Bill Mayer

ong before Steve Jobs met Steve Wozniak, or Bill Hewlett met Dave Packard, Peter met

Svend and begat Bang & Olufsen from a farmhouse deep in the Danish countryside.

Founded in 1925, Bang & Olufsen has long been an icon of high tech wedded to high style,
and has sustained a culture of innovation longer than Apple, longer than
Hewlett-Packard, longer than just about any other company.

But even giants can stumble. By 2008, when the global financial crisis struck, B&O

was poorly positioned, with aging products and a workforce that had grown complacent
from years of strong sales at high profit margins. At a time when consumption of music and

video was moving rapidly to small portable devices and mobile phones, B&O’s core audio
offerings were still compact disk players, albeit beautiful ones, and large-screen televisions,
which although undeniably elegant, were priced far higher than products from market
leaders like Samsung. The company posted losses for several years.
This was the scenario that confronted Tue Mantoni when he was plucked from B&O’s
board to become president and chief executive officer. A former consultant with McKinsey
42
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and Co., Mantoni had earned a reputation as a turnaround artist as president and
chief executive of Triumph, Great Britain’s revered but long-underperforming motorcycle manufacturer. Though Danish, Mantoni had lived in the United States and the
United Kingdom for a number of years. With a young family, he was ready to return
home to his roots, and ready for a fresh challenge.
“The opportunity, combined with a sense of responsibility, made me decide yes,”
said Mantoni, 37, in an interview at B&O’s headquarters in Struer, Denmark. “Because I’d been on the board, I’d had a peek into the business at that level. But you realize there’s a lot you know when you’re on the board, and a lot you don’t know. I would
say now, 18 months into it, that the challenges have been bigger than I expected, but
the opportunities are also bigger than I had hoped for. What I saw was a brand with
87 years of heritage and success, which is really unmatched in the industry.”
That heritage is one of serial innovations. The founders, Peter Bang and Svend
Olufsen, began by creating the first table radio that could be powered directly by
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household electrical current, or AC. In the 1920s, a radio was
still a luxury item that also required a large set of accumulator
batteries to light its many vacuum tubes, which tended to go
flat at inopportune times. Peter Bang developed a power supply called the Eliminator, which could be plugged in. Despite
competitors’ advertisements showing electric chairs and electrocuted children, the product was a hit.
The young company diversified into gramophones, and
through a subsidiary, projection and sound equipment for
movie theaters. A Bang & Olufsen radio was the first to offer
multiple presets for different stations, and the company also
introduced the first phonographs combined with an accompanying wire, and later, tape, recorder. The Danish royal family were steadfast customers, as were theaters throughout
Northern Europe. Although Nazi forces bombed the B&O factory in 1943, a tip from the Danish Underground allowed employees to remove key design documents, and they were able
to rebuild from the ground up in one year. Despite the devastation, there were no layoffs.
As hi-fi, stereo and television became must-have items for
the burgeoning postwar middle class, B&O was ready with
products that offered a unique combination of performance
and Bauhaus-inspired design. Seven of the company’s sleek
audio components earned places in the Museum of Modern
Arts’ permanent collection in New York. Standout products
included the BeoGram 4002, a turntable whose pickup arm
travelled across the record in a straight line, rather than an arc,
thus reducing tracking error and distortion. One CD player,
the BeoSound 3200, featured doors that magically opened to a
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wave of the hand, while another, a wall-mounted unit called
the BeoSound 9000, mounted six disks at once, with a laser
that flitted from one to another in a fraction of a second.
The trouble was that some of these products, launched in
the 1990s, were still in the line 15 years later, and cool though
they still were, were no longer perceived as cutting edge. Worse
yet, for young people, especially Danish young people, there
was an element of “your father’s Oldsmobile” about the product line. Aside from headphones, there were no mobile products, nothing for an iPod.
“The direction that most technological innovation takes
today has to do with mobility, and an integration between
physical space and online social communities or streams of
information,” says Jeppe Trolle Linnet, who is researching the
intersection of technology and culture at the University of
Southern Denmark. B&O “had a connection to the domestic
sphere and to the home which doesn’t really symbolize mobility. It’s an association with the parental generations, something slightly bourgeois, striving to show your good taste.”
For Mantoni, who favors Converse tennis shoes with his
slacks and blazer, that was a fatal flaw. “When I came in we
decided to kill those products, he said. “They were successful
for us, but they pointed to the past.” Indeed, there are no CD
players in the current B&O line; their place taken by units
like the BeoSound 5, a network audio player that accesses digital files in any of the current formats, as well as Internet
radio. It also links to DVD and Blu-ray players from other
manufacturers. It looks like no other stereo component ever
made, and in a typical B&O touch, features a selector knob
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that spins silently until you slow down to pick a selection,
whereupon it emits subtle clicks for each album.
But the company needed more than new products. Revenues had fallen from $853 million to $528 million between
2008 and 2009, dragging the stock price with it from $52 to
$8.50. The founders’ families were forced to merge their voting shares with the broader public shares, Mantoni was given
a mandate to shake up the management suite, and hundreds
of employees were laid off. But don’t call it a turnaround.
“When you talk about a turnaround, that is a quick fix,”
said Christian Iversen, vice president for corporate services,
who was recruited from Lego, that other iconic Danish company. “But in a company like this, with our brand reputation,
it is much more about transforming the company for the
future, rather than just getting back to profitability and then
continuing business as usual. We didn’t need a turnaround,
we needed a transformation.”

T

Picking Six Battles

oward that end, Mantoni and the revised senior management team defined six must-win battles. “The ambition was to make very clear what the six areas are where
we needed to win, where we needed to be successful,” he
said. “These describe where we are today, and where we want
to be in the future. We identified key performance indicators
and defined a five-year horizon. The first two years are for fixing problems. After that we see significant growth potential.”
Among the six battles, the team determined that acoustics is the hero, meaning loudspeakers for the home, for televisions and in automobiles, where B&O is a supplier to Audi,
BMW, Mercedes and Aston-Martin. With a fresh emphasis
on acoustics innovation, this is an area where the B&O magic
is readily apparent. A visitor is proudly shown to a model
listening room, patterned after a typical Danish living room,
right down to the shelves full of books and Mid-century Modern furniture. The speakers, initially hidden behind an acoustically transparent but visually opaque black curtain, turn out
to be far smaller than their symphonic sound would suggest.
Indeed, project coordinator Jens Rahbek sees a parallel
between this illusion and Bang & Olufsen’s market position.
“On a worldwide scale, B&O is a small company. But in terms
of loudspeakers, we are not small. Only Harman and Bose
are larger.”
That relative preeminence allowed B&O to recruit worldwide for acoustics engineers to come work in Struer, a fjordside hamlet about four hours’ drive from Copenhagen. “We
can attract people from all over the world to move here with
their families, here in the middle of nowhere,” said Mantoni.
“What draws them is the opportunity to innovate, but you
have to focus. I’d much rather try to attract 20 acoustics engineers than three each across seven disciplines.”
At the same time it was adding engineers in-house, B&O
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was not shy about reaching out. A tiny engineering firm in
Sausalito, Calif., developed the acoustic lens technology that
allows the company’s speakers — large, small and even automotive — to produce a coherent stereo image regardless of
the listener’s position in the room or the car. B&O also acquired technology for digital amplifiers that allows it to pack
one to three powerful amplifiers in each speaker, delivering
up to 2,500 watts per side.
Battle No. 2. was perhaps the most dramatic, the launch of
a new product category, indeed a new brand called B&O Play.
If B&O had previously ignored Apple to its peril, Play is explicitly Apple-centric, though it is also compatible with Google’s
Android technology. Play products include docking stations,
including the first one to work with Apple’s new iPhone 5; a
streaming audio player styled after the company’s portable
radios from the early 1960s; and a new lower-cost television,
in 32- and 40-inch sizes. All of these products support Apple’s
AirPlay and Google’s DLNA standards, so music can be instantly streamed from mobile devices like iPods, iPads and
iPhones and their Android equivalents. In a first for B&O, the
Play products are sold online, and through Apple stores.
“Internally, we call the target customers Mr. and Mrs. Mac,
but it might just as well be Mr. Android,” said Zean Nielsen,

quality level in many ways, but Apple was
priced better for mass consumption.”
president of Bang & Olufsen U.S.A. “These are individuals
who are launched into their careers in their 20s or early 30s.
They want fantastic picture and sound, but they want to control everything from their smart phone. We use Apple AirPlay
or Android DLNA, so when you walk in the door, the devices
recognize each other and then stream wirelessly. Plus whoever comes over can whip out their iPhone and play a track,
or play DJ for the evening.”
In a way it’s surprising that B&O ignored Apple for so
many years because Apple engineers have often expressed
an admiration for the company’s wares, and its co-founders
were both known to be B&O owners. And the famous division between Steve Wozniak, computer nerd par excellence,
and his design- and marketing-savvy partner Steve Jobs, in
some ways mirrors the balance between Peter Bang, an in
veterate inventor, and the aristocratic Svend Olufsen, who
focused more on marketing the company’s innovations.
“I had Bang & Olufsen equipment in my home in an era
when no other hi-fis had remote controls,” said Wozniak, Apple’s co-founder. “I learned a lot about products being simple,
and fit to the hand, and thinking for the human touch. B&O
has very ‘Apple’ approaches, very right. I applied a lot of this
inspiration when I developed products like my CORE remote

control,” he said, referring to a universal remote he developed
after leaving Apple.
Referring to his Apple co-founder, the late Steve Jobs,
Wozniak said B&O was the gear “he would have placed above
all others because of how it worked with humans. I’d see a
few buttons on the unit itself and hit one, maybe for radio,
and then others would light up out of nowhere that were
appropriate for radio. So beautiful. Apple gear never quite
got to the same quality level in many ways, but Apple was
priced better for mass consumption.”
Many years before Apple opened its own retail stores,
B&O had pioneered the concept, and for much the same reason. Traditional stereo and TV stores were ill-equipped to sell
its more idiosyncratic and inevitably more expensive products, so they tended to languish in a corner. Unlike Apple’s
stores, many B&O outlets have independent owners, though
they all receive training and support from the parent corporation. By the time Mantoni came on board, B&O had about 700
stores, a unique asset, but they were disproportionately based
in Europe and in particular, in Denmark, so battle No. 3 became optimizing the retail network. That means adding new
stores in the United States, Asia and South America, but also
trimming old, underperforming stores.
“You need to make sure the stores are profitable, because
if they’re not they’re going to cut corners, hire people who
are less than the best,” said Mantoni. “Of the 700 stores, the
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bottom 10 to 20 percent are never going to make it, so I’d
rather see them go away,” he said. While the corporate-ownership model obviously works for Apple, it is too capital-intensive for a smaller company like B&O, and there is an additional advantage to independent owners, he said. “You should
not underestimate the importance of the personal relationships. The guy who installs your BeoSystem is walking around
in your bedroom. If you have friends over and there’s a problem with the system, you’re going to get that guy on his mobile
phone, and some of these guys have been around for 20 years.
It becomes much more than a supplier-customer relationship.”
Battle No. 4 was to increase B&O’s presence in the socalled BRIC countries: Brazil, India, Russia and China. Central
to this effort was a strategic partnership with Sparkle A, a Chinese retail distribution network, and A Capital, a China-based
financial firm. The new partners were issued new shares that
gave them a 6.12 and 1.72 percent stake, respectively, in B&O,
in return for a capital infusion of 177 million Danish krone,
about $30 million at the time. B&O corporate also took over
management of retail operations in Hong Kong and southern
China and established a master dealer in India.
No. 5 on the list of must-win battles was to transition research and development processes, with a major focus on
bringing new products to market much faster and more eco-
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nomically. Central to this effort was the opening of a new
facility in Singapore, chosen for its proximity to suppliers in
Asian countries, and the high quality of the local workforce.
Although B&O still manufactures many finished products
in Struer, it also has a major plant in the Czech Republic and
sources components from all over the world. As part of the
restructuring, B&O opened a small software-development
department in Aarhus, Denmark, a major university town,
to take advantage of the engineering talent pool there.
Finally, battle No. 6 was simply to speed up execution
throughout the organization. This included the implementation of a trimmed, nimbler workforce; moving the sales and
marketing department from Struer to Lyngby, a suburb of
Copenhagen; and the consolidation of European sales regions
from four to two.

T

he business logic behind B&O’s transformation is that
the new brand, B&O Play, as well as the automotive business, will both drive growth and bring fresh customers
to the core luxury brand of Bang & Olufsen. Strategic priorities for the coming year include further expansion of the
acoustics product portfolio; to continue building B&O Play
with an expanded product line; to increase the number of retail outlets outside Europe and further reduce the European
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store network to improve quality, customer satisfaction and
dealer profitability; continued expansion in China; and to lift
organizational skills and competencies, with a particular emphasis on innovation and sales and marketing.
In the United States, Bang & Olufsen looks to expand its
sales presence through its new partnerships with Apple and
by opening more B&O stores across the heart of the country.
Currently, B&O stores are clustered on the coasts, but even
here there are notable gaps — no stores in Seattle, for instance.
While B&O Play is a cash-and carry-business, the company
is building on the custom-installation aspect for its luxury
brand, a major differentiator from competing manufacturers.
“We like to sit the customer down and have an interaction
while they enjoy a glass of wine or a coffee, and then go to their
homes, so the system can be integrated,” said Nielsen of B&O
U.S. A. “It’s a custom-installation sale, rather than a retail sale.”
Although audio enthusiasts are notoriously fickle, changing components as their enthusiasms wax and wane, the
strong design element helps make Bang & Olufsen a perennial.
It consistently scores high on the so-called WAF, an industry
term meaning “wife acceptance factor,” which is not to be
underestimated.
“B&O has understood for decades a truth that escapes
most of the audiophile community — that innovation involves more than advancing circuitry,” says Ken Askew, a
San Francisco audiophile and former reviewer for Stereophile
magazine. “B&O has done more than its share of that for a
very long time, but with the added dimension of producing
equipment that insinuates itself into customers’ lifestyles
instead of intruding on them. Music and the visual arts are
sensual, and that should be the touchstone for equipment
design that brings them into the home.”
Design consultant Michael Jager, a partner in Jager Di
Paola Kemp Design, said B&O needs to work harder to put a
human face to their leading-edge design, the way Apple has
made its chief designer, Jonathan Ive, the face of every new
product launch. “They need to work on the humanization of
the brand, within the ‘maker culture,’ ” he says. “They need
to show: ‘We build and make this.’ What does that look like,
feel like and sound like? I think they need to telegraph that
a lot more graphically.”
Early signs are that the new management team’s efforts
are paying off. For fiscal year 2012, which ended in June,
revenues were $522 million, up from $487.56 million in the
previous year. And B&O is profitable again, with earnings before tax of $18.05 million, compared with just $6.94 million
in fiscal 2011.
Mantoni is cautious about the near-term financial outlook, noting that the economic crisis in Europe will weigh
on Bang & Olufsen’s results even as the BRIC countries provide new growth. The turnaround is complete; the transformation is still a work in progress. 
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“Impossible

to Objectify”

On approaching Bang & Olufsen’s headquarters in Struer, the
glass doors silently glide open in a move reminiscent of the
company’s classic BeoMaster 3200 that is by no means coincidental. The executive wing is a transparent structure of aluminum and glass that appears to float above the ground. And the
reception area is an oak-floored, high-ceilinged room, devoid
of furniture, logos or product, but graced by a black concert
grand piano, and, on one wall, the company’s new mission
statement: Bang & Olufsen exists to move you with enduring
magical experiences.
If as Socrates famously said, the unexamined life is not
worth living, for a human being, Bang & Olufsen has long applied the maxim to corporate life as well. To a degree unusual
for any company, the company has long paid a high degree
of attention to maintaining and advancing a culture that de
emphasizes traditional hierarchy in favor of more flexible forms
and individual initiatives. Bang & Olufsen has long prided itself
on being a values-based organization, a conceit that plays out
in a notably flat management structure, which is mirrored in
the transparent construction of its offices.
“Contrary to the iron cage, the glass cage suggests the
idea of a ‘greenhouse,’ which encourages and inspires personal
growth,” Jakob Krause-Jensen, an anthropologist and associate
professor at the Danish School of Education, Aarhus University, wrote in “Flexible Firm, The Design of Culture at Bang &
Olufsen” (Bergahn Books, 2010). “The glass cage is not the site
of an indiscernible, managerial omnivision. On the contrary, in
the case of Bang & Olufsen, it is the administrators, the staff,
the ‘prison keepers,’ who are exposed to being watched as well.”
For his ethnographic study, Krause-Jensen spent six months
working at Bang & Olufsen, primarily in human resources, but
also in product development, which is considered the heart and
soul of the company. He found an organization that expends
considerable time and energy on its culture, bringing in Danish
management thought leaders like Professor Majken Schultz
of the Department of Organization at Copenhagen Business
School, but also the organizational culture guru Edgar Schein
from the Massachusetts Institute of Technology.
“There is a clear empirical connection between Edgar Schein
and the managerial thinking at Bang & Olufsen,” Krause-Jensen
writes. But “the concept of ‘culture’ is not used strategically at
Bang & Olufsen,” he adds. “In the most common native understanding, it is ‘the way we do things around here,’ tied to locality
and practice, and seen to be almost impossible to objectify.”
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From the global team at
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What do

P. Diddy,
Sergey Brin, and
Peter Drucker
have in common

When
it comes to
producing creative
business leaders, a
Montessori education
has proven to be a
potent predictor
of future
success.
By Glenn Rifkin
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The unique and widely lauded education method, created more than
a century ago by an Italian physician and education visionary, is built around the
concept of self-directed learning, mixed-age classrooms, collaboration,

creativity and social responsibility.
Eliminating the rigid structures of conventional classrooms, a Montessori school encourages students to embrace
their curiosity, think imaginatively and see the world as an
array of possibilities. In other words, it is an innovation in
cubator at the most basic level. And not surprisingly, the
method has spawned a long list of overachievers.
When TV journalist Barbara Walters interviewed Google
founders Larry Page and Sergey Brin in 2004 and asked what
drove their success, she received an unexpected response:
“nursery school.”
Page and Brin are products of a Montessori education.
“We both went to Montessori school,” said Page, “and I think
(our success) was part of that training, not following rules
and orders and being self-motivated, questioning what’s going on in the world, doing things a little bit different.”
Marissa Mayer, CEO of Yahoo and a former Google vice
president, told Wired magazine in 2011, “You can’t understand
Google unless you know that both Larry and Sergey were
Montessori kids. In a Montessori school, you go paint be-
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cause you have something to express or you just want to do it
that afternoon, not because the teacher said so. This is baked
in how Larry and Sergey approach problems. They’re always
asking, ‘Why should it be like that?’ It’s the way their brains
were programmed early on.”
Despite its century-old existence and thousands of Montessori schools around the world, the unique teaching method,
hailed by its proponents as far more effective and rewarding
than conventional public education, has received little attention outside its core support group. Its supporters call it
“the best-kept secret in education.” But lately, the Montessori
Method has sparked a growing wave of interest due to recent
blogging on the remarkable list of Montessori alumni. Though
the sampling is hardly scientific, the varied and eclectic mix
of famous people who include Montessori in their educational background is too compelling to dismiss, especially
in the world of business.
Besides Brin and Page, the list of entrepreneurs and innovators includes Jeff Bezos, founder and CEO of Amazon.com;
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Steve Case, founder of AOL; management guru Peter Drucker;
media mogul and rapper Sean “P.Diddy” Combs; the late Katharine Graham, former owner and publisher of the Washington
Post; Jimmy Wales, founder of Wikipedia; and Will Wright,
SimCity computer game designer. Alice Waters, renowned
chef and owner of Chez Panisse in Berkeley, Calif., studied
the Montessori Method and is a former Montessori teacher.
Beyond the business realm, the list extends to a raft of
highly creative, talented and accomplished people, including
famed chef Julia Child; Jacqueline Kennedy Onassis; cellist
Yo-Yo Ma; George Clooney, award-winning actor, producer
and activist; actor John Cusack; actress Dakota Fanning;
country singer Taylor Swift and magician David Blaine. The
Nobel laureate in literature, Gabriel Garcia Marquez, author
of “One Hundred Years of Solitude,” credits his Montessori
experience for a significant part of his success.
“I do not believe there is a method better than Montessori
for making children sensitive to the beauties of the world and
awakening their curiosity regarding the secrets of life,” Garcia Marquez has said.
In a 2011 blog on the Wall Street Journal website, author and
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entrepreneur Peter Sims wrote, “The Montessori educational
approach might be the surest route to joining the creative
elite, which are so overrepresented by the school’s alumni
that one might suspect a Montessori Mafia.”
Indeed, in a six-year study of 3,000 innovative executives,
professors Jeff Dyer of Brigham Young University and Hal
Gregersen of INSEAD in Europe discovered that a significant
number of the respondents had gone to a Montessori school
“where they learned to follow their curiosity.” The most
creative respondents spoke about being raised in a supportive atmosphere where curiosity and inquisitiveness were
strongly encouraged. In an interview with Fortune, Gregersen
said, “If you look at 4-year-olds, they are constantly asking
questions and wondering how things work. But by the time
they are 6 1/2 years old, they stop asking questions because
they quickly learn that teachers value the right answers more
than provocative questions. High school students rarely show
inquisitiveness. And by the time they’re grown up and are
in corporate settings, they have already had the curiosity
drummed out of them.”
For Padmasree Warrior, chief strategy officer and chief
technology officer at Cisco Systems, her Montessori education in Vijayawada, a town in southern India, had a significant impact on her business success.
Warrior attended a Montessori school from kindergarten
through high school and vividly remembers being left to figure out the answers to problems on her own, a sometimes
daunting and time-consuming endeavor that Montessori
encourages.
“That stayed with me,” Warrior said. “Not being afraid
of problems; looking at every problem as an opportunity to
solve it versus being stumped by it.”
Warrior credits Montessori for instilling self-confidence
at an early age, a crucial foundation for her leadership skills.
“Walking into ambiguous situations and being comfortable
with that is hugely helpful with my job,” she said. “Most executives want everything laid out clearly with all the i’s dotted
and t’s crossed. But the real world is not like that. In my job,
setting the technology direction for a massive technology
company, you only get so much information, and at some
point you have to make decisions and be comfortable with
that. That’s something I learned early on.”

Schools, Not Factories
n the ongoing debate about the future of education in the
U.S., many rue the factory model that has been in place
for the nation’s public schools for more than a century
and became a model for school systems around the world.
Steve Denning, an author and global leadership guru, is often
asked about the best ideas for education.
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“The biggest problem is that we’re applying a factory
model made up of hierarchical bureaucracies and a focus on
efficiency, scalability and grinding out graduated students,”
Denning said. “This system is run for the convenience of parents and educators and has little to do with lifelong learning
that is critical to the future of the economy. When I started
writing about this, people told me that we don’t need to invent a new system, it is already there. Montessori has been
doing this for more than a century.”
Denning pointed out that the most successful companies
these days are following vastly different strategies than the
hierarchical bureaucracies that focus on little besides maximizing shareholder value. Getting managers focused on efficiencies and savings ahead of adding value for customers is a
philosophy that is rapidly showing its age and ineffectiveness.
Denning suggested that a radical shift to a creative, innovative economy — as demonstrated by the likes of Apple, Google
and Amazon.com — is required for 21st-century winners.
“You have the basic challenge of a fundamental shift from
the old model to running organizations aimed at adding
value for customers, and running those organizations in a
very different way to accomplish that,” Denning said. “The
problem is that to do that, you need people who are graduates
of a Montessori program. You need people who are creative
self-starters, who are comfortable doing that and want to live
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and flourish in that kind of world. The Montessori method
fits perfectly into America’s emerging economy.”

How It Works
s the young students arrive at the Cambridge Montessori School in Cambridge, Mass., Katelyn Ryan, their
29-year-old teacher, reaches out to welcome each one
and shake their hand. A visitor quickly realizes that this classroom is different, physically and cognitively, from any public
grade school he has seen.
Brandon, a quiet but precocious 5-year-old, heads directly
for one of the open wooden shelves that ring the classroom
and pulls out some crayons and a poster-like outline of the
United States. Without prompting, he begins coloring in the
states as he concentrates on staying within the lines. When
Benjamin, a 4-year-old, arrives to join in, Brandon silently
welcomes him by making room and eventually begins suggesting coloring tips to the younger child. Over the next hour,
Brandon moves, unprompted, from one task to the next,
quietly working with arithmetic materials, reading and
other sensory tools that are a core feature of the Montessori
Method. Brandon embodies the very concept of self-directed
learning, which is at the heart of Montessori.
Ryan, who has taught at Cambridge Montessori for five
years and is a product of a Montessori education herself,
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“When the children had completed an absorbing bit
of work, they appeared rested and deeply pleased. It
almost seemed as if a road had opened up within
their souls that led to all their latent powers, revealing a better part of themselves.” — Maria Montessori

B

orn in Ancona, Italy, in 1870, Maria Montessori displayed an early penchant for bucking conventional
wisdom. In a conservative bastion like 19th-century

Italy, Montessori refused to follow traditional women’s roles
and instead pursued a science education and became Italy’s
first female physician. She became an early advocate for
women’s rights, child labor laws and humanistic advances
throughout Europe.
Teaching at the University of Rome, Montessori encountered the children of Rome’s working class and destitute at
the university’s free clinics. In her work there, she realized that
talent was universal but opportunity was not. These children,

and his wife founded the Montessori Education Association

she discovered, came into the world with the same intelli-

in 1913. But the educational establishment in the U.S.,

gence and potential as the children of the upper classes. They

fiercely dedicated to the factory model for education,

just needed a learning environment that would foster that

mounted a vocal campaign denouncing Montessori and

potential in a way that was generally not available to such chil-

essentially drove her out of the country. Though her methods

dren. In 1901, she was appointed director of a school for men-

flourished across Europe and other parts of the world, Mon-

tally challenged children in what had been an insane asylum.

tessori schools did not reappear in the U.S. until the 1960s,

As a scientist, Montessori based her program on obser-

Among the key tenets of the Montessori Method:

were methods for teaching children who had been consid-

• Montessori teachers act as coaches and facilitators

ered unteachable. The results startled her but reinforced the
notion that children, regardless of their environment, were
like sponges eager to absorb everything and learn.
From these early experiences, Montessori set to work on

for the children.
• Teachers have a deep respect for the children, and
the children are taught to share that respect among
themselves.

creating the teaching methods that would redefine the whole

• Children are taught to be kind and peaceful.

idea of education. In 1907, blocked by Italy’s Ministry of Edu-

• Classrooms are diverse and include multiple age groups.

cation from trying her methods on “normal” children, Montes-

• Students are taught to help younger children.

sori set up her Casa dei Bambini (Children’s House) as a fore-

•M
 ontessori assumes that children are born with native

runner to today’s day-care centers. For these young children

intelligence and each learns in his or her own way and at

of working-class Italians, Montessori provided a warm, stable

an individual pace. Students progress as they master

environment focused on learning academic subjects as well

new skills, moving ahead when they are ready

as practical life skills. The children, many of whom entered

• There are few texts, no homework, no tests and no grades.

the classroom wild and disruptive, quickly embraced Montes-

•R
 ote memorization and drilling are eliminated in favor of

sori’s methods, literally begging to be taught more and more.
Her reputation spreading quickly, Montessori’s methods
were studied by such leading lights as Jean Piaget, Erik ErikPopperfoto/Getty Images

when a new generation of advocates spearheaded the effort.

vation and experimentation. She realized quickly that there

son, Bruno Bettelheim and Anna Freud. She brought her ideas

helping children truly understand a subject.
•C
 hildren learn that failure is acceptable and mistakes are
simply learning experiences.
The foundational precepts of leadership that emerge from

to the United States in the early part of the 20th century and

creativity, curiosity and self-awareness are the potent offspring

was embraced by the likes of Thomas Edison and Alexander

of a Montessori education. Ingrained at an early age, these

Graham Bell. Edison founded a Montessori School, and Bell

characteristics are strong predictors of future success.
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moves slowly around the classroom, which bears little resemblance to a conventional public schoolroom. Absent is the
teacher’s desk at the front of the room, the large blackboard and
the neatly arrayed rows of student desks. Instead, Ryan kneels
next to each child, quietly asking about what the child is working on, making suggestions and offering encouragement. In
Montessori, teachers are facilitators not instructors, guiding
the natural process of learning. There are tables and chairs, all
child-sized, and an array of Montessori educational tools, most
of which date back to the origins of the method created by Maria Montessori in the late 19th and early 20th centuries. Childsized cooking utensils and a kitchen area are part of the design
in order for the children to learn practical skills as well.
There is a sense of calm and quiet purpose in the room.
When one younger boy, age 3, has trouble focusing on a proj-
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ect, Ryan talks with him and reminds him of tasks he has yet
to complete. Montessori is all about self-directed learning,
about allowing the child’s natural sense of curiosity and discovery to flourish. “The learning is all tactile, sensory learning,” Ryan explains. “We don’t try to have 20 students all focused on the same subject for 45 minutes and then switch to
another subject. In that setting, you might have five who are
focused while the rest are bored or disinterested. Here, each
child is focused on their task.”
“Dr. Montessori was brilliant, and she doesn’t receive
the credit she deserves when you think about educational
reform,” said Dr. Ingrid Tucker, head of the Cambridge Montessori School. “What are school systems today trying to do?
The very things she has done for 100 years.”
Tucker, who taught for years in private high schools, could
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One such school is part of the Milwaukee public school
system. It serves a mainly urban minority community and
has been in operation since 1997. A 2006 study by professors
Angeline Lillard of the University of Virginia and Nicole ElseQuest of the University of Wisconsin revealed that even in a
public Montessori school, subject to state laws on education
and curriculum, the student achievement was notable.
“On several dimensions, children at a public inner city
Montessori school had superior outcomes relative to a sample of Montessori applicants who, because of a random lottery, attended other schools,” the authors wrote. “By the end
of kindergarten, the Montessori children performed better
on standardized tests of reading and math, engaged in more
positive interaction on the playground and showed more advanced social cognition and executive control. They also
showed more concern for fairness and justice.”

Too Old to Unlearn?

always recognize the children who had early Montessori
training. “I was blown away,” she said. “These kids were so
much further ahead in math and in their other skill sets. There
was a level of sophistication, of maturity, of depth and greater
understanding and personal inquiry that set them apart.”
Of course, the Montessori Method is not without its detractors. Montessori has no tests, no grades and no homework. Conventional educators say that there is no reliable
way to measure the Montessori outcomes. Over the years,
parents and conventional educators have also worried that
Montessori is too structured an environment and that students are not allowed to play or “be children.” Because most
of the more than 5,000 Montessori facilities in the U.S. are
private schools with often pricey tuitions (the Cambridge
Montessori School costs around $23,000 per year), some critics say Montessori is only available to privileged children.
In fact, a large percentage of Montessori schools around
the world are located in impoverished neighborhoods and
cater to underprivileged children. Maria Montessori set up
the very first Montessori preschool in 1907 in one of Rome’s
most downtrodden neighborhoods, and this Casa dei Bambini became a model for future Montessori schools. In the
U.S., more than 350 public and charter Montessori schools
have achieved high levels of success.

uch of the discussion surrounding the Montessori
Method is focused on educational philosophy. But
what about its potential impact on business and
leadership? Given the spate of successful alums in the corporate environment, are there lessons to be learned and adapted
in training and development programs for prospective managers and executives?
Daniel Pink, a best-selling author who writes about the
changing world of work, believes the use of Montessori
methods in corporate training is “a great idea.” Initiating
such training is something else, however. “It would require
people to unlearn some bad habits they’ve acquired in other
types of formal education,” Pink said. “But that’s a speed
bump, not a brick wall. If Montessori-style internal training
isn’t already happening, someone should start it. It’s an idea
whose time has come.”
Clearly some of the key attributes of Montessori are
essential elements for strong leadership:
• Self-directed learning
• Focus

on creative problem solving and innovative
thinking
• Students teaching other students
• Stoking and encouraging curiosity
• Comfort with ambiguous situations
• Self-mastery of concepts to instill self-confidence
• Embracing failure as a learning opportunity
While intriguing, the concept has yet to get much traction among corporate leaders. Given that Montessori’s core

“What are school systems today trying to do?
The very things the Montessori method has done for 100 years.” —Ingrid Tucker
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“We’re a global economy now, and all of a sudden what is valued is creativity, the
ability to collaborate, passion, engagement.” —Aidan McAuley
enrollment is between ages 3 and 12, it isn’t clear that hardened business-type adults are malleable enough to unlearn
bad habits and embrace such new ways to see the world.
But people like Denning believe that Montessori-like
thinking is no longer a luxury but a necessity for a new millennium economy.
“An education like Montessori is a crucial part of this fundamental phase change to a creative economy, which is well
under way,” he said. “The old dinosaurs are dying faster and
faster, and new ones like Google and Amazon are emerging
faster and faster. Some look at the current economic scene
and see a deep recession, but we’re actually in a phase change
to a different kind of economy. It is why we shouldn’t hold
our breath for the old dinosaurs to start growing fast again.”
Finding the kind of leaders who feel comfortable and
thrive in this new environment is a challenge. Cisco’s Warrior believes that her career has enjoyed significant benefits
from her Montessori background.
“Much of what we did in Montessori was as a group,” she
said, “and I like being part of a team. You weren’t forced to be
part of a group all the time, but things usually were done that
way. I like to share my thinking, but I am also pretty decisive
and opinionated. The result is that I’m comfortable doing
things as an individual and comfortable being part of a team.”

Peter Sims is convinced that future generations of leaders
will require the kind of educational experience that Montessori generates.
“I believe that the leaders of the future are the ones who
will be able to think in an inductive, deductive, rational way
and in a much more qualitative, discovery-oriented way,”
Sims said. “It is especially important when they don’t know
what problems they are even trying to solve. In that situation,
you have to be comfortable with failure, comfortable with
experimentation and not being perfect. Otherwise, you end
up getting suffocated.
“If you feel comfortable doing both analysis and discovery
when you are younger, you are at a distinct advantage in this
world,” he said. “It is becoming, not just a distinct advantage,
but there is going to be no other way to be raised if you want
to be a professional.”
Rick Fredkin is a perfect example. A successful small business owner, Fredkin, 30, started Hardwick Technologies, a
computer consulting firm in Watertown, Mass., five years
ago. He attended Cambridge Montessori School from ages 3
to 5 and then entered public school. The transition from the
nurturing, calm environment of Montessori to conventional
public school was so wrenching that Fredkin failed every subject and eventually convinced his town outside Boston to
allow him to drop out after ninth grade.

Who will lead us next?

G

iven the odds, our artists from the Cambridge Montessori School have a bright future.
We look forward to seeing their names in lights as they grow up, find careers, and become, in turn, role models for the generations to come.
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“I did some home schooling and enrolled in some college
classes, but essentially, I started working professionally at
age 12,” Fredkin said. “I did programming for companies all
over Boston.” He grew increasingly independent, traveling to
Tokyo alone at age 15 and interacting with business people
of all ages. He credits the Montessori environment, with its
mixed-age classrooms, for making him comfortable working
with adults when he was still a teenager.
According to Fredkin, leaving school so young “was an
act of desperation to do something productive.” Fredkin isn’t
completely sure why he was so miserable in a conventional
classroom: “I theoretically had the intelligence to learn,” but
he was rebellious and had grown up with a highly successful
father, computer science legend Edward Fredkin, who traveled a lot and often pulled his son out of school to travel with
him. Finding himself in a structured classroom environment,
bored, daydreaming, watching the clock, was too constricting
after the Montessori experience.
Though Fredkin is hesitant to place too much emphasis
on experiences he had from ages 3 to 5, he is clear that his
Montessori experience was “extremely nurturing and calming, which was very powerful even at such a young age.” He
sees himself today as a creative person who “thinks about
things, finds solutions, gets it done.” And this fall, Fredkin has
enrolled his own 3-year-old son at the Cambridge Montessori
School. “For my son, there was no other choice,” he said. “It
was just so clear to me.”
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Aidan McAuley, sales capability manager at Coca-Cola
in St. Louis, has so much enthusiasm for the Montessori
Method that he helped form an online advocacy group called
Montessori Madmen. These are fathers of young children
enrolled at Montessori schools who are pushing hard for the
spread of the innovative educational technique.
“Montessori is about following your interests and developing skills where you don’t just learn but you learn how to
teach as well,” McAuley said. “When a young child learns
that, it stays with them throughout their life. They develop
respect for others, and that is the kind of thing that impacts
organizations like Coke or any large company.
“With so many functional groups, the idea of understanding different tasks and people in other groups is critical to any
corporate success,” he said. “We’re a global economy now,
and all of a sudden what is valued is creativity, the ability to
collaborate, passion, engagement. This generation is growing up on the Internet, and they are not interested in
a job that tells them what to do. They want to see what they
are capable of.”
What McAuley and other Montessori advocates see is
something innate in all of us. “We all want to have a sense of
purpose and be engaged in the work we do,” McAuley said.
“If we do that, we’ll reduce turnover, our sales will increase,
people will be happier at work. When we look at Montessori
children, we have to find ways for our workers to engage
with their work in the same way.”
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WE
We vs. Me
and the Art
of Balance
By David Berreby
Illustrations by Travis Foster

U

nlike his fellow theoretical biologists, David
Sloan Wilson spends a fair amount of his time
on applied science. A few years ago, for example, he and his students started looking at
community spirit and altruism in their univer-

sity town in upstate New York. The researchers counted

Halloween and Christmas decorations, reasoning that
neighborhoods with more holiday bling showed more

community spirit. They also polled high-school students,
asking them to rate how much they agreed with statements like “I think it is important to help other people.”
And they had the kids play two-person economic games
in which cooperation yields better long-term results for
both players — but only if neither succumbs to the
temptation to go for a quick, selfish payoff.

Cities all over the United States show a marked variation
in income from neighborhood to neighborhood, and you
might expect those differences to affect how public-spirited
and cooperative neighbors are. According to the researchers,
it did: The more affluent a neighborhood was, the less likely
residents were to be cooperative, helpful and public-spirited.
Wilson’s project has a practical, untheoretical fix-thingsnow side: He wants to harness knowledge of human nature to improve people’s lives. One of his other
projects organized neighborhoods to
compete with each other in

transforming vacant
lots into recreational space.
This exercise showed the same inverse
correlation between income level and cooperativeness. “Some of the people in low-income neighborhoods are the most amazing networkers that I have ever
seen,” Wilson wrote on the blog Big Ideas Online. On the
other hand, “some of the so-called ‘nicer’ neighborhoods are
sadly inert. Each family keeps a tidy home and lawn and
doesn’t make trouble for the others, but positive social connections are almost non-existent.”
Of course it’s also possible that the residents of the
higher-end homes were more involved with others who
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weren’t nearby, because their higher income afforded them
more plane tickets, broadband Internet telephony and other
means of feeling close to acquaintances and relatives who
were physically distant. Given the last 300 years of economic
history, few today would deny that each human being has a
powerful hunger to have more of what he desires and to
have more choices in life. Many leaders assume, though, that
this drive for individual advancement is also the driver of
organizational success. How better to motivate a member
of a team, or employee of an organization, than to give her
as much as you can in the realm of money, recognition and
opportunities for self-advancement?
Wilson’s work suggests that this orthodoxy is wrong.
And it’s not an outlier in research on how the mind and
brain work. The consensus view on human nature from science, in fact, is that any member of a group will feel a drive
to advance as an individual and a separate impulse to give
the team all he has. You can’t assume those drives will neatly
align. Nor, for that matter, can you assume that they’ll always be in conflict. Instead, a person in an organization has
a volatile and complex mix of motives, some “for me” and
some “for we.” Effective leaders, it turns out, are those who
foster neither total selfishness nor group worship. They instinctively keep those “me” and “we” drives in some kind
of harmony. It’s not as easy as proclaiming “There is no ‘I’
in ‘team’ ” or, alternately, “There is no such thing as society,
there are only individuals and families,” as Margaret Thatcher
once told her troops. But it leads to more effective teamwork
and happier team members.
Put simply, humans often put “us” ahead of “me” in their
daily lives, despite the economic irrationality of the choice,
and their groups and organizations benefit from that choice.
For example, studies have shown that members
of organizations, if they report themselves satisfied with their
position, will see

the group’s interest
as their own, even if objective measures would show a conflict.
And political scientists have found that research
subjects’ calculations about their interests in politics are
collective, not individual. Women who have done well in
their careers will respond to politicians who want to reduce
gender discrimination, and African-Americans who are in
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the ranks of the elite will still be concerned about the plight
of other African-Americans rather than voting the interests
of their economic class.
Many managers compare their work to herding cats, but
human beings are put together very differently from loner
animals. In fact, we are far more prone to cooperate than our
close relatives, chimpanzees and bonobos, are. These apes
share more than 98 percent of their genetic code with human beings, yet they couldn’t calmly share an elevator with
strangers, or choose sides with unknown fellow-apes for a
friendly game. On the continuum between total self-interest
and complete devotion to the greater group, apes are closer
to cats, while human beings are closer to bees or ants.
In fact, some psychologists and biologists have speculated
that the human species has crossed the line and joined the
ranks of “extra-social” species, whose members are so devoted that a large group of individuals can be viewed as if it
were a single “super-organism” — like a beehive or anthill.
In the view of Selin Kesebir, a psychologist at the University of Virginia’s Darden School of Business, our minds
are shaped to make us cooperative members of a hive. “Identification with a group is the switch that activates these
mechanisms,” she wrote in a recent paper. Any group will
do if it provides the psychological pathway from “me” to
“we”: religion, nation, race, ideology, sports team, military
unit, and, of course, a corporation or work team. Each of us,
she argues, is an individualist ape much of the time, but
capable of becoming a loyal drone under the right circumstances. Once we sense that we’re part of a hive, we have
psychological mechanisms that make it easy for us to get in
line and do our part, while our chimp cousins would keep
insisting, with bites and kicks and screams, on getting
their own way.
One of these mechanisms is
quick and untroubled

communication —
the sense that among “us”
it is easy to comprehend what others
mean, that here “we” all understand each other.
It is “that absence of self-consciousness [emphasis added],
that ease and fellowship and sense of common values which
make for intimacy, and sanity, and the quick give and take of
familiar intercourse,” as Virginia Woolf once put it.
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Communication is more than nouns and verbs. A
shared culture of references, folktales, proverbs and the
like also marks group members as belonging together, as
do music, dancing and marching — synchronized sounds
and movement helping to communicate that “we are one.”
Our communication channels allow us to share goals and
plans — to understand that a desired outcome (win this
election, get this company back on top, move this stuff out
of the garage) is shared and to be able to do the complex
mental work of taking one’s place in a mosaic of different
workers doing different things. As Kesebir points out, even
the biology of the human eye makes it easier to work together: The visible white surrounding our iris is unusual
(our primate relatives have dark eyes that don’t “pop” against
surrounding skin tones) and encourages sharing ideas in
the most literal sense. If a group member shifts her gaze to
look at something, others notice it and are likely to look at
the same place.
Another trigger of we-feeling is a sense of tradition, taboo
or authority. It may be embodied in a leader or sacred figure,
but it need not be. Often, this sense arises in an unconscious
but powerful consensus based on shared history and shared
rules. This is important to note because deference to group
authority is not necessarily the same as deference to a single
person.
In fact, a feeling of “we” is easier to stir when team
members believe that all are being treated the same, and
the sense of “we’re all in it together” is often
enough to transform straying cats
into eager bees. As anyone

ME

with kids knows, people the
world over have a natural fascination with
“fairness” and easily resent a sense that any individual
has special privileges or advantages. This is part of the
mentality of groups, Kesebir says, because a sense that all
members are treated the same evokes that feeling of shared
destiny, that the fate of one is the fate of all. This intense
interest in fairness makes group members eager to punish
anyone they perceive to be cheating. Self-centered as we
often are, when we see a conflict between our interests and
those of a group to which we belong, we tend to prefer the
interests of the group.
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That is one of the most striking lessons of an economic
experiment called the Ultimatum Game. Research at the
psychological and even physiological level has shown that
human beings have a built-in sense of justice. In the Ultimatum Game, for example, two players are told they will
split a reward. One player can offer any kind of split he likes
(50 -50, 60-40, even 1-99) and the other player can either
accept or reject it. No negotiation is allowed — Player 1
makes a single offer and Player 2 accepts or rejects.
A purely rational participant, as Player 1, would offer an
unfair split, perhaps as drastic as 1-99 (to minimize loss),
and a rational Player 2 would accept it, reasoning that some
gain is better than zero gain. Yet people around the world do
not follow that strategy. Instead, proposers are much more
generous, and receivers are far more determined in their refusal to accept unfair offers. The proposers’ generosity is a
striking example of putting “we” ahead of “me.” Though the
rules of the game would let them propose a 99-1 split, they
do not want to see themselves as such an unfair person.
What’s important to understand here is that the participants in these experiments were not consciously thinking
that they wanted to help the wider community or serve humanity. They were thinking about themselves. But instead
of asking “What’s in it for me? How do I maximize my utility?” they were wrestling with a different question: “What
kind of person am I?” Their desire to be fair made them put
their own economic interests aside in favor of decisions that
benefited others. Because we selfishly want to think well of
ourselves, we’re motivated to act unselfishly.
In fact, some recent studies suggest that working in
teams makes participants want to be even more unselfish.
According to the theory of “competitive altruism,” people
often find themselves in settings where they strive to outdo

one another in their unselfishness, in order to gain a valuable reputation for generosity. In one study of informal
work groups in a village on the Caribbean island of Dominica, the men with reputations for generosity attracted the
most helpers and got the most hours from others.
While social scientists are still debating these theories,
the evidence is convincing that human beings are an odd
combination of “in it for me” and “in it for we.” It’s not hard
to see how the triggers that psychologists discuss — making
group members feel they communicate well among them-
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selves, share a common fate and are largely alike — could get
them to want to work for the good of the team.
But the “we” mentality can be taken too far. When individuals in an organization give up too much of their independence, the group will reject new ideas or, in the worst
case scenario, any ideas at all. Dancing, marching and chanting in unison are fun, but how often do they produce new
insights? Too much “we” spirit is often at the root of complaints of prejudice and workplace bullying, where an “outsider” is usually the target. Team spirit is great, but you don’t
want the love of the hive to wipe out the workers’ desire to
distinguish themselves.
At the same time, many organizations’ incentive structures produce the inverse problem: They encourage employees to think “What’s in it for me?” by stressing only salary,
benefits and individual competition. The built-in drivers of
“we-feeling” will break down in unfavorable environments.
If team members don’t see the triggers, they won’t get the
feeling. And even if they do have the feeling, a hyper-individualist environment can train them out of it. (Students
of economics, for example, are much more unfair in the
Ultimatum Game than typical players.) An organization that
lacks we-feeling is not operating at full potential, because it
isn’t tapping the vast reserves of time and energy that are
unleashed when group members feel they are part of something bigger than just “me.”
In other words, somewhere between a completely “me”centered approach (which fails to leverage the natural
“groupiness” of the human mind) and a collectivist nightmare (which crushes all the benefits of individual initiative),
there is a “sweet spot”: an organizational culture that celebrates individual achievement and the pleasures of doing
your bit for the team. If an organization is leaning too much

to collectivism, getting to that sweet spot may mean telling
bosses to dial back the team spirit and let every employee
decorate his cubicle how he likes. If, as is more likely, a team
member is leaning too much toward “me-first,” it may be a
matter of thinking differently about the rewards of working
in the organization. Perhaps it’s time to put less emphasis
on pay and more on the pleasures of collaborating. Or to set
up a softball team. It may not be easy to find, but the zone
between “me” and “we” is where individuals do their best
work.
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Top companies by donations

Wells Fargo &
Company
Exxon
Mobil

Walmart
$342,350,438 (cash)
$616,591,031 (products)
Share of 2010 pretax
profits donated in 2011:
4.1%

Goldman
Sachs Group
$337,077,886 (cash)
Share of 2010 pretax
profits donated in 2011:
2.6%

$232,658,037 (cash),
$2,007,943 (products)
Share of 2010 pretax
profits donated in 2011:
0.4%

$213,481,849 (cash)
Share of 2010 pretax
profits donated in 2011:
1.1%

Chevron
$209,280,000 (cash)
Share of 2010 pretax
profits donated in 2011:
0.7%

Global
Honor Roll**
Edison — Italy
ENI — Italy
Grupo Ferrovial — Spain
Hochtief — Germany
Nestlé — Switzerland
NextEra Energy — U.S.
Statoil — Norway
Total — France
Walt Disney — U.S.
Weyerhaeuser — U.S.
Whole Foods Market — U.S.
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Giving

Bank of America
$208,425,075 (cash)
Share of 2010 pretax
profits donated in 2011:
The company lost money in
2010, so this figure cannot
be calculated.

•
•
•
•

J.P. Morgan
Chase & Co.
$202,961,667 (cash),
$70,473,269 (noncash gifts
such as art and real estate)
Share of 2010 pretax
profits donated in 2011:
1.1%

 0% of companies increased their
6
total giving since 2009.
48% of companies increased their
giving by more than 10%.
The consumer staples (25%) and health
care industries (25%) had the largest
percentages of growth in giving.
81% of companies gave 20% or more
to either education, health or social
services causes.***

Target
Corporation
$146,119,380 (cash),
$63,155,311 (products)
Share of 2010 pretax
profits donated in 2011:
4.7%

General Electric
Company
$144,100,000 (cash),
$1,900,000 (products)
Share of 2010 pretax
profits donated in 2011:
1%

Citigroup
$121,910,534 (cash)
Share of 2010 pretax
profits donated in 2011:
0.9%

Companies that donate
products or a portion
of proceeds with every purchase:
TOMS Shoes
Warby Parker
Figs
Kayu
Paul Newman

Kenneth Cole (Awearness)
Krochet Kids International
Honest Tea
31 Bits
Burt’s Bees

Back
In spite of trying economic times, some companies continue to make
giving back a top priority. Briefings is proud to celebrate the companies
that are making a difference this holiday season and all year round.*
*2011 donations as a percentage of 2010 pre-tax profits. Source: The Chronicle of Philanthropy ** Fortune Magazine’s Annual Rankings 2012
***According to the 2012 Corporate Giving Standard Survey conducted by the Committee Encouraging Corporate Philanthropy (CECP).
Respondents include 62 of the top 100 companies in the Fortune 500 .
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In

Review
Master of
the Game
Amassing power is one
thing, wielding it is another

I

t would be difficult to imagine a
more stunning and remarkable transition into leadership than that experienced by Lyndon Baines Johnson.
In the space of those few horrible
seconds in Dallas on Nov. 22, 1963,
three rifle shots cracked through the
air and changed the course of history.
With President Kennedy mortally
wounded in the limousine just ahead
of his own, Vice President Johnson,
whose political fortunes up to that
moment were so bleak that he was
mired in an extended depressive funk,
was suddenly the president of the
United States.
Having become a scorned, ridiculed (but mostly ignored) political
ghost in the vibrant Kennedy administration, Johnson, who had given up
his powerful leadership position in
the U.S. Senate to join Kennedy’s
presidential ticket, had sunk into
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near irrelevance. Smirking political
insiders called him “Rufus Cornpone”
and the oft-heard query around Washington about the former “master of
the Senate” was, “Whatever happened
to Lyndon Johnson?” His blood feud
with Robert Kennedy only made
things worse. Like a caged lion, he
roared for a while and then fell into
a quiet state of abject misery.
But an assassin’s bullet changed
all that in the shortest, breathtaking
instant. Lyndon Johnson, with the
president’s bloodstained widow
Jackie Kennedy by his side, took the
oath of office on Air Force One just
before the plane, carrying the dead
president’s body, set off for a solemn
journey back to Washington.
In a small room at Parkland Memorial Hospital, when JFK’s chief of
staff Ken O’Donnell came in and said
simply, “He’s gone,” Johnson’s hangdog look of the past three years disappeared. It was replaced by an expression that those who knew him
the longest, his oldest aides and allies, recognized. “The big jaw jutting,
the lips above it pulled into a tight,
grim line, the corners turned down
in a hint of a snarl, the eyes, under
those long black eyebrows, narrowed,
hard and piercing,” Caro writes. “It
was an expression of determination
and fierce concentration; when Lyndon Johnson wore that expression, a
problem was being thought through
with an intensity that was almost
palpable.”
In “The Passage of Power,” the
fourth installment of his planned
five-part biography “The Years of
Lyndon Johnson,” Pulitzer Prizewinning author Robert A. Caro revisits the Kennedy assassination in a
manner so riveting, so poignant, so
masterful that it is as if one is read-

ing about it for the first time. By presenting the events from Johnson’s
point of view, Caro adds a powerful
dimension to an historic moment
we had believed had been as well
documented as possible. There are
dozens of LBJ biographies yet Caro
finds a way to incorporate such remarkable detail with his sturdy writing style and unparalleled knowledge
of his subject that history buffs will
have their breath taken away. And
the accomplishment goes well beyond history. It is an unmatched portrait of leadership achieved, lost and
regained in a heroic manner that no
great novelist could have conjured
from the imagination.
For those of the ’60s generation
who were left with little compassion
for LBJ and his unfortunate and misguided choice to escalate the war in
Vietnam, Caro has provided the insight and nuanced understanding of
this complex, driven politician that
no one else has attempted. Few great
historical figures live up to the overused cliché “larger than life,” but Lyndon Johnson was such a man. Caro’s
biography is the kind generally reserved for history’s greatest leaders,
and he brilliantly makes the case that
Johnson belongs in this high echelon.
In “The Passage of Power,” set in
the years 1958 to 1964, Caro reveals
Johnson’s complex personality fueled
most notably by his deep-seated fear
of defeat and humiliation, a humiliation a teenage Johnson experienced
when his father, once a respected
state senator whom he idolized, lost
everything during the Depression
and became an object of ridicule and
scorn in their tiny hamlet in the impoverished Texas Hill Country.
Rising from such poverty, Johnson had a lifelong dream to become
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president of the United States and
openly declared it as often as possible. His emergence as the most powerful man in the U.S. Senate during
the 1950s set the stage for a likely
run for the White House. Caro spends
the first half of this volume recounting Johnson’s reluctance and ambivalence about leaping into the race
until it was far too late to derail John
F. Kennedy, the young, charismatic
senator from Massachusetts. When
JFK, believing he could not win the
election without a palatable Southerner on the ticket, approached
Johnson about taking the VP slot,
Johnson had to weigh his difficult
options. Believing his path to the
White House was effectively blocked
for good, LBJ joined the ticket. Caro
explains that Johnson considered
death in office as a possible route
to the presidency. He had aides research the numbers, and they found
that 10 vice presidents had eventually ascended to the presidency.
Within that mix, seven presidents
out of the 33 who had served, had
died in office. This portentous scenario, seemingly far-fetched when
it came to the apparently vigorous
young Kennedy, proved to be tragically prescient.
On that fateful Dallas afternoon,
LBJ wasted no time in establishing
himself as the commander in chief,
and not just of the military. After a
deftly and sensitively handled transition period, Johnson cloaked himself
in the mantle of power and leadership so effectively that he seemed
destined for the job.
He cajoled most of JFK’s Cabinet
to remain with him through the remainder of the term, imploring each
individually, “I need you more than
Kennedy needed you.” In an address
to Congress five days after the assas-

sination, Johnson said, “No memorial could more eloquently honor
President Kennedy’s memory than
the earliest possible passage of the
civil rights bill for which he fought
so long.” He cannily gave credit to
Kennedy and then employed his
mastery of congressional procedures,
tactics and relationships to pass a
once-doomed tax cut and bulldoze
the Civil Rights Act, the Voting Rights
Act, Head Start, Medicare and a list
of other Great Society legislation
through a Congress that was nearly
as partisan as it is today. In a time of
openly advocated segregation and
racism, this Texas rancher displayed
powers of persuasion that turned the
most hard-hearted obstructionists
into willing players.
In what Caro writes was the end
of his transition between the 35th
and 36th presidencies, on Jan. 8, 1964,
Johnson gave a State of the Union address. “Masterful as it was politically,
it was much more as well,” Time magazine reported. With this speech, he
“had made the presidency his own,”
writes Caro, “put a stamp, a brand on
it. He had done it with an announcement of a program with goals so new
and ambitious that it was necessary
to go back to Franklin Roosevelt’s
New Deal to find, perhaps not an
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equal, but at least a comparison.”
Profane, heavy-handed, and meantempered, LBJ could turn on the
charm or fix a hesitant player with
an icy gaze so intense that even the
toughest opponents grudgingly offered respect. Caro’s deft storytelling
and deep research provide remarkable insight into this complex personality. Though his fellow Southern
legislators assumed he was a segregationist, LBJ had empathy for the
poor that could only be borne by
someone who had lived such a life
himself.
It would be no surprise if Caro
wins another Pulitzer Prize for this
volume, and his readers are eagerly
awaiting the final installment — focused on Johnson’s single full term
as president — of this work. Great
leaders, we repeatedly learn, frequently carry the baggage of flawed
complexity and often-questionable
integrity. We forgive their trespasses
because they seem more than mortal.
Beyond their flaws lies an inherent
and extraordinary ability to pull diverse forces, often against intense
resistance, toward a common center.
Reading a magnificent treatise on
how this happens is nearly as inspirational as witnessing such a leader
in action in real time.

THANKS BUT NO THANKS
65% of polled senior business executives believe a corporate CEO is as skilled as or
better than a presidential candidate with a traditional
political background. But only a quarter of those
executives say they’d be interested in the job.
Source: The Korn/Ferry Institute
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Parting Thoughts

by Joel Kurtzman

Are Things Really That Bad?

Watching those scientists, engineers and technicians at
the Jet Propulsion Laboratory high-fiving and hugging each
other was a treat. At least someone had something to celebrate. And the rest of us? Compared to those space explorers,
we all seem depressed.
Think about it. For more than a year pessimists bemoaned
Europe’s failure to make a deal on its debt, Congress’s inability to reach a compromise, China’s looming slowdown and
tensions in the Persian Gulf. And while we were all bellyaching, a group of earthlings lowered a six-wheeled, car-sized
laboratory onto the surface of Mars.
Now, if you were pushing a shopping cart through a supermarket in Pasadena, Calif., and bumped into one of those scientists, you probably would not know it. Judging from the
pictures, they look like everyone else. As individuals, they are
like any other bunch of smart people. But as a group they
are remarkable. And, if you think about it, in a way,
we are all part of that group.
Theirs was not a journey that took five years
to plan and execute. It took all of human history. It took equations written by Newton 350
years ago, based on principles pondered by Archimedes, Pythagoras and their predecessors.
It required a painstaking accumulation of evidence and knowledge from men and women
around the world.
The team itself was global, with members originally from every continent
except Antarctica. A couple of these
experts started on the project and
died before its completion. Others
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joined the effort in the middle or near the end. Some team
members burned with a strong desire to investigate space
from their youth. Others, like Adam Steltzner, who conceived
the Sky Crane landing system for getting onto Mars, took a
rather circuitous route.
The point is, the people who sent that craft into space and
slowed it down from 17,000 miles an hour to a few feet per
second, (see our diagram in this issue) were related to us in
a six-degrees-of-separation way. All of us. And yet, while they
were high-fiving each other, too many of us were wracked
with doubt about almost everything political and economic.
So, you have to ask, are things really that bad? I suppose
if you’re living in countries where bombs are falling, they are.
But in the last decade, 300 million people joined the middle
class in China and India, with tens of millions more on their
way. Some of these people, especially kids, watched the
Rover touch down and were inspired.
Yes, we seem to be stuck in traffic a lot, no
matter where we live. And yes, politicians are
still feuding. But while we listen to all those
honking horns, we might think about the people at JPL, or the 440 researchers who mapped
4 million DNA switches in our cells and published the results last summer. They didn’t do
these things just for the fun of it. They did it to
cure disease, stretch our minds, ponder our origins. They did it for us.
These are remarkable times. And, it could
just be that the world has not lost its way,
but is in the midst of finding it. Think
about where we started. 

Robert Risko

Let’s be honest. If not for the 2,000-pound Curiosity Rover landing flawlessly on Mars,
after a voyage of 350 million miles, and the 440 scientists at 33 research centers around
the world who mapped the rest of our DNA, the year would have been a colossal letdown.
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