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Imagine you are 22 years old, just out of college, and starting a new job. Further imagine being a foodie and your new job is with Whole Foods—a company second to none on its impact on what Americans eat. After all, how many multibillion-dollar grocery companies refuse to sell popular products, such as Coke, that they view as unhealthy? How many build a national supply chain for natural foods such as pesticide-free produce and organic milk? How many have standards for “clean foods” that are far tougher than those of our government? None—other than Whole Foods. The company is also notable in being viewed by employees as a great place to work.1 Whole Foods strives to create a friendly environment where its team members share ownership of the success of the business and, in turn, share the benefits when the business does well.2 The company offers a broad range of worker-friendly programs, such as profit sharing, team performance bonuses, employee health and well-being incentives, and time-off sabbaticals. One program, for example, enrolls team members in a weeklong clinic that includes health seminars, medically supervised health testing, discussions with nutritionists, and cooking classes. Whole Foods, in short, is a purpose-driven company that takes very good care of its people.

The company, now with 450 stores and 86,000 employees, is built around small, highly focused, and cohesive teams. Each new hire becomes a member of a team within a store—such as produce, meat, seafood, bakery, or prepared foods. These teams range in size from 10 to 50 people, depending on the work to be done and the size of the store. Each team operates in many respects as an independent business, making a range of decisions, including what products to offer and how they are promoted. Approximately 10 percent of a store’s goods are ordered by headquarters staff in Austin, Texas, and another 30 percent come from the firm’s 12 regional offices; all other product decisions are made by the in-store teams.3 The degree of autonomy that these teams have in Whole Foods is exceptional in an industry where almost everything sold in a neighborhood grocery store is dictated by a few people sitting in a store’s central headquarters office.

The teams at Whole Foods also have a great deal of power in the management of people. Consider that store employees are largely responsible for hiring new people. Job candidates are interviewed by a small group of team members. The interviewers ask focused questions regarding the job candidate’s knowledge (“What are the advantages of locally grown produce?”), love of food (“Describe a meal you recently ate in as much detail as possible.”), customer orientation (“Describe a time when you disappointed a customer. How did you fix it?”), and level of personal awareness (“If you don’t get this job, why would that be the case?”). Gaining the approval of those on the interview panel is only the first hurdle that a job candidate must overcome. Each team, after working with a new hire for several months, votes as a group on who stays and who goes. In other words, the members of a produce team, not the team’s leader or the store manager, will decide if a new member remains on that team. A new hire is voted out if team members conclude that he or she lacks what is needed to contribute to the team’s success. The vetting of new members is treated seriously because teams are rewarded in Whole Foods based on team performance in areas such as overall sales and profit per labor hour. A team bonus is paid monthly, which can result in thousands of extra dollars each year for the members of a successful group.4 Whole Foods then goes one step further. It posts each team’s monthly results for everyone to see. A produce team, for example, will see how it stacks up on key performance metrics compared to the meat or seafood teams within its own store. Team leaders can also compare their team’s performance against other teams across a region. New team members who do not pull their weight pose two risks. First, poor performers can reduce the bonus pay of all team members if the team’s results suffer. That gets everyone’s attention. Second, weak members can damage a team’s reputation, as each team’s results are posted within each store. Reputation is no small matter in a company where ownership of results resides with each team.

New hires at Whole Foods need two-thirds of their team members to vote “yes” if they are to remain with the company. In the vast majority of cases, new hires are accepted by their team. But there are cases where individuals fail to gain the necessary team support. For instance, one team member was rejected after he repeatedly took an overly casual approach to working with customers (such as putting his hands in his pockets and sitting on counters). He was warned by his colleagues to change his demeanor, but he failed to realize that this feedback from his peers was important. A Whole Foods manager described the dynamic within the company’s teams: “There are people who are really good about working when the manager is on the floor . . . but as soon as the manager disappears, they lose control. . . . I’m not the one you need to impress. It’s your fellow team members. And they will be as tough as they can be, because ultimately [the hiring decision] will be a reflection on them.”5

Being “voted in” by one’s new team fosters an emotional investment in the team’s success and the overall success of Whole Foods. More generally, the company emphasizes the importance of team member happiness and a friendly work setting. Team meetings both in the stores and headquarters often end with what the company calls “appreciations.” Team members, each in turn, express thanks for the support that another team member provided as they worked together or, more generally, his or her contribution to the company. While this can seem somewhat “new age” to those joining the company or to outsiders, the practice demonstrates the value the company places on positive team member relationships. One person commented about the culture of the company, “I never thought in a million years I’d work at a grocery store and feel so at home. Showing up to work every day, I’m happy to be here. When I leave, even if I’m exhausted from working hard, I’m still happy.”6
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Three guiding principles underlie the team environment at Whole Foods. First, the company believes that people are by nature social beings who feel most comfortable when part of a small group. From this perspective, building a company around teams is building a company based on human nature. Everyone in the company belongs to at least one team. The most basic are those working within each store. The leaders of these teams are members of the leadership group running a store. The leader of each store is also a member of a regional leadership team—and so it goes to the top of the company. But Whole Foods doesn’t use teams simply to provide its employees with a sense of community. The firm believes that teams, when designed and staffed properly, also maximize what people can contribute to the success of a business. John Mackey, one of the firm’s founders, set out to build a company that taps into each individual’s creativity and potential:

Working in teams creates familiarity and trust and comes naturally to people. Humans evolved over hundreds of thousands of years in small bands and tribes. It’s deeply fulfilling for people to be part of a team, where their contributions are valued and the team encourages them to be creative and make contributions. A well-designed team structure taps into otherwise dormant sources of synergy, so that the whole becomes greater than the sum of the parts. The team culture of sharing and collaboration is not only fundamentally fulfilling to basic human nature, it is also critical for creating excellence within the workplace.7

Whole Foods, in sum, thinks teams when most companies think individuals. This is a profound difference that influences its policies, practices, and, most importantly, the way people think and behave within the company—including their interactions with customers. An executive of Whole Foods suggests that the firm’s success is based on the experience of customers when they shop at its stores: “Customers experience the food and the space, but what they really experience is the work culture. The true hidden secret of the company is the work culture. That’s what delivers the stores to the customers.”8

A second management principle shapes how teams operate at Whole Foods. The company believes teams function best when they embrace a set of company-wide practices. Teams at Whole Foods have a great deal of autonomy to make decisions that benefit customers, team members, and the company. But they must follow a few standard procedures—for example, voting on retaining new hires or awarding bonuses based on company measures, such as team profit per labor hour. Whole Foods strives to keep its required practices to a minimum, believing that less is more when it comes to limiting what its teams can do at a store level. Whole Foods does, however, follow through on the practices it believes are essential—including a relentless focus on tracking and rewarding team performance. The company tracks a range of quality and service metrics.9 Reviews are conducted once a month by outside staff to assess a store’s performance in areas ranging from the presentation of its produce to the quality of its prepared foods. The results from these tours are reviewed with the store’s leadership group, with the goal of improving how the store operates. Whole Foods augments these monthly tours with additional surprise inspections by more senior company executives.10 Taking a full day, these reviews rate a store on more than 300 measures of quality, service, and morale—with the results posted each month for all stores to see. Whole Foods culture, then, has a surprisingly tough edge in forcing stores and teams to take full accountability for their performance. Whole Foods’s calls this approach, one that gives teams freedom to operate within a set of shared company practices and metrics, its “democratic discipline.”

A third guiding principle at Whole Foods is a belief in the benefits of being open and transparent as a company. The goal is to create a “no secrets” environment where information about its strategies and operations is available to all employees. The firm is designed to ensure that everyone is aware of how the company is performing and, in particular, how each team is performing. As noted, team results within a store are posted on a monthly basis. Also posted are in-depth financial reports for each store and for the company (which at the store level includes data such as sales, product costs, wages, and profits). The intent is to give people the information they need to operate at a high level—and foster a feeling of shared ownership among the company’s members.11 Whole Foods’s belief in being as transparent as possible also extends to salary information. Team members can obtain the salaries of other employees, including the CEO. The firm believes that creating a high-trust culture requires sharing information that is concealed in most firms—and working with people to ensure that they understand the implications. For example, team members are encouraged to talk with their supervisors if they want to understand why someone else in the company makes more money or receives a promotion. The resulting feedback helps them understand how the company makes decisions and what they need to do to achieve their own career goals.

The company’s team practices, and culture, evolved over several decades of trial and error—with leadership keeping what worked and abandoning what failed or had unintended consequences. The company, for example, refined over time how new hires were selected and trained. It experimented with how to best measure and reward team performance. It tried different approaches to providing the right balance of peer and supervisor feedback (including the use of 360-degree surveys). These practices were not part of a grand plan that its leaders executed when the company was founded. They knew that they wanted to build a new type of company, but its principles and practices were a work in progress. One lesson from Whole Foods is that experimentation with new approaches to teamwork is essential—that they are constantly evolving based on what a company and its teams learn based on experience. In fact, Whole Foods’s CEO noted with a perverse pride that “We’ve been making it up as we’ve gone along.”12
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Most companies view teams and teamwork as a good thing. As a result, the use of teams is on the rise across all companies, with collaborative activities increasing by more than 50 percent over the past two decades.13 Teams, without question, provide a competitive advantage when they operate well. The problem is that designing and managing teams is a complicated undertaking requiring a level of creativity and commitment that many firms, and their leaders, lack. The most basic, and common, mistake is to use a team when a team is not needed—that is, the work is better done by individuals not working as a team.14 For instance, a group of leaders who are responsible for sales in different regions within a company can form a team. They develop a common set of goals and meet periodically to coordinate their efforts. The question to ask, however, is the value of this team in comparison to allowing the regional leaders to operate independently with little or no coordination other than reporting to the same supervisor. Since there is little overlap in how the regions in this company operate and no common work to be done, the value of a team is minimal if not negative (in consuming members’ time that could be better spent elsewhere, such as interacting with customers). One way to express this is that the return on the investment of having a team needs to be greater than the benefit of not having a team at all. In some situations, the critical work to be done can be achieved more effectively by individuals or smaller subgroups. Consider the company whose strategy to promote growth is flawed. The leader needs to determine what role, if any, his or her leadership team will play in addressing this deficiency. Strategy development can involve an entire team or can be driven by a smaller, more specialized group from within the company or in partnership with an external consulting group. The decision of which approach to use is influenced by a variety of factors, including the skill of team members to think strategically and their ability to see beyond the firm’s current business model. While it is logical to involve one’s team, that may not be the best approach. A leader is sometimes better served by crafting the strategy outside of the team and then engaging the members in determining how to best execute it. My experience as a management consultant, perhaps surprising for someone writing a book about teams, is that teams are used far too often. In some cases, the best decision in regard to using teams is not to use one at all. Richard Hackman, a respected researcher of small groups, liked to remind those in love with teams that they inevitably create problems of coordination (determining how to work together to achieve a goal) and motivation (ensuring that everyone is engaged and contributing to the group’s performance).15

A second mistake is failing to provide the support a team needs to be successful (such as group-level rewards). Even when the use of teams is warranted, many firms incorrectly believe that simply putting a group of bright people together will result in a positive outcome. How can a group of smart people not produce something worthwhile? Unfortunately, often too little thought is given to how a team is designed and managed. Even the most basic issues are ignored—such as careful consideration of who needs to be a member of a team and how it will define success. Companies often embrace teams, or at least the concept of teams, without providing attention to what is needed for them to be successful.

A failure to consider what a team needs to be successful extends beyond the team itself. To promote teams, organizations and their leaders need to carefully design the context in which they operate. Effective teamwork is often elusive because an organization’s formal and informal systems contradict what a team needs. A common example is a reward system that works against teamwork. Microsoft, for example, required for years that its employees be ranked each year on a performance curve. On each team, only a particular number of people could be in each performance category, with the goal of identifying those who were underperforming and those who were stars. The result was that even in a team where everyone performed well, only the best of the best were rated in the highest category (which enhanced the pay and future opportunities of those individuals. As a result, some of the most talented people in the company did not want to become members of a team they knew would be staffed with other highly talented people—fearing that they could easily be rated lower when competing with such individuals. Those who did join the team knew that they were operating in what some call a zero-sum environment, competing with each other to receive the top ratings, which would be distributed across the curve. It is easy to see how such a performance rating procedure, designed to motivate higher levels of performance, would have the unintended consequence of undermining teamwork. This rating process, which was eventually discontinued within Microsoft, indicates that even actions implemented with the right intent can make teamwork more elusive within a company.

Let’s assume that a leader uses a team when it is truly needed and works diligently to design it properly. Let’s further assume that the organizational context in which the team operates also supports, or at least doesn’t hinder, the ability of the group to perform at a high level. These are two essential positives. But it is equally important to realize that teams always come with a downside. Firms that use teams wisely are not naive—they know that teams, by their very nature, have negative qualities. For instance, research shows that some people will work less diligently when part of a team, allowing others in their group to compensate for their lack of effort. Social scientists call this the “freeloader” or “social loafing” problem.16 In these situations, a few team members contribute less than others and yet benefit from being part of a team where others make up for their shortcomings. Whole Foods deals with this problem by having clear performance metrics and team-level rewards. These practices, along with other informal methods such as peer feedback, increase the likelihood that everyone will contribute to the success of his or her team. New hires at Whole Foods quickly learn that they are not simply employees of the company or accountable only to their managers—they are, above all else, working for each other with financial and reputational consequences if they don’t perform. Whole Foods, more than most firms, understands both what teams can contribute and where they can go wrong.

A final common misconception about teams, or at least high-performing teams, is that they are easygoing places to work. Some companies, including Whole Foods, contribute to this belief by emphasizing the benefits of a friendly work environment. Articles and books profiling these firms describe the fun side of how they operate—including a quirky work environment (colorful corporate offices, teambuilding events) and lavish benefits (free gourmet food, employee fitness centers, onsite massage). But what is often missing in the accounts of employee-friendly companies is the intensity of working in an environment where talented people, obsessed with their work, hold themselves and others accountable for producing results at a high level. Teams, when well designed, increase the pressure that their members feel to deliver for the group—to deliver for their peers. Realizing that your coworkers depend on you can be more stressful and messy than working in a conventional firm where people strive to gain their supervisors’ approval.
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Consider Pixar. The well-regarded movie studio is known for producing blockbusters such as Toy Story and Finding Nemo. It is one of only a few studios that can attract an audience based on its reputation (that is, people will go see a Pixar film simply because it is a Pixar film). Those seeking to explain the extraordinary success of Pixar typically point to the role of its famous leaders—notably, Ed Catmull (cofounder and CEO), John Lasseter (cofounder and now chief creative officer, Walt Disney and Pixar Animation Studios), and Steve Jobs (who bought what became Pixar from Lucas Films and worked with Ed and John to build the Pixar we know today). These three individuals were clearly indispensable in Pixar’s success. But it is a rare success story, Pixar or otherwise, that doesn’t rest on the capabilities and performance of the teams within a company. Often unknown to people outside of a firm, they are the driving force behind a firm’s success. This is particularly true because large and complex firms require more than any leader can provide—no matter how talented or charismatic he or she may be. This is not to minimize the impact of visionary leaders—it is, however, to suggest that the key factor in a leader’s success, the area of his or her greatest leverage, is the ability to staff and support teams that a firm needs to grow.

Pixar’s film Toy Story 2 underscores this reality. The film, coproduced with Disney, was failing midproduction at an artistic level. The Pixar executives realized that a major overhaul of the film was needed, but it had to be done under a tight deadline. What followed was a nine-month race to create a film that met the release date but, more importantly, met Pixar’s very high creative standards. Many of those working on the film were at the office seven days a week, month after month. During the intense period of completing the film, one of its animators drove to work one morning, thinking only of the work he needed to do that day. He forgot that he was to drop off his infant child at the daycare center. More importantly, he forgot that his child was in the backseat of his car. It was only when his wife called three hours later that he realized his mistake. He raced to the parking lot and found his child in the car seat—fortunately with no lasting harm. Pixar saw this event, along with an increasing number of repetitive stress injuries, as a result of employees spending hour after hour on their computers, as a wakeup call.17 In particular, the firm’s leadership saw the need to temper the willingness of highly committed people to do whatever it takes to produce a great film—one, in their words, that “touches the world.”18 The problem at Pixar wasn’t that its people lacked motivation—the problem was that its people were too motivated.

What is sometimes overlooked in the Toy Story 2 “parking lot” story is the benefit of having people who are obsessed with their work. This may be obvious, but it is worth repeating—having people who are consumed with a shared goal is almost always required to produce something great. Pixar’s people care so much that they put themselves at risk of neglecting everything else in the pursuit of their shared goal. This can be a problem, as Pixar found out. Pixar’s leaders tell the parking lot story as a cautionary tale of what can happen when you push people—or, more accurately, they push themselves—too far. They learned that they need to beware of aggressive timelines and the potential downside of having a highly committed workforce. The subtext of the story, however, is the pride of having people who are always at risk of pushing themselves and their teammates too far.

Pixar believes that producing great films requires something beyond having highly talented and committed people. The CEO of Pixar, Ed Catmull, notes that the key to success is finding people who can work well together.19 This is particularly important on projects that can take three to four years to complete and literally require, over that time, thousands of decisions. Pixar believes, given the innovative and complex nature of its films, that success is unlikely if a team doesn’t “gel.” Or, stated in a more positive way, the making of a great film is dependent on a group of people bringing out the best in each team member and creating something beyond their individual capabilities. A common assumption is that people will naturally bond when they become members of a team. In fact, it is more likely that highly talented and driven people will have difficulty working together given the nature of their personalities. Passionate people are often demanding, stubborn, and idiosyncratic. Pixar, learning from experience, takes care to staff its teams with people who have complementary skills and personalities—people who can work in the intense and often ambiguous environment that comes with producing one of its films. Getting the chemistry right at Pixar is difficult—the company considers a range of factors, such as each person’s background, values, and personality, as well as more mundane considerations, such as each team member’s work habits. Pixar also wants a mix of people, some of whom have worked together and others who are new. The goal in striving to get people who can work well together is not to create a team of clones. In fact, having people who are too similar may make it easier for them to work together, but it will most likely undermine the team’s creativity. The goal is to find a group of people who can bring their unique talents and experiences to a project and then come together as a team to produce something beyond what they could do as individuals.

All of this makes sense, but what happens when a team fails to gel? After all, team chemistry is not an exact science. Pixar operates with the assumption that the key to making a great film is getting the story right. Everything else is secondary. The firm further believes that the way to get the story right is to get the team right. Great teams produce great stories—not the inverse. Pixar has a host of practices to maximize the likelihood of a team pulling together to produce a great story. For example, the firm gives its teams very direct and sometimes tough feedback during the making of a film. This feedback comes, in part, from what it calls its “brain trust,” a group of mostly senior leaders who have directed Pixar films themselves. This group, however, has no formal authority to mandate changes in a film. The goal is to provide feedback but not in a manner that takes accountability away from a director and his or her team for the quality of their film.

Pixar believes that a well-functioning team, even one that is struggling and “wandering around in the wildness,” needs to be trusted and protected during the creative give and take of making a film. The job of senior leadership is to closely observe how a team is operating, with the belief that the quality of the team members’ interactions is key in producing a great film. A team that is working well together is given more time and protection, even if it appears to have lost its way. A team that is fragmented and failing as a group needs to be changed. What are the signs that a team is failing? An individual who worked on a number of Pixar films noted that trust in the film’s director is essential:

Once trust starts to erode, it creates problems on a film. The signs of low trust are numerous: people stop showing up for meetings, or spend more time on their phones in the meetings. They will also be more likely to ask the leader to show them what they want—to have the director explain once again his or her vision. You also see people being rude to others, particularly in other functional groups. They are frustrated that the film is drifting and they take it out on those around them. A loss of trust also results in people not wanting to work on a particular shot because they believe the story will not pan out and their shot will be cut. They may work on the project but don’t put their heart into it. The lack of commitment is clear in a creative culture like Pixar where emotional investment in a story is all important.20

Over the past 10 years, a significant number of Pixar directors were removed midstream from their films. This includes the directors of Cars 2, Ratatouille, Monsters U, Brave, and, most recently, The Good Dinosaur. The senior leadership of Pixar removed them from their jobs, in large part, because the directors had lost the confidence of their teams.21 Pixar, of course, is not alone in being a studio that will replace directors midproduction. But it is important to note that Pixar views itself as being a different type of company—one that is “filmmaker led.” The company prides itself on being more supportive and trusting of its people than other movie studios. Moreover, the firm’s willingness to remove people is all the more remarkable given the close interpersonal relationships that exist within the company. Many of Pixar’s key hires, particularly in its early years, were friends of those already working there. Friends hired friends who shared a passion for films. One story told to me by a person who worked at Pixar involved John Lasseter, one of the top leaders in the company. A film the studio was making was having difficulty getting its storyline right. It simply wasn’t coming together. The film’s director decided to drive from San Francisco, where Pixar is located, to Los Angeles for a set of meetings with Disney staff. Lasseter volunteered to ride with the director—allowing the two of them to spend time in the car working on the film’s story. Lasseter, with no shortage of demands on his time, was willing to make the drive to fully support one of his people. This level of commitment was typical of the degree to which people in the firm cared about the films they were making and were willing to invest in the success of each other. John Lasseter noted that his company’s culture was one based on deep relationships:

The people at Pixar are my best friends. . . . Not only do I want to see them every day—I can’t wait to see them every day—but, when my wife, Nancy, and I make a list of whom we are going to take on vacation, the top group is Pixar. We just want to be together all the time.22

Some firms don’t encourage close working relationships among their members and, instead, operate in a less personal or emotional manner. Such firms can more easily fire people with less angst than a company like Pixar. It’s not personal—it’s business. On the other extreme, there are firms that encourage close working relationships among their members but will not take action, or timely action, when people fail to deliver what is needed by their teams or companies. Business, in these cases, takes a back seat to personal loyalties. The bonds among people get in the way of making the tough decisions often needed to move the business or project forward. Pixar, then, is unique in being softer than most companies (“The people at Pixar are my best friends”) and also harder (“We will fire best friends when needed to make a great film”). One member of the company noted the dilemma this creates:

Pixar can struggle at times with being honest about how it operates. The company is very supportive and has an emotional culture. But it always puts story above people. If a director can’t develop a story that meets the firm’s very high standards, he or she is removed. They are typically offered other projects within the firm, or their old jobs back, but most don’t stay. It is too tough emotionally to go back when you were just removed from your role because of a loss of confidence in your ability. This happens primarily to directors but it can cascade into other, less elevated, positions as well.23

A company like Pixar is both softer and harder than more conventional companies. One way that academics look at the “hard/soft” dynamic is to distinguish between communal and exchange relationships.24 Communal relationships are those based on supporting others without expecting anything in return. In these relationships, people are bound together by emotional ties and mutual loyalty. Families operate based on communal relationships, where favors and support are provided to others without an expectation of immediate reciprocity. Exchange relationships, in contrast, are based on what others provide you and, in turn, what you provide them. They are based on a formal give and take—I provide you with something and you provide me with something in return. Most view businesses as being based on exchange relationships. Employees, for example, provide their ideas and effort, and, in return, a firm provides them with compensation, benefits, and career opportunities. These two types of relationships, communal and exchange, are viewed by most as mutually exclusive—that is, you exist in either a communal or exchange relationship but not both. This is the case because each operates with a different set of rules and expectations. From this viewpoint, a business that appears to be based, at least in part, on communal relationships is still, in reality, an exchange relationship (only with a softer edge).

The rigid distinction between exchange and communal relationships is a relatively modern concept. In the past, the two were closely intermingled in a wide variety of preindustrial businesses and families. For example, in Elizabethan England there were families that consisted not only of the husband, wife, and children but also those who joined the family as contracted apprentices and servants. This was particularly true for the households of master craftsmen (blacksmiths) and yeoman farmers (those who sold their crops in the marketplace). All of these people were thought of as members of the family and closely connected in the production of the family goods or agricultural products. An historian of the period describes these households as spheres of mutual interdependence, with the contributions of all required for the family, defined broadly, to be successful.25 Still today, family businesses are found in great numbers in every part of the world, some of them growing to become massive companies. These firms range from small “mom and pop” shops to multibillion-dollar enterprises. They combine exchange and communal relationships in unique ways that address the specific challenges they face.

To say that cutting-edge firms and teams operate based primarily on the dynamics of exchange relationships is to miss the depth of communal bonds within these firms and, in particular, the importance that they place on relationships. These firms are hybrids—possessing both communal and exchange qualities. They blur in their own unique ways the distinction between exchange and communal relationships in a manner that combines the positive qualities of each. Patagonia, for example, was among the first companies in the United States to build an onsite daycare facility for its employees. The firm’s goal was to support employees with young children and enhance the family spirit within the company. The founders believe that bringing together employees and their children in an onsite childcare center results in a stronger company culture.26 Sometimes the blending of exchange and communal relationships is done because a firm’s leader believes that it is the right thing to do—that a business must be more than a series of exchange relationships. But most of these firms also do so for more pragmatic reasons. Patagonia sees the business benefit of having a childcare center that helps attract and retain talented employees who want their children to be in a quality facility located where they work. That said, Patagonia did not spend the money to build and run the childcare center for its financial benefit—it did so because it was the right thing to do for its employee community.

Balancing exchange and communal relationships, however, is complicated. In particular, firms that treat employees as family run the risk that people will feel betrayed when the company treats them not as family but as employees. Research indicates that the greater the expectations of being treated as if they were in communal relationships, the greater the disappointment and even anger when that is not the case.27 This means that firms that emphasize the importance of community and connectedness will be judged more harshly when they place other considerations above those relationships. For example, Pixar employees could believe their firm is being hypocritical in creating a warm corporate environment, a family where people care about each other, only to fire people when necessary. It would be much easier to simply create an environment that is formal and professional—one where there is no confusion regarding exchange and communal relationships. That, however, is not the way of cutting-edge firms. Pixar doesn’t support close personal bonds for the sake of community—it does so because making great films requires emotional connections among those making the films. They need both exchange and communal relationships—and are willing to suffer the consequences of striving for both simultaneously. They deliberately take the harder path.
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Whole Foods and Pixar are different firms operating in different industries, each with its own history, culture, and challenges. But they are similar in how they view and use teams. Consider the following:

[image: image] Both firms value teams and teamwork more than conventional firms, seeing teams as essential to their success. They view their companies as a collection of teams (versus a collection of individuals). These firms value teams because teams, as they use them, provide an advantage that competitors can’t easily replicate.

[image: image] Both are deliberate in how they staff their teams, looking for people who are highly talented but also a good fit with their unique cultures. They want people who are passionate, even obsessed, about their work and also care deeply about their coworkers and their firms.

[image: image] Both understand the importance of team chemistry and work hard to create a sense of community within their teams. Each has formal and informal practices that strengthen the interpersonal bonds within and across teams.

[image: image] Both see the need for disciplined approaches to building effective teams, including the use of clear performance targets and rigorous work practices. People view Whole Foods and Pixar as “soft” cultures, but each has robust processes and practices where needed.

[image: image] Both make changes in their teams if they fail to produce results. Teams are provided with ongoing feedback and are expected to address performance gaps. Leaders, in particular, are responsible for staffing and developing teams that perform at a high level. They are fired if they fail to do so.

Cutting-edge firms, such as those profiled in the following pages, are those that understand the potential power of teams and are willing to experiment with new approaches. I call the teams operating within these firms extreme teams because they embrace bold new approaches that go beyond what is found in conventional firms. The seven companies profiled in this book are Whole Foods, Pixar, Zappos, Airbnb, Patagonia, Netflix, and Alibaba. I selected these firms based on several criteria. I sought firms with a track record of significant growth and financial success. Each of these firms has demonstrated an ability to grow and prosper, even in the face of adversity. Each outmaneuvered much larger competitors to assume a leadership role in its respective industry. Whole Food is the leader in the natural foods movement in this country. Pixar created an entirely new category of computer-generated movies and overtook Disney as the premier animation company in the world.28 Patagonia has become one of the most respected providers of high-quality outdoor clothing, taking customers from traditional outfitters such as L.L.Bean. Zappos did what people thought was impossible by selling shoes on the Internet and, in the process, fighting off larger and more well-funded competitors.29 Airbnb created a whole new category of hospitality and now offers more rooms each night than any of America’s largest hotel chains. Netflix drove Blockbuster into bankruptcy and is now taking on media giants such as HBO in producing and streaming TV shows and movies. Alibaba outmaneuvered eBay in the emerging Chinese e-commerce market and is now one of the world’s largest companies based on market value.

Another factor was important in selecting the seven firms in this book. I looked for firms that were willing to experiment with new approaches to teams and teamwork. These firms are constantly striving to improve how they operate with little regard for common operating practices. Whole Foods is willing to share the salaries of all employees among team members. Most firms take the opposite approach and keep salary information secret. Whole Foods believes in transparency and challenges traditional thinking in sharing salary information. These seven companies are constantly experimenting with better ways of operating—and don’t simply replicate what others had done. In this regard, they are interesting firms with a level of energy and creativity often missing in more traditional groups.


Cutting-Edge Firms with Extreme Teams30

Pixar: Film studio operating as a largely independent division of Disney. Ed Catmull is cofounder and president. Motto: “Develop computer-animated feature films with memorable characters and heartwarming stories that appeal to audiences of all ages.”31

• Year founded: 1986

• Revenue: Box office, $1.2 billion (2015 estimate)32

• Number of employees: 1,200

Netflix: Media company that provides customers with movies and TV series via streaming on the Internet. Reed Hastings is cofounder and CEO. Motto: “End boredom and loneliness,” “Make people happy,” “Win more of our members ‘moments of truth.’”33

• Year founded: 1997

• Revenue: $6.77 billion (2015)

• Number of employees: 2,450

Airbnb: Online peer-to-peer marketplace for people to rent rooms, apartments and homes around the world. Founded by Brian Chesky, Joe Gebbia and Nathan Blecharczyk. Motto: "Belong Anywhere."

• Year Founded: 2008

• Revenue: $900 million (2015)

• Number of employees: 2,400

Whole Foods: Natural Foods grocer operating primarily in the United States. John Mackey is cofounder and co-CEO. Motto: “Whole Foods, Whole People, Whole Planet.”

• Year founded: 1980

• Revenue: $15 billion (2015)

• Number of employees: 86,000

Zappos: Internet clothing company that is a division of Amazon. Focuses on shoes but also offers a range of attire. Tony Hsieh is cofounder and CEO. Motto: “Delivering Happiness.”

• Year founded: 1999

• Revenue: $1.2 billion in 2009 (now part of Amazon—its revenue is not reported separately)

• Number of employees: 1,400

Patagonia: Outdoor clothing company with a strong environmental focus. Yvon Chouinard is founder, and Rose Marcario is CEO. Motto: “Build the best product, cause no unnecessary harm, use business to inspire and implement solutions to the environmental crisis.”34

• Year founded: 1973

• Revenue: $750 million (estimated 2015)

• Number of employees: 2,000

Alibaba: E-commerce company that serves business and retail customers. Jack Ma is founder and executive chairman, and Daniel Zhang is CEO. Motto: “Global trade starts here” and “Make it easy to do business anywhere.”35

• Year founded: 1999

• Revenue: $15.69 billion (2015–16 fiscal year)

• Number of employees: 34,000



[image: image]

Leo Tolstoy observed that “All happy families are alike; each unhappy family is unhappy in its own way.”36 Teams appear to fit the Tolstoy mold in that the best teams have similar attributes while dysfunctional teams are unique in their ineffectiveness.37 Many authors have examined the dynamics of dysfunctional teams, and there is certainly merit in understanding how these teams lose their way. The premise is that we can learn how teams can function better by studying those that fail—that by avoiding the “wrongs” of highly ineffective teams, we can build productive teams.38 This assumption, however, is only half right. Avoiding the wrongs of troubled teams is necessary but insufficient. A truly high-performing team does much more than avoid common team mistakes—just as an extraordinary person does more than avoid the problems that fill the pages of an abnormal psychology textbook. I take a different approach in avoiding the discussion of team dysfunctions and instead concentrate on highly innovative teams. I am interested in the commonalities across these teams that make them successful, with a focus on the following practices:

1) Fostering a Shared Obsession: In extreme teams, members share a passionate belief in their work and the firm of which they are part. They often have a cult-like quality, seeing themselves as unique and destined to improve the world. These teams also have a deep faith in their ability to overcome adversity. Contrast this approach to conventional teams whose members often view their work as tasks to be done, even professionally, but with no shared passion for their work or the team’s larger reason for being.

2) Valuing Fit over Experience: Extreme teams value the personal traits needed for a group to achieve its goals. Each team develops a unique set of practices to ensure that members have the right mix of personal motives, values, and temperament. They hire and promote people who fit their culture. Those who have these traits are asked to join the team; those who don’t are asked to leave. Contrast this approach with conventional teams where members are often selected based on their past experience or functional skills.

3) Focusing More, then Less: Extreme teams fixate relentlessly on the vital few areas that are critical to their success. They dedicate the vast majority of their time to these priorities and go to great lengths to avoid distractions (including unnecessary processes and controls). These teams, however, also develop approaches that provide the time, resources, and autonomy needed to creatively explore new opportunities for growth beyond their firm’s current products and services. Contrast this approach to conventional teams whose members often focus on a wide range of priorities and are easily distracted by less critical demands.

4) Pushing Harder, Pushing Softer: Extreme teams are simultaneously harder and softer than conventional teams. The culture of these teams is tougher in driving for measureable results on a few highly visible targets. These teams are also willing to openly deal with their own weaknesses and take action on those who are underperforming. At the same time, these teams are softer in terms of being more supportive in creating environments that foster collaboration, trust, and loyalty. Contrast this approach to conventional teams that are more “beige” in how they operate—failing to push either the hard or soft sides of effective team life.

5) Taking Comfort in Discomfort: Extreme teams are biased in favor of conflict, even encouraging it among their members. These teams believe that fighting over the right issues, regardless of the discomfort it causes, results in better outcomes. Equally important is the ability of these teams to take on big challenges and the risks associated with innovation. Contrast this approach to what is often found in conventional teams where people view conflict as something to be avoided or a sign of failure.39


Conventional Versus Extreme Teams



	Conventional Teams . . .

	Extreme Teams . . .




	View work as a job to be done professionally

	View work as a calling—even an obsession




	Value team members’ individual experiences and capabilities

	Value members’ cultural fit and ability to collectively produce results




	Pursue many priorities at once—more is more

	Pursue a limited set of vital priorities—less is more




	Strive to create a culture that is efficient and predictable

	Strive to create a culture that is at once both hard and soft




	Value harmony among team members—striving to avoid conflict and discomfort

	Value conflict among team members—recognizing the benefit of being uncomfortable







Let me offer a few caveats before moving on, in the following chapters, to the core practices of extreme teams:

[image: image] First, one can select different firms and teams as case studies using the same criteria I noted earlier (that is, selecting groups that are both successful and innovative in how they use teams). A host of well-known companies, such as Amazon, Apple, and Google, or smaller firms, such as Uber and Vice, are worthy of further examination in regard to their team practices. The firms included in this book are meant to be illustrative of new approaches to teamwork in a variety of settings, with the assumption that the team practices found in these firms are evident in other successful firms.

[image: image] Second, there are clearly differences among the firms profiled in this book, even though I describe them, collectively, as extreme teams. My intent is not to treat these firms and teams as replicas of each other but, instead, to look at their commonalities and then explore their differences in order to better understand the tradeoffs each has made in successfully designing and deploying teams. For example, Netflix goes to great lengths to remind its people that they are part of a team and not part of a family. Families don’t fire their children (as much as some, at times, might like to do so). Netflix views professional sports teams as the best metaphor for what it wants to achieve—a group where individuals are replaced by others if they can’t provide what the group needs given the challenges it faces. In contrast, Zappos goes to great lengths to create a family-like ethos. It embraces a family metaphor in describing its culture. The Zappos website notes:

We are more than just a team though—we are a family. We watch out for each other, care for each other, and go above and beyond for each other because we believe in each other and we trust each other. We work together, but we also play together. Our bonds go far beyond the typical “co-worker” relationships found at most other companies.40

Zappos wants its people to relate to each other at a deeper level than what is found in most conventional companies.41 Zappos even requires its managers to spend significant time with team members outside of work—at events, dinners, and bars—and will not hire those who find this part of the Zappos culture unnecessary or uncomfortable.

[image: image] Third, the success of the companies in this book is due to a range of factors, not simply how they use teams. Teams are critically important to them, but other factors are as well. A flawed corporate strategy, for example, will doom a company even if its teams are operating in a highly effective manner. Whole Foods, for example, is one of the most innovative firms in the world in how it uses teams. But it is facing increased competition from larger organic stores such as Sprouts, as well as mainstream grocers such as Kroger and Walmart (who are now offering health-conscious customers lower-cost organic food). Amazon is also starting to sell food via its Amazon Fresh delivery service. Its mainstream competitors now threaten to undermine the Whole Foods business model and its ability to grow (at least at a rate comparable to the past). These threats will require effective strategic choices on the part of the firm’s senior leadership. Whole Foods is now opening lower-cost stores under the brand name 365. The impact of these new stores on the success of the firm is based on the premise that traditional Whole Foods and its new sibling can coexist, without cannibalizing the sales of each other. Teams at Whole Foods provide a competitive advantage, but they are not more important than this type of shift in the company’s offering, which will help determine its fate.

[image: image] Fourth, some of these firms, while demonstrating innovative team practices, may not stand the test of time. The history of business is one of firms that are successful for a period of time and then succumb to competitive challenges or their own self-inflicted wounds. Zappos has recently introduced a bold self-management approach called holacracy that has the potential to take the firm to the next level of performance—or undermine the success it has had to date. None of the seven firms profiled here are without flaws, and each has made significant mistakes over time. Alibaba failed to act as quickly as needed to deal with counterfeiters using its sites to sell their goods. Airbnb failed to respond effectively to safety issues when they arose in the early years of the company. Netflix failed to meet its customer expectations when it separated its DVD and streaming businesses. There is no reason to believe that these firms, as great as they are, will not make more mistakes as they move forward.

A variety of external forces can also undermine a firm’s success. New technologies, for example, can overtake a firm. Netflix may see its business model eroded if augmented reality overtakes movies and TV as a dominant form of entertainment. At this point, we don’t know how that technology will evolve but it may be as disruptive as Netflix was to traditional media companies.42

[image: image] Finally, a risk in profiling a set of exemplary firms and teams is that others attempt to mimic them. That is, some will identify a highly visible team technique from an exemplary firm and then implement it in a very different setting without understanding what is needed to make it work. In these cases, those incorporating new approaches are seeking positive outcomes without fully understanding how to achieve them. The specific team techniques described in this book must be viewed in relation to a particular firm, its history and culture, as well as its aspirations. For example, Whole Foods is one of the most team-based companies in the world. Other firms, given Whole Foods’s success, might strive to broaden the use of teams in their own organizations. Teams should be used only when they add real value and can be supported effectively by their organizations. In some situations, teams shouldn’t be used. In these cases, a company is better served by structuring work around individual responsibilities or using more ad-hoc teams than what is found in Whole Foods. Or firms might decide to implement “after action” reviews based on the success of this technique at Pixar. These reviews look at what worked and what didn’t in a recently completed film project—with the goal of improving how the firm and its teams operate. However, the culture of the firm needs to be such that people will be honest in conducting these discussions—otherwise, the real issues are not surfaced and the reviews are largely a waste of time (or worse if the real problems are known but not surfaced). In looking at the teams in this book, a reader needs to understand the intent behind a particular cutting-edge practice and the broader environment that is needed to make it work—and then determine if and how to best use that technique in one’s own company or team.

The difficulty of designing and supporting extreme teams is the reason they are a competitive advantage. If managing these teams was easy, they would be less valuable because they could be copied easily. There needs to be a great deal of thought, and perhaps more importantly ongoing experimentation, to get the formula right. The caveats mentioned here do not minimize what we can learn from cutting-edge firms. These groups are a work in progress, each trying different team approaches to determine what works for them. In that regard, they are worthy of our attention both for their willingness to experiment and their successes in doing so. That they have cast aside conventional wisdom may be the most important lesson for those seeking to improve their own groups. In creating teams that win, fortune does favor the bold.

[image: image] TAKEAWAYS


[image: image]Cutting-edge companies are using teams in innovative ways to outperform their competitors. These extreme teams share five success practices. They . . .

[image: image]Foster a shared obsession among the group’s members

[image: image]Value cultural fit over experience in selecting new hires

[image: image]Focus on their vital few priorities while remaining open to new ideas

[image: image]Create a team culture that is simultaneously hard and soft

[image: image]Take comfort in the discomfort that comes with risk and conflict




CHAPTER

1

RESULTS AND RELATIONSHIPS

[image: image]

Only Teams That Risk Going Too Far Will Go Far Enough1



Netflix was born of a simple idea—provide movies on DVDs delivered via the U.S. Postal Service.2 This was a radical departure from the approach of the industry leader at the time, Blockbuster, which had more than 9,000 stores filled with rack after rack of videocassettes. The founders of Netflix claimed that they started the company out of frustration with being charged $40 by Blockbuster for a movie rental turned in six weeks late. That story, however, was nothing more than a clever marketing ploy.3 The truth was that the founders, already successful entrepreneurs, wanted to be the “Amazon of something.”4 They saw that DVD players, then rare, would come down in price and become the preferred technology for viewing movies. Netflix even worked with DVD manufacturers and retailers to accelerate that process. Once it occurred, people embraced the Netflix model—one that offered a vast selection of movies online, rapid turnaround of orders, and a simple low-cost fee structure. The bright-red Netflix mailing envelopes were soon appearing in mailboxes across the country. Blockbuster, which in 2000 was 500 times as large as Netflix,5 was slow to respond to the Netflix threat—unable to believe that its greatest asset, a vast chain of retail stores, had become a liability. The decade-long battle between the two firms culminated in Blockbuster’s bankruptcy—a casebook example of a nimble startup company outmaneuvering a much larger and well-established firm.6 Netflix continued to grow and is the world’s leader in the online streaming of movies and TV shows, with more than 83 million subscribers.7 It is now moving aggressively into the production of original content with hit TV shows such as House of Cards and Orange Is the New Black. Netflix, with a track record of taking big risks in the pursuit of growth, will likely become the dominant media company in the world.

Netflix is equally bold in its approach to people management. More than 8 million people have downloaded a presentation of the firm’s operating principles.8 Sheryl Sandberg, CFO of Facebook and author of Lean In, suggests that the Netflix “culture deck” may be the most important document ever produced in Silicon Valley.9 In it, the company describes how it operates and, in particular, its freedom and responsibility culture. Netflix believes in giving its employees a great deal of autonomy but also holding them to high standards of performance. Each year, it strives to do something that reinforces the freedom people have in how they work. For example, Netflix did away with the need for its employees to track their vacation time—they take as much as they need. The key ingredient in making this model work is having the right people. Freedom and responsibility are not worth a great deal if people lack the motivation and capabilities needed to deliver results. Netflix developed its culture deck after the firm’s CEO, Reed Hastings, was dismayed after conducting new-hire orientation sessions where up to one out of three new people were shocked by what he told them about the firm’s high-performance culture (emphasizing, in part, that they operated as a team and not a family and people need to continually earn their place in the company—otherwise, they would be fired). Hastings held some of his hiring managers accountable for not clearly communicating his firm’s culture to those they hired. But he decided that putting the Netflix culture principles in writing would reduce the number of people who wondered, after joining the firm, if they made the right decision. He didn’t want anyone thinking the company had engaged in a “bait and switch.” The culture was not for everyone, and Hastings wanted new hires to be told what to expect.10 The culture deck, as a result, was distributed to all potential hires and, thus, by default, became a public statement. Hastings decided to post it for those interested in how his firm operates.

Netflix uses the term “talent density” to describe the level of skill within a firm. High density is a workforce comprised of people who can perform at a level that Netflix describes as extraordinary. It developed the idea of density after the painful experience of laying off one-third of its workforce early in its history due to insufficient cash flow. The firm retained its most talented people and let go of the others. After the layoffs, the firm’s leadership was fearful that the company would not make progress on its improvement initiatives because the remaining 80 employees would need to focus on simply running the existing business. But, to their surprise, the work to be done was getting done faster and better with far fewer people. Hastings, the CEO, commented, “We tried to figure out why. And we realized now there was no more dummy proofing necessary . . . everybody was going fast and everything was right.”11 A second insight from that period was that those who remained after the layoffs enjoyed working in an environment where everyone could be trusted to do an exceptional job. They wanted to work in a company that consisted only of highly talented people. The joy they felt from this experience was even more than the success that typically resulted from their collective efforts. The company decided then that it would develop an approach to ensure that it retained only extraordinary people moving forward—and not settle for mediocrity in any way.

Netflix believes that most firms suffer from the opposite—which becomes more pronounced as they grow. This occurs because mediocre talent can be tolerated when a firm is successful and has the financial buffer to carry those who are underperforming. In essence, large companies can afford those who are far from extraordinary (versus smaller startup firms that generally don’t have that luxury). Netflix further believes that firms, as they grow, create processes in an effort to compensate for a decrease in talent density. Most large firms, for instance, require annual operating plans and conduct regular operating reviews to ensure that their various groups are focused on the right priorities (versus trusting them to do so more spontaneously). Each functional group (such as finance and human resources) develops its own set of processes with the best intentions, but the cumulative effect can create stifling bureaucracy. The problem is that processes are almost always less effective than talent in surfacing and adapting to emerging business challenges and competitive threats. Processes are based on a set of assumptions about what is needed in a given situation and a particular point in time—which becomes a problem when the assumptions on which those processes are based become outdated as things change in a firm’s marketplace. This is not to suggest that processes are unnecessary—only that processes are no substitute for talent.

Netflix works hard to avoid the trap of putting processes before people. It gives its employees big jobs and ample latitude on how to perform those jobs. It strives to simplify or eliminate the administrative requirements it places on its people. It also works hard to surround its people with talented peers, which the firm believes is the best perk a company can offer employees. All of which is good news if you work at Netflix. The bad news, at least for some, is that Netflix will not only fire underperformers—it will fire those who are only average. Netflix believes that talent ultimately determines who wins in a competitive battle. The company is tenacious in upgrading talent because it believes the output of an extraordinary employee is 10 times that of an average employee. It also believes that the best thing it can offer its employees is the experience of working with other highly talented, highly dedicated peers.

The primacy of talent within its culture impacts almost all of Netflix’s actions when it comes to people management. The company, for instance, recently introduced a generous one-year unlimited sabbatical for employees who are new parents. The program pays the salaries of those who want to spend time at home with their newborns. Their jobs are waiting for them when they return. In announcing the program, Netflix described the program as a means to attract and retain superior talent. It noted that:

Netflix’s continued success hinges on us competing for and keeping the most talented individuals in their field. Experience shows people perform better at work when they’re not worrying about home. This new policy, combined with our unlimited time off, allows employees to be supported during the changes in their lives and return to work more focused and dedicated.12

Netflix is now clear about its expectations—extraordinary performance from every employee. Effort doesn’t matter. Intent doesn’t matter. Results matter. This can mean, at one extreme, that those who produce outstanding results with relatively little effort are rewarded based on the outcome they achieve. On the other extreme, those who work hard but fail to produce results will leave the firm. This doesn’t mean that they are fired after one misstep, but it most likely means they are fired if there is a second misstep. This firm’s approach is all the more striking in that Netflix is competing for talent in a tight labor market. Silicon Valley has a low unemployment rate, with the competition for top-flight engineers being particularly intense. With talent in short supply, we might assume that Netflix would be more accommodating of average performers. Not so. The firm’s emphasis on superior results begins in its orientation sessions with new hires. One employee, responding to a question about the firm’s culture, observed:

I currently work for Netflix—and yes, there is a culture of fear BUT it is pretty much outlined to you on DAY ONE that if you do not perform, they will find you and get rid of you as quickly as possible. So you know what you’re in for as soon as you step in the door.13

Another employee, echoing the same sentiment but with a touch of dark humor, described a mythological “sniper in the building” whose job it is to locate and kill any Netflix employee who fails to deliver extraordinary results.14

Understanding the Netflix approach to talent is summarized in a story that Reed Hastings tells often. Early in his career, Hastings worked for a startup technology firm as an engineer. He would work long hours and neglect some of the more basic office tasks, such as washing out his coffee cups each day. Instead, he let them pile up, and then, at the end of the week, someone took the cups, cleaned them, and returned them to his office. Reed assumed the janitor was washing the cups and putting them back in his office. This went on for over a year until he came in one morning at 5 a.m. and found his firm’s CEO in the bathroom washing Reed’s coffee cups. Hastings was surprised and asked if he was the person washing his cups each week. The CEO said yes and that he did it because Reed was working so hard, including all-night sessions, and the CEO felt this was something he could do to help him. In telling the story, Reed said this small act of kindness made him want to follow the CEO to the ends of the Earth. And here is the story’s punchline—that is exactly where he led the company. The CEO, great with people, was terrible at building products that customers would buy. Hastings’s lesson—people skills are important, but the key is having the judgment needed for a company to be successful. The question that Hastings asks of himself and his managers, particularly in regard to talent, is, what does the company need to promote its growth and what decision is needed to move it forward?

[image: image]

A second defining trait of the Netflix culture is an ability to look beyond its current business model to the future. The company was planning on being the industry leader in streaming movies online while it was still working hard to win the DVD war with Blockbuster. DVDs were just a stop along the path to streaming. It was planning to produce its own TV shows and movies while it was still a distributor of content being produced by well-established studios. It was planning to expand internationally while it was still working to build a U.S. presence. This firm’s focus on the future is only in terms of its business model—it impacts how it manages its people. Managers are told that their most important job is to build teams that deliver results. Toward this end, Netflix managers are told to periodically question the skills they need on their teams moving forward. The company, in particular, goes to great lengths to ensure that people are well equipped to address not only the challenges of today but also the challenges of the future. The central questions are as follows:

[image: image]What is it your team will be accomplishing six months from now?

[image: image]What specific results do you want/need to see?

[image: image]How is that different from what your team is doing today?

[image: image]What is needed to make these results happen?15

After answering these questions, each leader is responsible for addressing any talent gaps in his or her team. In many situations, this means bringing new members into the team with the necessary skills. This stands in contrast to other firms where the emphasis is on developing the existing members of the team through feedback, coaching, and mentoring. Netflix believes that team leaders often fool themselves into thinking that they can develop people who fundamentally lack the skills or temperament needed to be successful. Instead, it asks its managers to recognize when a person does not have the skills needed to be successful. The firm uses what it calls the “keeper test” to set a high standard in determining who stays and who goes. Managers are asked, at least once a year, to “testify” regarding which of their team members they would fight to keep if those people were considering leaving the company to go to other firms. Those whom the manager would not fight to keep should be asked to leave the company.16

The focus in Netflix is not on what you contributed in the past but on what you can contribute moving forward. The firm’s loyalty is to the future, not the past. Those, for instance, who managed the growth of the Netflix DVD business may lack the skills needed to manage the growth of the firm’s streaming business. Those who lead the streaming business may lack the skills needed to drive the production of original TV shows and movies. Those who built the U.S. business may lack the skills to manage the firm’s expansion into international business. Netflix does not believe people should inherit future roles based on past achievements if they lack what is needed to drive future growth. To pay and retain people based on their past performance is bad for the performance of the business. It is also bad for the culture because it indicates, particularly to the new or younger people, that the company is not as performance driven as it claims. This management philosophy goes against the practices of many firms where past achievements are recognized by ensuring future roles within the company. Netflix is different. If you can’t contribute to the firm’s future growth, you are likely out of a job.

Managers, in general, can find reasons to avoid doing the painful work of removing those who are a poor fit to a company’s future needs. This occurs for any number of reasons. First, assessing the capabilities of people is not always an easy endeavor. Truly poor performance is evident, but average performance is more difficult to assess given the range of factors that can influence how a person performs (such as the difficulty of the task, the availability of resources, or the cooperation of other groups within a firm). Second, most managers care about their team members as well as their families. Removing people from their jobs should not be an easy task, and for many leaders, it is the most painful part of their jobs. Third, most supervisors seek to avoid the legal entanglements that can occur when employees are fired or demoted. This is particularly true when there is no paper trail documenting the reasons for removing someone from his or her job (or in striving to justify why they would be a fit for future demands). Finally, many managers believe that they can coach their people to higher levels of performance—even though past supervisors have failed in doing so. They assume that they, unlike others, have what it takes to improve the performance of underperforming individuals.

Netflix strives to overcome these obstacles by taking a different approach, summarized in the provocative statement, “Adequate performance in Netflix results in a generous severance package.”17 The firm realizes that the goal of creating a high-talent-density organization requires an effective way to let go of those who don’t meet its high standards. The challenge is to move out of the company those who don’t fit the firm’s needs in a manner that causes the least amount of damage to the employee, his or her manager, and the company. In an effort to be fair to those let go and to minimize the pain felt by managers who ask people to leave the firm, Netflix offers a generous severance package (which begins at four months of salary even for those who have just joined the firm and is often higher for those with longer tenure). The company also wants to avoid legal action from those let go and thus strives to part with them on terms that are as good as possible.18 A former Netflix human resources leader, who played a key role in building the firm’s unique culture, describes how the firm separates from those who fail to meet its standards:

We want them [the employees] to keep their dignity. . . . In many companies, once I want you to leave, my job is to prove you’re incompetent. I have to give you all the documentation and fire you for poor performance. It can take months. Here, I write a check. We exchange severance for a release. To make Netflix a great company, people have to be able to leverage it when they leave by subsequently getting good jobs.19

The goal for Netflix, and other cutting-edge firms, is to create a culture obsessed with results without creating a culture that is too harsh. What is the point at which a firm or team pushes too far on results and, in so doing, undermines the very outcome it so desires?

[image: image]

Netflix, of course, is not unique in being obsessed with creating a culture that delivers results. The New York Times recently ran a controversial article profiling the online retailer Amazon.20 In it, the Times lauds Amazon for its success in embracing bold ideas and investing in long-term growth initiatives. Over its history, Amazon has consistently sacrificed near-term profits to fund projects that in some cases take years or even decades to pay off—if at all. In so doing, the firm ignores the pressure from some on Wall Street who want to see it deliver greater profits today. The Times article also compliments Amazon for its culture of candor, where issues are openly debated and people are given ample opportunity to impact the business. But all is not well in Amazon, according to the Times.

The article focuses primarily on Amazon’s cultural weaknesses.21 The company is described as one where people work hard and long, to the point of sacrificing their health and family lives. After interviewing more than 100 current and former employees, the Times authors suggest that it is common for people at Amazon to work during the night, over weekends, and during vacations, answering emails and completing work assignments. The article further suggests that some employees, when taking sick or personal leaves, will come back early for fear of losing their jobs. The result is a higher level of stress than what is found in other firms.22 A second element of the Amazon culture that draws attention is the extensive use of data to assess employee performance. For example, Amazon monitors its distribution employees at a level beyond what is found in most firms. It tags employees with electronic trackers that indicate the route they must follow as they fill orders within the company’s huge multi-acre warehouses. These trackers also give target times for each task and measure if those targets are met.23 The resulting pressure means that those who can’t keep up or are “time thieves” are, in the words of one publication, “pushed harder and harder to work faster and faster until they were terminated, they quit or they got injured.”24

The pressure employees of Amazon feel to perform at the highest level exists in conjunction with an emphasis on operating in a frugal manner—which is seen as important not only to provide customers with low-cost products but as a means to drive innovation. The company believes that people should not simply throw money at the challenges they face but, instead, should think creatively about alternative solutions that may end up being superior. In its statement of leadership principles, frugality is described as the ability to “accomplish more with less. Constraints breed resourcefulness, self-sufficiency and invention. There are no extra points for growing headcount, budget size or fixed expense.”25 That focus, while logical if not admirable, has resulted in some questionable decisions regarding the company’s workforce. For instance, several years ago Amazon built a new distribution facility in Pennsylvania to process and ship online orders. The distribution center was built without air conditioning, saving the company hundreds of thousands of dollars in construction and operating costs. Problems arose when a heat wave hit the area soon after the facility was completed, resulting in difficult working conditions (with temperatures reportedly over 100 degrees inside the facility). Amazon responded by having an ambulance waiting outside, staffed with paramedics for employees who might suffer from heat exhaustion. A local hospital, where a few workers were taken, reported Amazon to federal workplace safety regulators. Several media outlets found out about the conditions at the facility and ran stories with headlines criticizing the firm for its treatment of employees.26 Amazon responded by installing air conditioning at the Pennsylvania distribution center as well as at other locations across the country.

Amazon is further described by the Times as a highly political culture where employees compete for jobs and recognition—a place where some employees will undermine coworkers if it benefits them. Amazon is certainly not unique if politics plays a role in how people behave within the company. Many slow-moving and bureaucratic firms are plagued by politics. But some believe that Amazon has created a more Darwinian, even Orwellian, culture that actively pits people against one another. For instance, Amazon uses a feedback system where people can provide their views regarding the strengths and weaknesses of their coworkers. The Times interviews indicate that this feedback tool is used by some at Amazon to provide negative feedback on those they see as competitors.27 In so doing, they increase their own standings within the firm. The picture painted by the Times, and a number of other publications, is of a company that uses a variety of techniques to get the most of out of its people.

More than 5,000 readers posted comments in response the Times article—the highest number in the paper’s history. Amazon became the focus of an intense debate about its practices and, by implication, what will be or should be the future of the workplace. The reactions fell into one of two camps. Some suggested that the article was unfair in portraying Amazon in an overly negative light. They asked, what is wrong with expecting people to perform at a high level? What is wrong with measuring performance with hard data? What is wrong with spending money in a frugal manner while investing billions to drive long-term growth? They suggest that Amazon, on almost any measure, is one of the great success stories in the history of business. The firm has changed the face of retailing and is growing at a rate that most firms can only envy.28 No firm today can match Amazon’s ability to provide the best selection of products, at the lowest price, and with the fastest delivery. It is branching out into new innovative areas with some notable successes, such as cloud services. The firm has grown each year and now has nearly 240,000 employees, twice as large as Apple and four times as large as Google. The success of the firm’s stock price also suggests that Amazon, at least as viewed by investors, is being built for long-term success.29 It is now one of the 10 largest firms in the world in market value—far beyond the worth of its primary brick-and-mortar competitor Walmart.

Bezos realizes that his company’s culture will not be a good fit for those who prefer a more laid-back environment, one with less aggressive goals and lower performance standards. He openly states that some people may not want to work in an intense environment comprised of driven people who are constantly striving to meet high expectations—their own as well as the firm’s. He noted, “You can work long, hard, or smart, but at Amazon.com you can’t choose two out of the three.”30 That said, Bezos stated that the Times article describes a company that he doesn’t recognize—a firm for which he would not want to work. He argues that his firm’s distinctive culture, built over several decades, is attractive to many who find it, in Bezos’ words, “energizing and meaningful.” Others in the technology industry, as well as current and former Amazon employees, also suggest that the Times portrayal is inaccurate and unfair. In fact, many believe that the “Amazon Way” should not be criticized but instead viewed as a model for other firms—showing how a modern company needs to operate.

Those in the opposing camp, equally vehement in their views, believe that Amazon has created a harsh corporate culture where people, no matter how well paid, are cogs in the firm’s growth machine. Individuals, from the viewpoint of these critics, are brought into the company, worked hard, and then discarded once they burn out or stop providing what the company wants. A former executive at Amazon, who was with the firm for 10 years, recalled a colleague telling her, “If you’re not good, Jeff will chew you up and spit you out. And if you’re good, he will jump on your back and ride you into the ground.”31 The firm’s critics find fault with Amazon pushing performance to the extreme, through a variety of management techniques designed to get the most out of people (such as using employee trackers in its distribution centers). They suggest that Amazon, which generally pays people very well, is attracting new workers because people are naive about the firm’s culture or because a poor economy forces them into jobs they would not take in more favorable times. In short, they view Amazon as a highly successful twenty-first-century sweatshop.
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In the introduction, I outlined five practices of cutting-edge teams (such as fostering a collective obsession and valuing fit over experience). These practices focus on how these teams operate—their particular ways of thinking and behaving. But Amazon and Netflix call into question what firms and their teams need to achieve.32 Defining what constitutes an ideal team outcome is not the same as how teams go about achieving those outcomes. Amazon, in particular, is a fascinating company because it calls into question people’s beliefs regarding the definition of success. Few can deny that Amazon is an extraordinary company on almost any financial, operational, or customer metric. That may be enough for most people—especially its shareholders. The key question, then, is, does a company need to deliver anything beyond results? More specifically, how do we define success for a company and team? What do companies and teams need to achieve, if anything, beyond results? When does the push for results become too extreme and self-defeating?

Let’s start by defining results. Broadly stated, results means that a team delivers what is expected of it by those who benefit from its products and services.33 This is often seen as a team meeting the expectations of its customers or clients. But for many teams, this means meeting the expectations of the organizations for which they work (and, specifically, meeting the expectations of the leaders who run their organizations). These goals can involve financial targets (such as monthly sales), as well as growth targets (such as the percentage of customers using a firm’s products). Amazon, for instance, started a new business providing cloud storage, seeing it as an opportunity to grow outside of its core retailing business. That business is now one of the firm’s fastest growing and most profitable groups, and it may one day exceed Amazon’s retail business in revenues (as it already does in profit). The team responsible for developing this business has clearly delivered results for customers who value the service it provides. The team has also produced results for the company and its shareholders.

Viewing results only in terms of financial outcomes, however, is too limited. In some cases, teams work toward goals beyond, or even in conflict with, revenue and profit. For example, the clothing company Patagonia decided several years ago that it would use organic cotton in its clothing. This was done because producing organic cotton causes less damage to the environment than conventionally grown cotton. Customers were not asking for this change, but the leaders of Patagonia saw it as part of the firm’s environmental mission to extract less of a toll on the planet in the running of its business. As a result, a team within Patagonia was tasked with shifting the company to organic cotton even though the cost of doing so would be significant. This was no simple endeavor, as few suppliers at the time were producing organic cotton. However, the commitment of the company to the environment was so central that it worked with growers to produce organic cotton. Patagonia’s founder noted,

Switching over to organically grown cotton was a really big deal. Once I found out that cotton was the most damaging fiber that we could make clothing out of, I gave the company 18 months to completely get out of making any product with industrially grown cotton. But you can’t just call the fabric supplier and say, “Give me 10,000 yards of organic shirting.” We had to revolutionize the industry.34

Results, then, are much more than simply achieving financial targets—cutting-edge teams achieve results that move their firms closer to their stated reason for being. Achieving results for Patagonia in regard to organic cotton was not simply maximizing revenue or profit. Nor was the goal to gain a marketing advantage in being viewed as an environmentally friendly company (although that was one outcome). Results, in this case, meant taking action consistent with the core mission of Patagonia. Whole Foods is similar to Patagonia in viewing its mission as being more important than the achievement of near-term financial goals. Whole Foods, of course, does measure and reward financial performance. It also maintains that profit is necessary and good in allowing it to broaden the firm’s impact in helping people live better and healthier lives. However, the firm’s leaders believe that an excessive focus on financial performance often results in bad decisions that don’t lead to good outcomes over the long term. The goal, according to the Whole Foods CEO, is to take the right action for the right reasons—which are actions that advance the higher purpose of the firm.35

A final point on results. The need to produce results includes building the organizational capabilities required to deliver those results. In other words, delivering results means that firms and teams develop the skills to deliver what is needed not just next month or next quarter but over the long term. This starts with enhancing the capabilities of the individual members of each team. In some cases, the focus is on developing the skills of existing team members through challenging assignments, training, and coaching. In other cases, such as at Netflix, it means bringing in people with the talent that the firm needs. Capability development also means that companies improve their ability to support their teams. They develop formal and informal processes that their teams need to be successful. Pixar, for example, has created a host of team-friendly practices, such as providing detailed feedback to a film crew as its project progresses. Delivering results, then, is not just delivering on expectations in the short term—it requires continuous improvements in the capabilities of those on the team, the way the team functions as a group, and the environment in which it operates.

For many hard-edge business people, teams exist only to produce results. Other factors are important to the extent that they support or hinder a team’s ability to achieve a desired outcome. In particular, the relationships among team members either enable results when a team “gels” or, on the other extreme, hinder results when factions within the group undermine its ability to operate at a high level. Relationships, from this point of view, are a means to an end—and are not on par with the need to deliver results. The chief designer at Apple, Jony Ives, tells a story about Steve Jobs that illustrates this point.36 Jobs believed that a key to his success was staffing his teams with highly talented people. His role as a leader was then to push them to achieve more than they thought possible. At one point, Jobs was unhappy with the product that Ives and his team were developing. Consistent with his reputation, Jobs was tough on the team in pointing out the product’s flaws. Ives went to Jobs after the team review and suggested a less aggressive approach in giving feedback to his team. Jobs asked why he should soften his approach and be less direct, given the glaring problems with the product. Ives said it was because he didn’t want to undermine the group’s morale. He described the resulting interaction between Jobs and himself:

I remember asking him why it could have been perceived in his critique of a piece of work [that] he was a little bit too harsh. We’d been putting our heart and soul into this. I said, couldn’t we . . . moderate the things we said? And he said, “Well, why?” And I said, “Because I care about the team.” And he said this brutally brilliantly insightful thing, what he said was, “No Jony, you’re just really vain.”. . . . “No, you just want people to like you. And I’m surprised at you because I thought you really held the work up as the most important, not how you believed you were perceived by other people.” And I was terribly cross because I knew he was right.37

Ives told this story out of respect for Jobs’ ability to focus on what was needed to deliver a great product—in particular, his commitment to giving clear, unambiguous, and tough feedback. But, at the same time, Ives stated that his own greatest achievement at Apple was not the creation of the iPhone or any other Apple product. Instead, he was most proud of his design team and its work process. He noted that no one had left his group voluntarily during his tenure. Ives was suggesting that Jobs was both right and wrong in his view of how teams need to operate. Jobs felt that leaders should care only for the quality of the product or service being produced regardless of the feelings of team members (particularly the feelings of team members toward the team leader). Ives, however, feels that the relationships among members are a critical element in producing great results and need to be nurtured accordingly.

[image: image]

Robert Putnam, a sociologist, is the author of Bowling Alone. In the book, he describes the central role of interpersonal bonds in a society and the forces that are making such bonds less common.38 He uses the term social capital to describe how these relationships operate in a variety of settings, including nonprofit, public, and private organizations. Social capital, in the simplest terms, is the “glue” that connects people together and, in so doing, helps groups, organizations, and society function more effectively. In particular, social capital plays a role in encouraging individuals to support others for reasons other than their self-interest. An example that Putnam highlights is the willingness of people to give their money and time to community food banks. No one forces people to support community organizations, but many do so willingly. In the private sector, Putnam describes another form of social capital in the networks that exist among various companies and leaders in Silicon Valley. These informal networks produce, in some cases, voluntary cooperation among people and companies, which in turn facilitates the development of new technologies. The central premise of Putnam’s book is that interpersonal connections are critical to the health of a society and the success of its various institutions.

A related aspect of social capital is the idea that it is an asset that can be accumulated and then used when needed. For instance, the social capital that has developed within a team can help it withstand the setbacks that occur as it goes about its work—as the relationships among team members produce greater commitment to each other’s success and the success of the group. In contrast, teams lacking in social capital are more likely to fail when facing adversity, as relationships among members are inadequate or even negative, compromising the ability of the group to work toward an effective solution. Social capital, of course, does not guarantee a group’s success, as myriad factors influence performance. But it increases the likelihood of success within a team or firm.39

A vivid illustration of the role played by social capital is found among soldiers on a battlefield. Countries fight wars for many reasons, but soldiers fight primarily for each other. That is, they fight to support the survival of those they interact with every day, versus fighting for an abstract cause such as democracy or freedom or even against a common enemy. The closer the ties among a group of soldiers, the more likely they are to put themselves in harm’s way for each other.40 An analysis of soldier behavior in the Civil War tested this assumption. The researchers Dora Costa and Matthew Kahn sought to determine why more men did not desert on the battlefront. They examined data on the composition of various army units and their desertion rates. The researchers found that a range of factors impacted the willingness of soldiers to fight. But the key was having a closely bound company, in which soldiers shared much in common. That was the single most significant factor in determining a soldier’s loyalty and willingness to fight. They write, “Was it their commitment to the cause, having the ‘right stuff’ high morale officers, or comrades? After examining all these explanations, we find that loyalty to comrades trumped cause, morale and leadership.”41 Their findings suggest that social capital is critically important when seeking to understand the thinking and behavior of soldiers under the most stressful of situations.

Research from the battlefront, particularly from a war fought over 150 years ago, may seem like a stretch in explaining how teams operate in modern corporations. But consider the findings of the Gallup organization in its study of effective organizations. Gallup research indicates that the level of employee engagement in a workgroup, which is the degree to which people are committed to their team and engaged in their work, is highly correlated to the degree to which they believe they have a best friend at work.42 People who indicated that they have a best friend at work were, in general, more positive about their work and their company. The Gallup research found, for example, that those who report having a best friend at work were

[image: image]43 percent more likely (than average) to report having received praise or recognition for their work in the past seven days

[image: image]27 percent more likely to report that the mission of their company makes them feel their jobs are important

[image: image]27 percent more likely to report that their opinions seem to count at work

[image: image]21 percent more likely to report that at work, they have the opportunity to do what they do best every day

At face value, these appear to be absurd findings, particularly when one is seeking to determine the factors that allow a company or team to perform at a high level. As a consultant, I have worked with leaders who receive survey feedback from Gallup and ask, “How does having a best friend impact how my people view the mission of the company or the degree to which their opinions matter at work? Are we running a company or organizing a high-school social?” But these findings make sense if we think of having a best friend at work as an indicator of the strength of social capital within a group. Higher levels of social capital have a positive impact on the general behavior and perceptions of people within a team or organization. In settings with high levels of social capital, people are connected not just by what they think about their company and its leaders—but also by the connections they have at work.43
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Putnam, in Bowling Alone, suggests there are two types of social capital. Bonding is the connection among members within the same group. Examples include the Whole Foods in-store teams or the Pixar teams working on a film. Building, in contrast, is the connection among people who work in different groups. In this case, people cross group boundaries and collaborate with those in other groups. The members of a product development team, for example, need to work closely with members of a manufacturing team within a company to produce a successful product. A more specific example is found at Pixar, which views collaboration among various groups within the company as essential to the success of a film. The firm has a norm that anyone can talk to anyone else in the company without going through the formal chain of command (which is the norm in many companies). Its belief in the value of interconnectedness even takes on some humorous elements. I was told by an individual who worked for Pixar that people use an expression that underscores how important it is to connect with others: “Good hallway” means that you engage people as you pass them walking through the Pixar headquarters building—you say hello, chat briefly, or at least nod in recognition. He noted, “It is our way of saying that it is important to acknowledge others and help build the community. It also indicates that you are not meek and will reach out to others. Pixar as a company believes in cross-pollination and connecting with others is important to our success.” Putnam argues that both bonding and building are needed to produce a sufficient level of social capital within a society or group. We can add a third type of social capital—believing. This is the connection that people have to the organization that employs them. It is based on the belief that their organization is doing the right things and is worthy of their commitment. This is a connection beyond those within one’s own team and even with those in other teams. It is an emotional investment in the company and its leaders. Social capital, then, consists of three types of relationships:

[image: image] Bonding with Fellow Team Members: Sustaining relationships involves a range of people-oriented elements of group life, with the most important being the relationships among team members. This includes the ability of team members to gel and produce something greater than the team members could produce working alone. This is not, however, about people simply liking each other. Instead, it involves feeling connected to a group of people who share a common goal.44

[image: image] Building Partnerships with Other Teams: Relationships also require that team members work productively with other teams. Note that this involves more than simply being aware of those in other groups—it requires a more personal awareness and investment in the relationship. Much of the literature on teams focuses on the relationships among team members, but the level of relationships with those in other teams is often as important to the group’s success.

[image: image] Believing in One’s Company and its Leaders: This is the connection that people have with their organization—and, in the most positive cases, a belief that their company and its leaders share their values and beliefs. This results in an emotional investment in the firm and its reason for being.

Types of Social Capital
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To illustrate the role of social capital, consider a team that is developing a new product—let’s say a new smartphone. The new product draws widespread praise and meets its initial sales targets. However, factions developed within the team resulting in a high level of distrust among its members. This made it difficult for some members of the team to work together after the launch of its new product. The team also worked in a highly insular manner, alienating other teams within the company whom they saw as competing for resources and leadership support. The team withheld information from other teams and hoarded resources to maximize its own success. The product development team came to view its company as being led by “corporate suits” who didn’t understand their product or provide the support it needed. Team members felt that they achieved success in spite of the obstacles placed in their way by the company and its leadership. As a result of these factors, the product development team disbanded after the launch, with some members even leaving the company. In this example, the team achieved results on one level but failed to develop social capital needed for the team to sustain its success over time.

Social capital is typically viewed as less important than the achievement of results (at least in a business setting). There are several reasons this occurs. First, survival is job one for organizations, and they depend on their teams to deliver. Motorola, for example, sold a popular cellphone called the RAZR but needed a new generation of smartphones that could compete with the products being offered by its rivals. The next-generation Motorola phone arrived late and without the features it needed to be successful.45 Blame for that outcome goes to the design team responsible for the phone as well as the larger Motorola organization, which failed to provide the guidance and support the team needed. The firm never recovered and was eventually sold to Google. Second, results are typically defined by clear metrics that are in most cases easy to monitor (such as sales or profit). Social capital, in contrast, is fuzzy and hard to measure. Third, results in most organizations are tied to rewards of various types while the quality of the relationships within a team may be recognized but not rewarded. For example, teams that launch a successful product are rewarded financially and otherwise. In contrast, teams that fail to build social capital are typically not held accountable, particularly if they deliver the product. Fourth, efforts to manage relationships within a group or team add complexity to the challenges already facing a team and its leader. This is the case because team members have different motives, styles of operating, and, in particular, ways of dealing with stress and conflict. Relationships, then, are not only difficult to measure but difficult to manage. Even when a leader believes relationships are important, determining how to foster productive relationships is a challenge. For example, what is a leader to do if he or she gets Gallup survey results that indicate that people on his or her team don’t trust each other? Many team leaders, unsure of what to do, resort to superficial team-building events and exercises. Finally, some leaders believe relationships get in the way of making tough calls on people and projects when needed. From this viewpoint, the personal connections in a team have a negative downside in preventing leaders, and others, from being as direct as needed (particularly when a team member is underperforming). In these situations, people can come to value harmonious relationships more than the achievement of results. An example of this is a team leader I know who is good at managing his team members until he has worked with them for a while—then he is less objective in how he views them and, in particular, their performance—and less willing to move them if they are underperforming.

Relationships are important because in the best situations they enable results. This is the Pixar experience, where the ability of team members to work collaboratively is critical to a film’s success. Positive relationships within a team or company can also be an asset in attracting and retaining a talented workforce (as most people want to work in a company culture that is challenging but also supportive). There is, however, a more basic argument regarding the need for strong relationships within organizations and teams. The history of industry shows us that practices that were once voluntary (such as a 40-hour work week, safe working conditions, and minimum wages) are now mandatory. These changes were not made because they enhanced results. In fact, many if not most were resisted by a significant number of people in the business community because they added costs. Many firms complied because they were forced to do so as a result of legislation or because they wanted to conform with emerging social norms. The opportunity for people to connect with others in groups of various types is a basic human need. People want to be a part of communities where they form bonds with others. The opposite, in the more extreme form, is social isolation—which extracts a heavy toll.46 Beyond one’s family, the workplace is now the most important environment for many people—and for some, their workplaces are even more important than their families. Many people spend more of their waking hours at work than at home. Providing people with a work environment that meets their relationship needs may become an obligation that, while not mandated, is expected. In contrast, the controversy surrounding Amazon’s culture results from what some argue is a punishing or even hostile work environment. Providing people with a sense of community is not typically described as a goal in itself—but perhaps that will be the case in the future. Is it unreasonable to assume that more companies will come to believe, like Whole Foods or Zappos, that they have obligations to provide individuals with work environments that enhance their lives and, in particular, provides them with a sense of community? This is not, of course, meant to suggest that relationships come at the expense of results. It is, however, meant to propose that relationships at work will increasingly be more than a means to an end.

The results/relationship model of team life is supported by a number of studies that examine social perceptions. In one group of studies, researchers found that people assess others based on two primary dimensions: competence and warmth. People with the skills and drive needed to achieve a desired outcome are deemed to be competent. People who are supportive of others and helpful are deemed to be warm. These two factors are “the basic dimensions that, together, account almost entirely for how people characterize others.”47 Those who want to be viewed positively by others must be both warm and competent (or at least viewed as such). Moreover, the researchers found that the perception of another’s warmth appears to be the first criteria in judging them—as people assess the intentions of others (their warmth) before determining their ability to carry through with those intentions (their competence). While the researchers don’t make this leap, we can assume that teams are viewed in a similar manner by their members. First, people assess if their team is a warm place to work, one with positive relationships, where others will be helpful and supportive. Second, does the team have the capabilities needed to deliver results and be successful?

An unrelated study by Teresa Amabile and her colleagues focused on the factors that enable high performance in organizations, with a particular interest on the role of helping behavior.48 The researchers asked people in the design company IDEO to identify colleagues who helped them in their work and then rate these individuals on three attributes—their competence (ability to perform a job at a high level), trustworthiness (someone that others feel comfortable sharing their thoughts and feelings with), and accessibility (in being available to those who need help). The researchers also asked people to rate randomly selected colleagues who didn’t make their “helper” list. They found, overall, that the highest rated helpers were also those highest in perceived trustworthiness and accessibility. Competence, of course, mattered—it was higher in those viewed as being helpful in comparison to nonhelpers. But competence was not the driving force in who was rated as most helpful. Those who were seen as supportive (in this case, trustworthy and accessible) were viewed as being the most helpful in solving the challenges facing their colleagues.


Results and Relationships = Team Success



	Results

	Relationships




	Current Results: The team delivers on the expectations of its customers/clients

Future Results: The team builds the capabilities needed to deliver results in the future

	Bonding: The team develops necessary cohesion among its members

Building: The team collaborates with other teams in the organization

Believing: The team identifies with the organization in which it works
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Results and relationships, then, are the two essential outcomes that firms and their teams need to achieve.49 But more is not always better. Both results and relationships have potential downsides. For example, a singular and relentless emphasis on results can undermine a team and its performance. This occurs for several reasons. First, a results-obsessed culture can wear out the individuals on a team. The Pixar Toy Story case is an example of pushing results to the point where it becomes destructive to individuals and a team. An excessive drive to deliver can come from the senior leaders of a company, from a team’s leader, or from the team members themselves. In many cases, it is a combination of all three factors. The challenge is delivering results without creating a culture that is too harsh—a culture where people compete with each other in unproductive ways or live in constant fear of losing their jobs. Take the case of Tony Fadell, who was a highly successful executive at Apple before starting the firm Nest Labs (which produces “smart” thermostats, smoke detectors, and security systems). Fadell has a reputation of pushing himself and his people hard—and he delivered at Apple and initially at his own firm.50 Then things started to unravel. One sign of the problems at the company involved the failed integration of Dropcam, a video camera and cloud-computing company that Nest bought in 2014. In short order, one-half of the 100 Dropcam employees who came to Nest with the acquisition resigned. The founder of Dropcam said that Nest, and Fadell in particular, crushed his group’s ability to build great products. His critics described Fadell’s management style as highly aggressive and controlling—to the point of alienating many of those responsible for developing his firm’s new products.51 Fadell, however, has no regrets. He proudly notes that his leadership style is one of “holding people to a higher standard than they thought they could achieve and pushing them beyond what they thought they could achieve.”52

An excessive emphasis on results can also embolden people to cross ethical and legal boundaries. That is, there are some who will cut corners or even break the law in a desire to produce results for themselves and their company. They do this for self-serving reasons (they reap the financial and career benefits of meeting their goals) and because of pressure from the top of the company (they fear being fired if they fail to deliver). The recent Volkswagen (VW) scandal appears to be an example of this dynamic. Emissions tests were deliberately rigged by staff in the firm’s engineering group to deliver on VW’s aggressive sales targets—which were part of a larger strategy to make the automaker the largest in the world. VW, as a result, installed stealth software in its diesel cars that created false emissions readings. This allowed the company to market cars that performed well for customers while appearing to meet regulatory requirements. The company’s deception, undetected for years, has resulted in the largest class-action settlement in history (totaling more than $14.7 billion in the United States alone). As with many organization failures, the culprit appears to be the culture of the company. VW is a tough, some would say arrogant, firm where mandates are issued from the top and those in middle-management positions feel they have no choice but to find a way to meet those expectations. The diesel engineers didn’t have a way to meet the requirements of their senior leaders, so they developed an unethical workaround. The company fired the engineers who committed the fraud, and a number of senior leaders, including the CEO, have resigned or been fired. The question remains, however, whether the culture of the firm will fundamentally change as a result of this scandal.53

A second case of results being pushed too far involves the pharmaceutical company Valeant. The company is currently in turmoil as a result of questionable distributor practices and financial reporting. Its stock has imploded, and various regulatory groups, including the U.S. Senate, are examining how it operates. The firm has hired a new CEO and is reviewing its business practices. In a press release announcing these changes, it noted, “The company has determined that the tone at the top of the organization and the performance-based environment at the company, where challenging targets were set and achieving those targets was a key performance expectation, may have been contributing factors resulting in the company’s improper revenue recognition.”54 VW and Valeant are not unique. In any given month, one can find stories in the Wall Street Journal about a company, or more often about a team within a company, acting in unethical ways to enhance financial results. The founder of the Chinese Internet commerce company Alibaba, Jack Ma, describes this as a “wild dog” culture where people use dishonest means to gain an advantage for their firms. In an interview, he noted that these companies have an inherent weakness: “Yes, it’s true they make more money, but the money is from dishonest dealings, and may cost the company in the long run. When that generation becomes company leaders, the company will be weak because they get used to being dishonest and taking advantages.”55 Relationships, like results, can also be pushed too far. In particular, strong interpersonal bonds among teammates can lead to increasingly negative outcomes for a team. The first potential downside of overly cohesive groups is that members are prone to groupthink. Research indicates that teams of people who are close interpersonally are more likely to converge in their thinking and more limited in considering alternatives in addressing the challenges they face. Also, they are more likely to be overconfident in their course of action and less inclined to fully appreciate the risks they face moving forward.56 A related downside of an overly cohesive group is the avoidance of tough or contentious issues within the group.57 One study, for example, examined the relationship between social ties and performance in a group of travel agents. The researchers found that interpersonal relationships among the travel agents, when taken too far, eroded a team’s performance. This was determined by examining the ties among workers based on the frequency of their email exchanges over a period of one year. The strength of the interpersonal ties was then correlated to the sales results of each team. The findings indicate that the teams with very little social cohesion had lower performance than average groups. This is not surprising, as there was little bonding among the members (which would have helped enhance their collective learning and performance). But the most interesting finding of the study was that stronger interpersonal ties increased team performance only to a certain point, and then performance began to decline. The researchers suggest that social ties, if very strong, can become more time consuming and important than the performance of the team.

Close interpersonal bonds can also result in people being overly protective of those in their own group, even when they act in inappropriate or unethical ways. Myriad studies suggest that loyalty to the group has a strong impact on people’s willingness to surface unpleasant truths and even unethical acts. In these situations, loyalty to the team becomes more important than dealing with problems or concerns. In case after case, some team members don’t come forward with concerns because they want to be accepted by their group. An overly cohesive group, then, increases the possibility that members are less likely to confront tough issues that, once surfaced, would disrupt the social relations within the group or result in others perceiving “truth-telling” individuals as being disloyal to the team.58

Another liability of close interpersonal bonds is the creation of in-groups and out-groups. Teams with tight bonds can develop an in-group mentality that, to varying degrees, excludes others. Those excluded may be people within the team who are seen as less capable or important. An in-group mentality can also impact how team members interact with those in other groups, whose support is often needed for a team to be successful. The bonds among team members can become so strong that they result in viewing others as outsiders who are not to be trusted. Take, for example, the experience of a past CFO at the clothing company Patagonia. He reported that he came to feel like an outcast within his new company because he didn’t have the history and close interpersonal connections that existed among the firm’s other senior leaders. This condition was compounded by the fact that he didn’t live in the same neighborhood or socialize outside of work with his senior-level peers. “I liked my work, but my personal life was separate,” he recalls. “There was a lot of pressure to be a Patagoniac. I hated that term, and I hated the concept.” Failing to develop a close relationship with those running the company, he eventually departed.59

Finally, an overemphasis on relationships can result in emotional overload. Research indicates that people, in general, have a limited supply of empathy, and a relationship-focused culture will place more demands on connecting with others. An emphasis on relationships can result in what some call “compassion fatigue,” where a great deal of energy is expended in building and maintaining relationships.60 Research further suggests that organizations can place an unequal burden on women in the area of relationship management. This occurs because women, based on social norms, are viewed by many as being more communal and caring than men. As a result, they are expected, although it may never be stated as such, to do more of the work of building and sustaining relationships at work. Some refer to this, when it impacts the workplace, as emotional labor. This work requires taking the time to ensure that people connect with one another and do what is needed to ensure that the work environment fosters collaboration. The end result can be that women, particularly if relationships are emphasized within a company, become burdened more than men in building relationships. Logic suggests that both and men and women would be equally engaged in relationship building at work—the reality, however, may be otherwise. The downside for women is that they may be expected to do relationship work that is time consuming and often unrecognized.61 In one study, for example, scholars Madeline E. Heilman and Julie Chen found that women were rated more harshly if they didn’t help another, in contrast to their male counterparts. They also received less “credit” when they did help a colleague—in part because they were expected to do so. Adam Grant and Sheryl Sandberg, commenting on this study, note, “Over and over, after giving identical help, a man was significantly more likely to be recommended for promotions, important projects, raises and bonuses. A woman had to help just to get the same rating as a man who didn’t help.”62


The Logic and Limits of Results and Relationships





	The Need for Results

	The Need for Relationships




	•Team meets the current expectations of the organization and customers

•Team builds the capabilities needed to deliver results in the future

	•Cohesion among team members

•Collaboration with other teams

•Belief in the company and its leaders




	The Risks of Excessive Results

	The Risks of Excessive Relationships




	Increased potential for . . .

	Increased potential for . . .




	•Burnout of team members

•Bruising organizational culture

•A results-at-any-cost mentality

	•Team groupthink

•Avoidance of tough issues

•In-group/out-group dynamics
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Teams face two essential risks in managing the results/relationships polarity. The first is that a team will push either results or relationships too far and suffer the consequences of being too extreme. This sometimes occurs because of what some describe as an “either/or mentality” in a team or its leaders.63 In this case, a team views either results or relationships as the primary or only goal and, as a result, pays insufficient attention to the other side of the polarity. There are teams that act with a “results only matter” mentality and teams that act with a “relationships only matter” mentality. One goal of recognizing the importance of both is to determine how each can be pursued in the most effective manner. There is no cookbook or step-by-step formula that can be followed to deliver results and build relationships. Take, for instance, the process of removing those who are underperforming. A company may work very hard to hire the most capable people and give them everything they need to be successful (training, peer support, feedback, . . .). But there are inevitably cases where mistakes are made and people don’t have the drive or skill needed to perform at the highest level. However, removing these people is difficult in a culture that emphasizes relationships. An Airbnb employee noted,

We have a community culture, a “we all get along” culture, which is unique and powerful. Airbnb is the most people-centered company I have seen over my career in the tech industry. However, one problem with our culture is that poor performers are often allowed to stay in the firm. They are transferred to another group or given a less important job. This occurs because managers don’t want to be seen as someone who fires people. Managers know what is going on with their poor performers but will not take action. This hurts the morale of those who are working hard and having an impact.64

Other firms, such as Netflix, move quickly in making the tough call on those who can’t deliver what is needed. These companies believe that successful firms often stumble and in some cases fail because they avoid facing the reality that their talent levels are below what they need to win in a competitive marketplace. You might assume, then, that the best approach is to act decisively when talent gaps are identified within a group. However, Pixar takes a different view. It believes that acting too quickly creates unproductive fear within the workplace, as people are wondering if they will be next to be fired. This distracts people from the work and, in particular, undermines their creativity. Pixar believes a company is better served by waiting until the need to remove an underperformer, even when that person is the team’s leader, is recognized by everyone on the team. At Pixar, this often means removing a director from a film whose team has already come to the conclusion that the director must go. Then the decision to remove the director is supported without creating undue anxiety.65 You might assume, then, that it is best to wait a bit longer than needed to remove underperforming talent. The best time to remove talent depends on a number of factors, and each approach has its own risk. Some leaders move too quickly and create unproductive anxiety in those who remain on the team. Some leaders move too slowly and put the team at risk. Each leader needs to weigh these considerations and determine, given the work to be done and the nature of the team, the proper timing and approach to making necessary changes.

The opposite risk, which I find more prevalent as a management consultant, is that many teams do not push results and relationships far enough and, as a result, fail to achieve what is needed for them to grow. This occurs in some cases because teams strive to manage the results and relationships dilemma by maintaining an acceptable balance between the two—avoiding extremes in either area. That is, they strive to achieve enough results and enough relationships to be successful (or at least avoid failure) but not so much that it creates problems.66 This tactic, while understandable, can result in an equilibrium trap. In this situation, the team strives to maintain a steady state between results and relationships despite challenges that require it to move beyond the status quo in how it manages one or both. Teams in this situation strive for stability and predictability in a world that is often unstable and highly competitive.

Cutting-edge teams avoid falling into the equilibrium trap by pushing both results and relationships to the extreme. Then they manage the very real downsides of doing so. Progress requires moving between these two extremes, sometimes simultaneously, but often in one direction and then the other, depending on the conditions that exist and the needs of the team. In either case, the team acts, for some period of time, as if only results matter or as if only relationships matter. In essence, they ask, “What actions would we take as a team if only results mattered?” Or, on the other extreme, they ask, “What actions would we take if only relationships mattered?” The outcome is a productive dialectic—a constant and healthy tension between results and relationships within a team. The leaders of these teams recognize that one side of the polarity can’t be pursued for long in the absence of the other. Progress, however, is not achieved by being less aggressive in each area. Instead, it is made by pushing both results and relationships to the breaking point.

Pushing the extremes, when done skillfully, creates virtuous or upward cycles in teams. These are situations where achieving results in a team enhances relationships and, in turn, where relationships enhance results. This is the opposite of destructive or downward cycles, where a decline in a team’s results undermines relationships, which become strained as the pressure mounts to turn around the team’s performance. There are also situations where relationships deteriorate to a point of undermining the ability of the team to produce results. The goal, of course, is to create virtuous team cycles where results and relationships operate in a manner to produce ever higher levels of team performance.
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[image: image]The fundamental dynamic in teams is delivering results while building relationships. Every team faces the challenge of doing both.




[image: image]In many cases, results and relationships are synergistic—each supporting the other and producing virtuous cycles (where results enhance relationships and relationships enhance results).




[image: image]In some situations, however, results and relationships are antagonistic, with extremes in one undermining the other. An excessive focus on results can erode relationships; an excessive focus on relationships can erode results.




[image: image]Many teams strive to manage the interplay between results and relationships by maintaining an acceptable equilibrium—enough results and enough relationships to move the group forward without taking undue risk.




[image: image]Striving for equilibrium, however, is a seductive trap. It can result in stagnation as a team seeks to maintain a comfortable balance between results and relationships in an environment that requires more of each.




[image: image]Genius, in teams, is found at the edges. Cutting-edge teams push results and relationships to the breaking point with an understanding of the need to manage the risks that come with doing so.
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FOSTER A SHARED OBSESSION
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More than a Business, Less than a Cult



The founder of Patagonia, Yvon Chouinard, is a man of strong convictions. He openly declares, for example, his preference for some customers over others. He favors those he fondly calls “dirt bags”—people, like himself, who engage in high-intensity outdoor activities such as rock climbing, whitewater kayaking, and surfing.1 They push themselves to the extremes and take full advantage of how his firm’s products perform under demanding conditions. They also care about the environment and do their part to protect it. Chouinard is equally direct in expressing his disdain for those who wear his clothing as fashion statements while running errands in gas-guzzling Range Rovers.2 When asked if his views might alienate some of his most loyal customers, he says,

I couldn’t care less. I could get 10,000 letters saying “Take me off your mailing list” and it wouldn’t bother me. . . . What they don’t realize is that I’m not in the business to make clothes. I’m not in the business to make more money for myself, for Christ’s sake. This is the reason Patagonia exists—to put into action the recommendations I read about in books to avoid environmental collapse. I’m in business—to try to clean up our own act, and try to influence other companies to do the right thing, and try to influence our customers to do the right thing. So we’re not going to change. They can go buy from somewhere else if they don’t like it.3

Chouinard doesn’t see himself as a businessman. In fact, he hates the term. He is an environmentalist who built a $750 million company.4 His disregard for common business practices has resulted in some missteps along with way—including a near-death experience for the company several decades ago.5 Chouinard admits that Patagonia made some classic blunders. The firm at one time had an unwieldy organizational structure, poor inventory management processes, and little or no training for its new managers. The firm also suffered, early in its history, with significant turnover at the senior levels—people, in Chouinard’s view, who didn’t fit the firm’s culture. Some of those who departed had a different view—suggesting that Chouinard was a difficult and divisive boss. Others view Yvon as a highly idiosyncratic leader but one whom they trust. One noted, “Yvon is an interesting leader in that he is not particularly charismatic. He is passionate about what he believes but can, at times, be cynical and introverted. He is, however, the most authentic leader I have seen over my career. There is no BS and no backing down from what he believes is right.”6

Patagonia survived, learned from its mistakes, and became an iconic clothing brand. Over the years, Chouinard has ignored offers to buy Patagonia. He also refused to take his company public regardless of the financial windfall that he and his family would realize in doing so. Keeping Patagonia private gives him more freedom to run the company as he sees fit. No shareholders pressuring him to grow faster. No quarterly earnings call to explain his investments and donations. No analyst asking questions about profit margins.

Chouinard has dedicated his life to reducing the harm that individuals, and companies, have on the planet. Patagonia is his primary means of achieving that goal—starting with his firm’s charitable support of environmental causes. Each year, Patagonia donates 1 percent of its annual revenue to conservation groups. Patagonia also gives employees time off, up to two months with pay, to work on environmental efforts. One employee, for example, tracked the movement of wolves in Yellowstone National Park in an effort to enhance their survival and, in so doing, help maintain a healthy balance in the park’s ecosystem. Patagonia also strives to be a good corporate role model, inspiring other firms as well as its customers to live in a planet-friendly way.7 Chouinard’s focus on the environment has resulted in a unique corporate culture and, at times, some surprising actions. Perhaps the most notable occurred when the company ran an advertisement asking people not to buy its clothing (with the headline “Don’t Buy this Jacket” placed above a photograph of a popular Patagonia jacket). The ad’s subtext stated that to lighten their environmental impact, people need to consume less and companies needed to make less. It may be the first time in history that a business asked people not to buy its products.8

Causing no unnecessary harm to the environment is one of two key priorities at Patagonia. Making the best possible product is the other. The importance of quality was evident early in the firm’s history. The precursor of Patagonia was little more than a blacksmith shop operating out of a garage. Chouinard made climbing hardware for a small circle of his friends, all outdoor enthusiasts. The goal was to make equipment that was stronger, lighter, and more reliable than competitive products. Chouinard wrote in his biography, “Quality control was always foremost in our minds, because if a tool failed, it could kill someone, and since we were our own best customers, there was a good chance it would be us!”9 Patagonia’s sales took off when the firm began selling high-quality shirts that were more durable and colorful than anything on the market at the time. The firm’s product offering shifted from climbing gear to outdoor clothing, but Chouinard’s passion for quality remained steadfast. A colleague recalled how agitated Chouinard would become when Patagonia received product returns (for example, shirts with buttons that had fallen off). He demanded that his staff do whatever was needed to ensure that their products were of the highest quality—regardless of the effort or cost of doing so.10 Chouinard sees his firm’s two core values, protecting the environment and producing quality products, as closely linked. He wants people to buy fewer products, but the products they buy must perform better, last longer, and, when possible, be recyclable.11

Some believe that corporations, when all is said and done, are legal entities created to earn returns for their shareholders.12 A well-known business pundit argues this view when he says, “Here is the truth: The DNA of a business is to maximize returns to its shareholders.”13 Nothing more or less. Those with this view argue that the concern that companies show for customers, employees, and the environment may be sincere but are always secondary to the need to maximize profits. The problem with this argument is that many successful companies are dedicated to something beyond making money. Whole Foods says it wants to change the world through better nutrition. Pixar strives to touch people through its movies. Zappos sees its highest calling as creating happiness, not only for customers but for the world at large. Airbnb wants to create a sense of belonging and community, providing lodging where people feel at home wherever they travel. Those with a cynical bent view these statements as public relations and marketing ploys designed to enhance their brands. But these companies back up their lofty statements with their actions and investments. They fully understand the need to earn a profit—and the consequences if they fail to do so. But they don’t focus on profit as their highest calling.

A small story from Zappos illustrates this point. Several years ago the firm’s founder and CEO was attending an all-day out-of-town meeting with individuals from Sketchers, a manufacturer of shoes. The group went back to the hotel after the meeting and too many drinks at a local bar. They wanted to order a pizza, but room service at the hotel was closed (as it was far past the 11 p.m. deadline). One person in the group suggested that they order out from a pizzeria. Zappos CEO Tony Hsieh suggested, half in jest, that they call the Zappos 800 number for ordering shoes. He said they should, without telling the Zappos call-center employee who they were, ask for help in finding a pizzeria that would deliver to the hotel. Hsieh made a bet that the Zappos call-center employee would help because his firm is dedicated to serving others—regardless of the request. One of the Sketchers people took the CEO up on his boast and made the call, with others in the group listening in on the speakerphone. The Zappos call-center employee was initially confused as to how to respond. But, as Hsieh predicted, she then helped locate the desired pizza. Tony Hsieh tells this story to illustrate that his firm’s first priority is not selling shoes but, instead, creating happiness through service to others.14 This statement is more than rhetoric at Zappos. The company, for example, trains team members on how to fully engage callers, with the goal of meeting their needs whenever possible. It wants each caller to Zappos to leave the interaction happier. The company does not use efficiency metrics (number of calls per hour) to reward its call-center employees. Nor does it promote “upselling,” where callers are encouraged to buy more products beyond their initial purchase. Zappos likes to publicize that some customers stay on the line with its call-center reps for hours at a time (with a recent call breaking the firm’s previous record in lasting 10 hours and 43 minutes). Paying its employees to stay on the phone for hours is hard to justify from a profit perspective—yet that is what Zappos does.

A paradox of cutting-edge firms is that they make more money because money is not what they care most about. In this regard, they don’t act like the stereotype of a firm focused only on quarterly earnings. They are not even fixated on growth, even though many of them are among the fastest growing firms in history. Pixar, for instance, has produced a string of blockbuster films that in total have made billions of dollars. Pixar takes pride in its films being commercially successful and even rewards its employees with bonuses when a film does well. But revenue is not the firm’s ultimate measure of success. Pixar’s primary goal is to make films that touch people at an emotional level. This sounds idealistic, even a bit naive, but that’s the goal. The Pixar film Finding Nemo, for example, was a commercial success in part because of its technical brilliance in animating underwater scenes. However, the film is a success because of a well-crafted storyline of an overprotective father learning to be a better parent. Other movie studios, or at least those seeking to maximize their financial results, would have quickly followed a hit like Finding Nemo with a sequel—and, in so doing, profitably captured the audience from the first film. Pixar, however, was not going to make a sequel just to cash in on an obvious commercial opportunity. It waited 13 years to make the follow-up film, Finding Dory, because the storyline wasn’t yet up to its standards.15 The cutting-edge firms in this book don’t exist to make money, even though they are exceptionally successful. They make money because it allows them to do the work they love.16 Profit, in these firms, is necessary and important—but insufficient as a reason for being.

Cutting-edge firms and their teams often have a religious, or more accurately a quasi-religious, quality to them. They are, of course, not aligned with any formal religion. But consider how they operate. First, there is shared belief in serving a larger purpose (better health, better planet, greater happiness). The goals vary across firms, but they are similar in their pursuit of something beyond making money. Second, there is a deep personal commitment on the part of their members to serve that purpose—which is not simply a slogan on the wall at the entrance of a company building or posted on a website under the banner “Our Values.” These firms consist in large part of true believers. Work becomes more of a vocation than a job. Even when people could work fewer hours or take off during weekends and for vacations, many do not because work to them is much more than work. Third, these firms often believe they are special in regard to their purposes, capabilities, and histories. Each views itself as unique in its beliefs and practices—and, humility aside, superior to other firms. Each of these factors can create what some view as a religious-like culture within these companies—particularly to outsiders seeking to understand how they operate.

Most of these firms have origin stories showing how they came into existence and overcame obstacles to become what they are today. These are their signature narratives that bring to life the larger purpose of each company. In particular, they create a shared mindset about what is expected of people and teams within the company. The themes in these stories vary by company depending on its history and the values it wants to emphasize. But their intent is similar in communicating what each company wants from its people—how it wants them to think and act. Whole Foods, for example, tells a story about surviving the worst flood in 70 years in the city of Austin, where its first store was located. The store’s inventory was ruined and most of its equipment damaged. The losses totaled over $400,000, and the recently founded company had no insurance. Customers and neighbors voluntarily joined the store’s team members to clean up the damage so it could reopen. Creditors and vendors also provided help in giving Whole Foods time to recover and pay its debts. This story is on the company’s website, and told to new hires, because it reinforces the passionate commitment of its employees as well as their connection to the local community—something that Whole Foods still values even though it is now a multi-billion-dollar corporation.

Going further, we can compare cutting-edge companies to cults. The comparison is inevitable given the degree of passion one finds within these companies, particularly when they are led by a highly charismatic leader who engenders a strong sense of loyalty. Zappos, for example, is very much the creation of its founder Tony Hsieh. His personality is stamped on most of the company’s beliefs and practices. For example, he believes that the lines most people draw between their work and personal lives are artificial and unhealthy. He requires Zappos managers to actively socialize outside of work with others on their teams. Hsieh believes this fosters closer relationships and allows good ideas to surface more naturally. Managers who are unwilling to do so are not hired or don’t remain with the firm. A second example of Zappos being an expression of Hsieh’s thinking involves his dislike of hierarchy. He is now implementing a new organizational approach in Zappos with an emphasis on self-managing teams, called holacracy.17 In the simplest terms, holacracy eliminates most of the authority structures found in traditional firms (including titles). This radical approach is designed to create a company of entrepreneurs who identify and seize opportunities as they arise and, in so doing, help the company operate more effectively. Traditional management roles are replaced by governance groups called “circles.” These groups review and then approve or deny the improvement ideas generated by individuals. Members of the company then pull together as needed to execute an approved idea. The model is robust in having a set of formal group processes to surface, vet and act on new ideas, replacing the chain of command that is found in most firms. Hsieh believes holacracy will spark innovation in Zappos and allow it to thrive over the long-term.

As founder and CEO of the company, Hsieh is implementing his new organizational model even though some employees disagree with the approach.18 Hsieh told them to embrace the paradigm or leave the company. Reports indicate that a significant number of his employees took him up on his offer, which included a generous severance buyout, and quit. Hsieh, of course, is not alone in being a leader who puts his imprint on the firm he leads. Patagonia largely embodies Yvon Chouinard’s personality and values. The same is true for Whole Foods in regard to the imprint of John Mackey. The same for Reed Hastings at Netflix, Ed Catmull at Pixar, and Brian Chesky at Airbnb. These firms may not be cults, but they are very much the creation of their founders.

Comparing cutting-edge firms to cults, however, ultimately fails because the reality of running a business means that a leader’s beliefs are always tested in the marketplace—they can’t simply be based on the persuasiveness of those beliefs or willingness of others to join his or her cause. A business leader’s ideas are proven over time to be productive or not. Tony Hsieh’s willingness to try new approaches in pushing Zappos forward is admirable. But implementing holacracy is not simply getting people to believe what he believes. His organizational model will be tested against the results it produces in the marketplace with customers, as well as the impact it has on the firm’s culture and people. Time will tell if Hsieh has pushed his company to the next level of its evolution or, in his zeal, has undermined what he and others spent years building.

A second reason that the cult analogy fails is that these cutting-edge firms work in ways that benefit not only their members but the world at large—unlike cults, often secretive, which ultimately take advantage of their members and are destructive to society. Airbnb, for example, is described by some as a cult-like company. Its founders shared an unwavering conviction that they could change the way people experience travel—facilitating room rentals among its hosts and guests. The firm’s larger goal, however, is to foster trust and a great sense of community around the world—a lofty, ideological, almost religious goal. But the firm’s business model, tested and refined, now produces millions of annual guest rentals in 91 countries.19 It provides a benefit valued by millions of people. If Airbnb was a cult in the beginning, it evolved into something else—perhaps a contradiction of sorts in being a secular religion. The challenge for cutting-edge firms is to stay idealistic, pushing the boundaries of what it means to be a business without becoming detached from the need to attract customers and earn a profit. The challenge is to be cult-like without becoming a cult.
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In Chapter 1, I stated that extreme teams achieve two things above all else—deliver results and build relationships. More importantly, they push results and relationships to the extremes—far beyond what is found in more conventional firms. To this end, they need to attract individuals who are “all in”—fully committed and deeply passionate about their work and company. The term that best describes these people is obsessive, which is a state in which team members are constantly thinking about their work and company, and working diligently towards the achievement of their shared goals.20

I describe cutting-edge teams as obsessive because it suggests a level of commitment far beyond what is found in more conventional firms, where people may be professional but not completely immersed in their work. People who are concerned about work-life balance suggest that obsession with one’s work is unhealthy both for individuals and their firms. This is often true, as evident in the Pixar “parking lot” story. But great success rarely happens without a critical number of people on a team or in a company who have this trait. Obsession may not be healthy, but it describes a core attribute of great companies and teams. The downside of obsessive behavior is the price to pay for doing something extraordinary.

Let’s start with the obsessive nature of those who lead cutting-edge firms. Justine Musk is the former wife of Elon Musk, the highly respected founder of the car company Tesla and other ventures such as PayPal. She describes Elon’s obsessive personality as a key to his extraordinary success:

Extreme success is different from what I suppose you could just consider “success,” . . . you don’t have to be . . . Elon to be affluent and accomplished and maintain a great lifestyle. Your odds of happiness are better that way. But if you’re extreme, you must be what you are, which means that happiness is more or less beside the point. These people tend to be freaks and misfits who were forced to experience the world in an unusually challenging way. They developed strategies to survive, and as they grow older they find ways to apply these strategies to other things, and create for themselves a distinct and powerful advantage. They don’t think the way other people think. They see things from angles that unlock new ideas and insights. Other people consider them to be somewhat insane.21

Justine Musk’s language is extreme in describing visionary leaders as freaks and misfits. But it is fair to say that these leaders are abnormal in their outsized drive to succeed and their complete immersion in their work. This is not to say that obsession, in itself, leads to success. There are plenty of obsessed people who lack the talent needed to be successful. The capabilities needed for obsession to produce “extreme success” vary depending on the demands on a leader and the specific challenges facing his or her group. In some situations, for example, a leader needs highly developed analytical capabilities. In other cases, the key is an ability to build partnerships and manage conflict across groups. But the inverse is equally true—there are highly talented people who lack the obsessive drive needed to produce something significant. These individuals may have more raw talent than others but lack the ability to realize their talent in contrast to those who are fixated on their work and are relentless in their desire to succeed.

There is much written about the so-called 10,000 hour rule.22 It states that mastering an activity requires 10,000 hours of disciplined practice performing that activity. Talent is needed to obtain mastery, but mastery does not come without the necessary hours of deliberate practice. If we apply this rule to a sport such as tennis, this means that a highly talented athlete needs to practice every day for four hours for seven years. The player Andre Agassi said that he did more than that—he estimates he hit at least 2,500 balls a day from the time he was six years old. Close to a million balls a year. Ten million balls before he turned professional.23 How many people, even those with extraordinary hand and eye coordination and in Andre’s case unrelenting pressure from a demanding parent, have the resolve needed to hit that many balls? Imagine what is sacrificed in one’s life to hit 2,500 balls a day, every day of your life. The same is true for the work done by visionary leaders in cutting-edge firms—they will stay with a task and strive to reach a goal to a degree that can only be described as abnormal.

Obsession, then, is essential to reach the highest levels of performance. But most people view obsession as a negative quality—a type of psychological disorder. In Japan, the word karoshi refers to those who die as a result of working around the clock. In English, it roughly translates into “worked to death and died like an ox.” Japan, of course, is not alone in having a segment of its population that is addicted to work. In the United States, there is an association that calls itself Workaholics Anonymous. This group views compulsive working as a disorder, similar to other more well-known addictions such as drinking or gambling.24 Work obsession, from this perspective, is an attempt to block out stresses in another part of one’s life. There is always a risk that those with obsessive personalities become destructively consumed by their work, taking a toll on their health and family lives. There is a difference, however, between being obsessed and being addicted to work. Those who are obsessed, as I am defining the term, find meaning in their work and enjoy it. In contrast, workaholics do not—they use work as a means of avoiding something else in their lives that provokes anxiety or discomfort.
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Most think of obsession, even in its best form, as an individual trait—but it also describes cutting-edge teams. Examples include the team in Pixar that produced Toy Story 2 and the Patagonia team that executed the firm’s shift to organic cotton. A team’s leader is often the catalyst for obsession, but a team will sometimes operate, at a collective level, in a likeminded manner. Most groundbreaking products, for instance, are developed by a small cadre of intense people who love what they are doing and the product they are creating. These teams often fade into the background, and the team leader becomes the focus of attention once a product is successfully launched. The Pixar team, for example, that produced the movie Finding Nemo is unknown to the public and even to a large degree within the industry. The film’s director, Andrew Stanton, gets the accolades, which he clearly deserves, but it is his team that is ultimately responsible for creating that successful movie. This does not mean that a team consists of people with the same level of commitment or that a leader doesn’t set the direction and tone for the group. But the group, and in particular its level of commitment to the task, is the key to success.

Obsession also works at a company level. Each of the seven firms profiled in this book have been described by outsiders and the media as being populated by true believers. They are portrayed as people who are consumed by their firm’s mission and are “all in” in striving to make a contribution to its achievement. The founder of Alibaba, Jack Ma, touches on the role of obsession in describing how his firm operates. The following occurred after he gave a speech at Harvard about his company:

After my talk, a CEO from a foreign company said that I was a mad man. He said he had been in China for many years, and didn’t believe that my way of managing a company would work. I invited him to visit Alibaba. After a three-day stay, he said, “Now I understand. Here you have 100 mad men just like you.” I agreed. People in a madhouse never admit they are crazy. They believe the outsiders are. That’s why people here in Alibaba are united.25
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Obsession comes in three, frequently interconnected, forms. The first, and most important, is an obsession with the work itself and resulting product. In many cutting-edge firms and teams, people view work as central to their identities—not something they do but something they are. Paul Graham, a well-known investor in startup firms, suggests that these people are ridiculously committed to what they produce—fixating, for example, on product details that customers don’t even notice. These are also people who persevere and survive when others are defeated by the challenges they face.26 Obsessive people work primarily to satisfy their own needs. Not the needs of customers or shareholders. Not the needs of those above in an organization’s hierarchy. They strive to produce something they personally value that meets their own standards of excellence. In this respect, they are self-centered and even narcissistic in being their own customers. Their reasoning is that if they produce something they love, others will love it as well. Brad Bird, a respected director at Pixar, describes this philosophy as follows:

If you say you’re making a movie for “them,” that automatically puts you on an unsteady footing. The implication is, you’re making it for a group that you are not a member of—and there is something very insincere in that. . . . So my goal is to make a movie I want to see. If I do it sincerely enough and well enough—if I’m hard on myself and not completely off base, not completely different from the rest of humanity—other people will also get engaged and find the film entertaining.27

Even the emphasis at Zappos on creating happiness is not customer driven. It comes from the founder of the firm articulating a higher purpose for himself and, by extension, others in his company who hold the same belief. Customers benefit from that obsession, but they are not its source. It is also interesting to note that many of the cutting-edge firms are obsessed with a purpose that is distinct from what they sell. Patagonia says that it is not in the business of selling clothes. Zappos says that it is not in the business of selling shoes. Airbnb says that it is not in the business of renting rooms. These statements sound absurd because they appear to be denying how they make money—selling shirts, selling shoes, renting rooms. But these firms, and particularly their leaders, view these activities as secondary, or derivative, of that which truly matters to them. What they do, the actual work, is different than why they do it.

Another aspect of obsessing on work is a willingness to fixate over a long period of time on the task at hand. In particular, people and teams in these firms act with a relentless focus on getting it right. This is not to suggest that people in conventional firms and teams are not detail oriented or lacking in commitment; it is, however, to indicate that this behavior is more extreme in cutting-edge firms. People in these groups will obsess over details that others might gloss over or pursue only so far. Obsessed people and teams don’t let go. People in Pixar, for example, view Walt Disney as an icon in the field of animation. In particular, they value his life-long dedication to his craft. His level of commitment to movie animation was evident in that he was still talking about the movie Snow White and the Seven Dwarfs decades after its completion. In particular, he was upset that some of the technical aspects of that film’s animation were less than what he wanted because of the time and budgetary constraints his team faced when making the film. Snow White’s facial features, in particular, weren’t as consistently sharp as Disney wanted. He was concerned that “The bridge on her nose floats all over her face.”28 The film had long become a classic, but Disney was still thinking about what his team didn’t get right 20 years earlier.
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A second obsession of cutting-edge firms is an emotional investment in building a great company. As noted in the Chapter 1, cutting-edge firms deliver results and build relationships. A singular obsession with the work itself will often produce better results, at least in the near term. But an obsession with the work does not mean that relationships are valued. In fact, it can mean that relationships are seen as peripheral in comparison to the product or service being produced. Cutting-edge teams realize the risk in this approach and, instead, want people to be equally obsessed with the culture of their firms. They want those who are consumed not only with their work; they want people who are consumed with creating relationships that are the foundation of a great company. Again, consider Tony Hsieh of Zappos. The firm he founded prior to Zappos was an Internet advertising group. It was eventually bought by Microsoft for $265 million. Hsieh says he sold his first firm because, as it grew, he no longer wanted to work there. He notes,

When it was starting out, when it was just 5 or 10 of us, it was like your typical dot-com. We were all really excited, working around the clock, sleeping under our desks, had no idea what day of the week it was. But we didn’t . . . pay attention to company culture. By the time we got to 100 people, even though we hired people with the right skill sets and experiences, I just dreaded getting out of bed in the morning and was hitting that snooze button over and over again.29

Hsieh wanted to work with people whom he enjoyed being around—which was no longer the case in the firm he founded. As a result, early on he focused on creating the culture he wanted at Zappos. The emphasis on creating an organization with the right environment surfaces in myriad managerial practices that make Zappos unique. For example, Zappos does not hire seasonal workers to help with the increased workload that comes with holiday sales. It believes that temporary workers will not necessarily possess the cultural values it wants and, as result, will compromise the larger culture if they are hired. Instead, people within the firm are asked to work longer hours to meet the seasonal demand. Zappos rejects a common industry practice, the hiring of seasonal workers, to protect the culture it values.

An obsessive focus on culture is found among all of the firms profiled in the book. The leaders of these firms spend much of their time working to get their cultures right. Each has a different view of what is the right culture—but each is clear on what he or she wants and doesn’t want.A story about the importance of culture is found at Airbnb. That firm’s CEO, in a note he sent to his employees, described a meeting he had just had with a major investor. The CEO and his team were reviewing Airbnb’s growth plan, looking for support and guidance from the investor, who had deep experience working with a range of start-up companies:

Midway through the conversation, I asked him what was the single most important piece of advice he had for us. He replied, “Don’t fuck up the culture.” This wasn’t what we were expecting from someone who just gave us $150M. I asked him to elaborate on this. He said one of the reasons he invested in us was our culture. But he had a somewhat cynical view that it was practically inevitable once a company gets to a certain size to “fuck it up.”30

Airbnb’s CEO took the investor’s advice and initiated an internal review process in the company to identify what was important in the culture and what it needed to do to avoid its potential erosion. Alibaba is another example of a cutting-edge firm valuing its culture. The company is run by a unique partnership of 28 individuals—who collectively assume responsibility for the firm. Alibaba has policies that require future partners to have at least five years of tenure with the company and a strong record of promoting its unique mission, vision, and values. No one can become a partner unless he or she is an advocate for the culture and committed to sustaining its core attributes.31 Jack Ma maintains that outsiders, those he calls airborne troops, should never be allowed to hold the most senior positions within a company, including CEO—as they can’t understand the firm’s culture and its importance to the firm’s survival.
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A third obsession of cutting-edge firms is the desire to have an impact on society—in most cases, this involves improving the world through one’s products, services, and way of operating.32 The CEO of Whole Foods tells, for example, how early in the firm’s history some wanted his company to focus only on its most dedicated consumers and, in so doing, sell a limited set of products (no sugar, no meat, no processed foods). He rejected this recommendation because he wanted his company to have a broader impact in society. He writes, “Whole Foods is not a business for a clique, or for the elite . . . . We wanted to change the world.”33 “That is what animates me personally. That is what animates the company.” Other highly visible firms have a similar view of their missions.34 The new leader of Apple’s retail stores, Angela Ahrendts, spent most of her first six months on the job visiting 40 different markets, interacting with new colleagues. She concluded afterwards that the company was successful primarily because of its strong culture—one dedicated to changing people’s lives and leaving the world better as a result of its efforts. These are lofty words, but in her mind, they describe the essence of the company she just joined. The strength of Apple’s culture surprised her despite everything she read about the company—a culture that she didn’t fully appreciate until she joined it.35

Academic research underscores the importance of working with a purpose. Amy Wrzesniewski, who teaches at the Yale School of Management, examined how people view meaning in their work.36 She found that the majority of people view their jobs as a way to earn money. They are employees doing their jobs. But some people, up to one-third of those she studied, felt their work was connected to a higher purpose. This purpose typically took the form of helping customers or benefiting society. She found that people who view their work as a calling are more satisfied with their jobs, work longer hours, and take fewer days off. Other research suggests that people whose managers emphasize the higher meaning of their work are more dedicated to their firms and less likely to leave their companies for other jobs.37 In short, they view their companies as more than businesses and their work as more than jobs.

The leaders of the firms profiled in this book all meet the three obsessive criteria noted here. They have an unrelenting focus on their work and the products they make. They love their companies and see the cultures they have created as their crowning achievements. They strive to have an impact on society—wanting to “make a dent in the universe.”38 These obsessive qualities are each important in their own right but are most effective when pursued in combination. In particular, leaders and teams who obsess only on their work without an equally strong commitment to their companies and society run the risk of becoming toxically self-absorbed. In contrast, embracing the work, company, and society turns obsession into a positive quality.

Yvon Chouinard, for example, cares about the environment and the quality of his products. He is not particularly charismatic as a leader but is unwavering in his beliefs and willingness to act on them. If he focused only on the quality of his products, Patagonia would be a good but not a great company.
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Obsession is closely related to what some call grit—the “passionate commitment to a single mission and an unswerving dedication to achieve that mission.”39 Grit is what obsession, at least its productive form, looks like in action. The research on grit began with an effort to understand why some individuals are successful and others fail. Angela Duckworth, the University of Pennsylvania professor who did the pioneering work in this area, studied people in a variety of settings—including the military, schools, and companies. She found that the most important predictor of success, beyond intelligence and social awareness, was grit.40 The research found that high achievers are successful, in part, because they are better able to overcome the inevitable obstacles and challenges that arise in the pursuit of their particular passions.41 An important point to note, however, is that grit is not simply tenacity—it also requires a commitment by the individual to a higher goal. This is the case because success is not just the ability to persevere when others give up—it is moving deliberately toward a goal to which the individual is passionately committed. In particular, the findings indicate that people with grit are better able to persevere when facing the inevitable setbacks that occur in any great undertaking.

The research on grit focuses on the thinking and behavior of individuals. But grit within a team may be even more important in that most endeavors involve some element of collaboration. Any complex and challenging initiative almost always requires a team, or team of teams, to achieve the desired result. Team members, in the best case, push each other in ways that increase commitment to a shared goal and sustain motivation to achieve that goal. A real-world example of grit is the ability of Airbnb to overcome problems early in its history when it encountered a security issue in one rental unit. A property in San Francisco was ransacked by an Airbnb renter, and the personal property stolen. The host posted a detailed description of what happened online, including her disappointment in how Airbnb’s staff worked with her after the event. Her post then went viral—creating media headlines and concerns on the part of some homeowners who were allowing strangers into their homes. Airbnb was largely unprepared to deal with the crisis, as well as the larger problem of security and safety. The firm, at the time, had a customer-support hotline that consisted of an answering machine that was checked once a day. It failed to hire the staff needed to manage this type of problem and had no formal protocol in place to deal with a crisis. The firm’s response, as a result, was slow and ineffectual in meeting the needs of the host whose home was damaged. Brian Chesky, CEO of Airbnb, described the event as “a crash course in crisis management . . . . We felt paralyzed and over the last four weeks, we have really screwed things up.”42 He said, “We should have responded faster, communicated more sensitively and taken more decisive action to make sure she felt safe and secure. . . . But we weren’t prepared for the crisis and we dropped the ball. Now we’re dealing with the consequences.”43 Airbnb, after its initial missteps, pulled together a team to develop and implement a variety of measures to address the problem, including the doubling of its security staff (a group that now has over 600 people) and offering what eventually became a $1 million host guarantee program (which pays for damage resulting from a rental). Airbnb also developed, over several years, practices to give both its hosts and guests more background information about each other, in order to increase the level of comfort felt by each. The firm’s safety processes continue to evolve and now include verifying the identification of those renting rooms and user ratings of both hosts and guests. Airbnb, demonstrating its grittiness, used the initial crisis it faced to improve how it minimizes risk of future adverse events and, in so doing, increased the level of trust among its users.
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Obsessive teams have greater upsides and downsides than conventional teams. The dilemma is that you don’t get the upside without risking the downside. These teams can, for instance, obsess on the wrong things, as the obsessed are always fixated on something. Just because a group is obsessed doesn’t mean that it is obsessed with the right thing. Many teams, for example, fixate on near-term results and, specifically, delivering on their quarterly financial targets. In itself, this is not a bad thing. But they do this in some situations to the point of undermining the actions and investments needed to sustain long-term growth. Obsessed teams can also strive, in their passion, to do something that can’t be done—and in so doing waste a great deal of time and money. They ignore useful data and feedback and stubbornly push forward in an inflexible manner. They refuse to kill projects that should be killed earlier rather than later. Moreover, obsessive teams can be perfectionistic and fail to understand the tradeoffs that exist in any business or product—resulting in missed deadlines and blown budgets. They are more likely to burn out their own team members with unreasonable demands and excessive work hours. Obsessive teams can be so task focused, so lacking in empathy, that they damage relationships within the teams as well as with those in other teams. Their members are narrowly focused on achieving their objectives and often lack the emotional and political skills needed when working within a company. These groups can also go rogue, seeing those above them in a firm’s hierarchy as being hostile to what they want to achieve and, in so doing, alienating those whose support they need. All of the above are potential problems once obsession enters the picture—all with very real downsides. This is the reason that many firms don’t want people and teams that are obsessive. But far worse is a group where people are simply doing their jobs—even if they do them well. Obsession is the foundation for making great things happen. Beige doesn’t win in business.
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[image: image]Cutting-edge firms have a critical mass of obsessive people and teams.




[image: image]They view their work as a calling—much more than a job to be done. The team members align around a higher purpose that shapes their collective thinking and behavior.




[image: image]Their obsessive nature is both a blessing and a curse—necessary to achieve something extraordinary but potentially destructive if not managed well.




CHAPTER

3

VALUE FIT OVER CAPABILITIES
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Find the Right People, Not the Best People1



Zappos is in the enviable position of having more than 100 job applicants for every position it fills.2 Hiring the right person, however, can take months if not years at the e-commerce apparel firm. Its new screening process begins with people joining an online community called Zappos Insiders. Those who sign up are assigned “company ambassadors” to help determine if they should pursue a job with the company.3 These employees interact digitally with potential applicants, answering questions about the firm and its culture. The ambassadors also meet, when helpful, with people in restaurants, bars, and company social events near its Las Vegas headquarters. The next stage is a formal interview with the hiring manager and members of his or her team. The goal of these meetings is to assess a candidate’s capabilities in relation to an open job. Those who pass this test then have another interview, conducted by the firm’s human resources staff, to determine if they fit the unique culture of Zappos. These interviews are not done by the hiring manager because Zappos is leery of the “halo effect,” which occurs when a candidate’s technical capabilities are so strong that similar strengths are assumed in other, nonrelated, areas (such as one’s values). The decision to hire someone is based 50 percent on a candidate’s capabilities and 50 percent on his or her fit to the culture. The company refuses to hire those who have great resumes if they don’t value what the firm values. They do this even knowing that taking time to find the right people, rejecting those who are highly capable but a poor cultural fit, doesn’t pay off in the near term—that having open positions takes a toll in meeting the firm’s near-term performance targets.4 They value their culture more than achieving their quarterly targets.

Zappos uses specific questions to assess each applicant’s fit to its culture. At least one interview question is asked for each of the firm’s 10 values.5 One set of questions, for example, focuses on the ability of potential hires to “wow” others through their service to them. Zappos is built on a belief in extraordinary customer service and wants to ensure that new hires bring that orientation with them. Questions in this area include “What’s the best work-related compliment you’ve ever received?” and “What’s something that you did at work that maybe no one else knew about but you are very proud of?” A different set of questions probes if a potential hire can “create fun and a little weirdness” (another core value of the firm). Applicants are asked to rate how weird they are on a scale from 1 to 10 and then describe something they recently did that was weird. Zappos believes that work should be fun and that weird people are simply more fun to be around. Not many companies would assess a candidate’s weirdness, but Zappos is serious about the need for a fun work environment. Zappos also uses other data to assess candidates. For instance, it observes how candidates interact with people when they make their initial visits to its company building. Those who act in ways that contradict the firm’s values are rejected. There are cases where highly qualified applicants were rejected because they were rude to the company shuttle bus driver who picked them up at the airport on their arrival.

Those who make it through the hiring gauntlet at Zappos are then required to complete a rigorous four-week training program, much of which focuses on understanding and living the firm’s values. The training also includes a stint taking customer orders in the firm’s call center. The firm’s new-hire training is required for its most senior as well as its most junior people—there are no exceptions. In one case, the firm took a year and a half to locate the right person to fill a senior role. The firm then fired the individual just weeks after his arrival. He made the mistake of believing that an orientation program was optional. He was terminated after arriving late for two sessions. He indicated, on his way out, that he didn’t understand the firm’s seriousness in regard to its cultural values.6 After the training, the company then makes what it calls The Offer. Each new hire is asked if he or she wants to quit the firm and be paid to do so. The company only wants to keep those who are “all in.” The Offer has increased over time and now equals $2,000.7 Zappos indicates that only 2 percent of its new hires take the offer, but the impact on the 98 percent who remain is significant in affirming their commitment to the company. They walk away from a payout to stay with the firm.

The stronger and more unique the culture of a firm or team, the more important fit becomes.8 This is one reason that firms such as Zappos and Patagonia initially hired only friends of the founders. Cutting-edge firms are passionate about their beliefs and have particular ways of operating—and, as a result, they can be less welcoming of those who don’t share their world view. Patagonia, for example, looks to hire people who are actively involved in sports such as climbing and surfing (so-called dirt bags). People who prefer to sit indoors and watch TV, or those who don’t care about the environment, will feel out of place at Patagonia. The firm’s founder notes, “This is a unique culture, extremely unique. Not everyone fits here. I’ve found that rather than bring in businessmen and teach them to be dirt bags, it’s easier to teach dirt bags to do business.”9 Patagonia believes technical and professional skills can be taught—but a passion for the outdoors is innate and thus part of the firm’s selection criteria. Cutting-edge firms would rather hire, if forced to do so, people who are “A’s” in regard to cultural fit and “B’s” in regard to their talent.10
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A leader’s job, in large part, is hiring and motivating the right people for a particular task. The ability to assess the capabilities of individuals and then determine how they will work together to produce a desired outcome is more of an art than a science. That said, I find in my consulting work that the skill of assessing talent varies widely among leaders. Some leaders are simply much better than others at assessing people’s current capabilities and their future growth potential. Leaders also vary in their ability to assess how people will work together, how they will gel, when working together within a team. Think of any great endeavor and the critical element of staffing it with talented individuals who can collectively deliver what is needed. If a leader fails at this task, efforts to make a group or team more effective “downstream” are likely to fall short. The lesson from cutting-edge firms and teams is that cultural fit must be a key factor in making their hiring decisions. Leaders also need to create formal and informal practices that increase the likelihood that managers at all levels will do the same in making their hiring decisions.

Arguing that cultural fit is essential raises the question of how to define culture. The simplest definition is that culture is “the way things are done around here.” Each firm has particular patterns of thinking and behavior, which develop over time as a firm overcomes challenges in its efforts to survive and grow. However, as the scholar Ed Schein notes, these patterns of behavior are more complicated than the routines within a company. They derive from deeper-level assumptions, particularly in regard to what is needed for the group to be successful. Netflix, for example, is a culture that believes in the primacy of talent—that is, the firm believes that the company or team with the best talent will produce the best results and win in the marketplace. This may appear self-evident, but other firms, with different cultures, hold different assumptions. For example, some believe that the company with the most robust processes or the best technology will deliver the best results.

There are several risks when resumes become more important than cultural fit. The first is that those who don’t fully buy into a firm’s mission and way of operating are in most cases less likely to give their all to make their company or team successful. As a result, the upside of having individuals and teams who are “all in” is lost or at least diminished. This need is a challenge, in particular, as a firm grows and hires hundreds if not thousands of employees. They need to have people on hand to manage the growth, to meet near-term demands, and thus the screening filters can become less disciplined. There is also more demand on a firm’s leader’s time as a result of growth, and vetting candidates can easily become less important.

A second, more extreme, risk is that those who don’t fit a firm’s culture become toxic to that culture. Most of the attention goes to hiring those who are embodiments of a firm’s culture, but in some cases, the impact of those who are at odds with a culture have a greater impact.11 For example, Zappos strives to create an optimistic work environment where people believe in the company’s goal of increasing the level of happiness in the world. Those who are cynical, perhaps believing that happiness is an inappropriate or unrealistic goal for a business, can influence others through what academics call emotional contagion. This possibility is supported by research that indicates how a toxic employee can have a negative impact by infecting others with their attitudes as well as their behaviors.12 A final risk is that people who don’t fit a firm’s culture are more likely to hire others who also don’t fit the culture. They are also more likely to tolerate behaviors in others, once hired, that are at odds with the firm’s cultural values and norms. Hiring the wrong person, then, is more than making a bad decision about one individual—hiring a bad fit puts the larger culture at risk.

A final risk is that those at odds with a firm’s culture will not be able to get things done within that culture. New hires sometimes fail because they either don’t understand how their new culture works or understand it but devalue it. This does not mean that a newcomer needs to blindly follow what others expect or blindly accept the status quo. It does, however, mean that an awareness of a group’s culture is essential to working effectively within that culture. A highly visible case of cultural failure occurred at Nike years ago when it appointed an outsider to be its new CEO. William Perez had worked in his previous firm for more than 20 years and came into his new job with an impressive set of skills. He lasted, however, only 18 months with Nike, in part because adjusting to its strong culture was too great a leap. Those who reported to him never rallied behind him, and he remained an outsider in their eyes despite being the CEO of the company.13 The same challenges hold true for new hires at all levels within a firm. Cultural fit is a key to influencing others and getting them to work with you in a collaborative manner. Even those brought into a company or team as “change agents” are often on the losing end of the culture dynamic—they fail because they don’t understand how to operate within the culture they are striving to change.

Cultural fit is particularly important when staffing initial positions within a company or team. The tone set by early members of a group impacts subsequent hires and, as a result, has a disproportionate influence on the group’s emerging culture. Therefore, great care is needed in selecting a group’s first hires, ensuring that these individuals fully embody what leaders want to see in their groups. Brian Chesky, the founder and CEO of Airbnb, took a great deal of time to hire his firm’s first employee. He spent five months reviewing thousands of resumes and conducting hundreds of interviews before making an offer to the engineer. He explained why he took so much care in making that hiring decision:

Some people ask why did you spend so much time on hiring your first engineer. I think bringing in your first engineer is like bringing in a DNA chip to the company . . . if we’re successful, there were going to be a thousand people just like him or her in that company. . . . There was something much more long-term and much more enduring which was, do I want to work with one hundred thousand more people like this?14

Chesky didn’t do this for just the first employee. He hired the first 300 employees of the firm—screening the applicants and conducting the interviews. He was looking for those he described as missionaries—people who believed in the firm’s mission. One question he asked to identify this trait was, “If you had just ten years to live, would you take this job?” The importance of hiring those who believe in Airbnb and its higher purpose is expressed in the comment of one employee regarding the firm’s culture:

Airbnb really doesn’t hire people unless they are passionate about the product, its implications and its future. You can be off the charts in terms of brains, experience and technical skills, but if you come off as blasé about what we do, you won’t get hired. I think that really distinguishes us from other companies and ensures that we’re all invested in the company’s future, not just financially.15

The former human resources leader of Netflix noted how her firm, as well, placed great emphasis on hiring “true believers” in the formative stages of the company: “Here’s what you want in your first 100 employees: the best talent you can afford, who work hard and believe . . . The belief part can actually outdo the other two. It’s more than passion. . . . People need to believe.”16
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There are potential downsides of being too focused on hiring those who are a cultural fit. A team that values cultural fit over experience or capabilities may fail to hire or promote necessary talent. The result is a company of people who work well together, people who collectively share a set of values, but don’t collectively have the skill needed for their company or team to win in the marketplace. Most firms, cutting-edge groups included, look for a threshold level of capability before cultural fit is considered in the hiring or promotional process. The question, however, is, what does a group do when it needs someone who is far above threshold in talent—perhaps even world class in a particular area that is critical to a firm’s success (such as finance or logistics)? The easy answer is to hire people who are both world class and a good cultural fit. In reality, such people are difficult to find. The question then becomes, what level of compromise is acceptable in regard to talent or culture? Cutting-edge firms, as noted, are less likely to compromise on the cultural side, in contrast to more conventional firms, which are more likely to compromise on the cultural side. These firms may not even view cultural fit as a factor in making their hiring decisions, or they may rationalize a candidate’s poor cultural fit because the capabilities of that individual are so impressive.

Another risk in valuing fit over experience is that a firm or team can become monolithic in hiring only those who fit a particular style. Culture fit, if not determined skillfully, can screen out people who don’t fit a narrow definition of what each firm views as a model employee. All things being equal, differences among team members in a group or team enhance the ability to manage complex challenges.17 The way cutting-edge firms deal with the risk of being too homogenous is to ensure that their people are first committed to the firm’s purpose and core set of values. Then they embrace differences in background, thinking, and style. Pixar is particularly notable for its willingness to take risks on people who are different than others within the company. In particular, it goes out of its way to bring in people who don’t know the “Pixar Way.” The goal is to deliberately hire those who will challenge the status quo within the firm and, as a result, make the firm stronger. The director Andrew Stanton, for example, had not touched a computer when he was hired to direct the computer-animated film Finding Nemo. Stanton, however, believed in the core values of Pixar—with the most important being the centrality of great storytelling and the need to develop a cohesive team. With those core beliefs, he could bring into the company new ideas and recommendations.

An emphasis on culture also requires removing those who, once hired, turn out to be a bad fit. Pixar, for example, hires highly talented and creative people—but they must have an ability to work in a team environment. This doesn’t mean that people are any less intense or less open in expressing their points of view. In fact, Pixar wants strong-willed people who will challenge the status quo. Teamwork, however, requires that they work well with others, in their own team and with those in other teams, in the very complicated and challenging process of making an animated film. The firm’s CEO noted:

[At Pixar] there is very high tolerance for eccentricity, very creative, and to the point where some [of our people] are strange . . . but there are a small number of people who are socially dysfunctional [and] very creative—we get rid of them. If we don’t have a healthy group then it isn’t going to work. There is this illusion that this person is creative and has all this stuff, well the fact is there are literally thousands of ideas involved in putting something like this together.18
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The first task in hiring for fit, hiring the right person, is determining what you stand for as a company or team. Most large firms have a set of values that define their ideal cultures. Go to their websites and you will see their values listed. All good. All nicely worded. These values, however, often fall short on several fronts. The first is that many firms develop a set of values that are so general that they have no real impact on people or their behavior within a firm. You find, for instance, many companies that value integrity and teamwork. But what company or leader doesn’t want integrity and teamwork? For values to be meaningful, they need to fit the specific mission of a company and have an idiosyncratic bent to them. There needs to be some authentic edge to the values that are essential in realizing the firm’s purpose and values. The notion of “dirt bags,” for instance, uniquely fits the history and mission of Patagonia. It’s that firm’s fingerprint—no other company strives to hire and retain dirt bags.

A second mistake is to develop a long list of values that cover everything that could possibly be important to a company or group.19 The result is a set of values that people either don’t remember or don’t use to guide their behavior (as there are simply too many to follow). The problem is that people have difficulty internalizing many values and, more importantly, choosing between these values when conflicts arise. For example, a firm suggests that delivering results is an imperative but so is delighting customers. These two values are often synergistic, but there are cases where they conflict (for example, when meeting a customer’s request will cost so much that it hurts the group’s ability to deliver profit). Which has priority? Organizations that hire talented people expect them to make the right call in this situation. However, too much ambiguity causes problems because different people and teams will focus on one value more than the other. A researcher at the University of Pennsylvania, Andrew Carton, studied this problem in hospital settings.20 He found that the performance of a hospital improved if the leadership articulated a clear vision for his or her organization. The key variable, however, was having fewer organizational values (no more than four) and then ranking those values from most to least important. In so doing, the leaders gave people the context they needed to make decisions when conflict among values arose.

Another, related, problem occurs when a group’s values are often defined at such a high level that people don’t know what they look like in action. Values should be defined in terms of expected behavior—defined in both positive terms (you should do this) and negative terms (you should not do this). Teamwork is a common value—but what does it mean in a particular firm at a behavioral level? Pixar, for example, tells its people that anyone in any group can talk to anyone in another group if he or she has a question or idea. No need to go up the hierarchy for approval to do so. In this case, teamwork means communicating across group boundaries in an open and direct manner (“talk to anyone you like without permission to do so”). Each company, and in some cases each team, needs to define its “vital few” values in specific behavioral terms that give people a clear sense of what is expected of them.

A third mistake in regard to values is the failure to link them to a firm’s objectives and work practices. For example, a firm may indicate that it values customer service above all else but it has no objectives linked to customer service and no way to measure the customer service it provides. Or it fails to link its hiring, promotion, and reward practices to the value it places on customer service. In these cases, the firm’s values are aspirational, with no follow through to make them come alive within a company. Each of the cutting-edge firms in this book has carefully determined how to link its values to the rewards it offers its employees and, in the negative, the consequences if people violate those values. In this respect, cutting-edge firms are more likely to reward and punish based on how people perform in regard to their values. It is not only a matter of people and teams delivering results—how those results are delivered is just as important.

A final mistake, and perhaps the most damaging, is for a company to articulate its values and then work in a manner that violates them. That is, they espouse one set of cultural beliefs but act on a different set of beliefs. They may, for example, say that talent is all important but then invest little time or money in attracting or developing talent.21 A well-known example of a conflict between espoused versus actual values is the energy company Enron. The company, no longer in existence, had a set of values that included integrity. It claimed to work with customers openly and honestly. It then acted in a manner that set the benchmark for unethical behavior in defrauding its customers. Less extreme but more common are firms that promote people who behave in ways that are at odds with the values they embrace. For instance, a firm talks about the importance of results and then promotes someone who repeatedly fails to deliver on his or her performance targets. Or a firm says that it values teamwork and then promotes someone who has delivered results but in a manner that is anything other than collaborative (hoarding information from other groups, failing to share resources, or undermining colleagues who are viewed as competitors, for example).
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Valuing fit over experience in the hiring and promoting of people requires a clear awareness of the single most important quality needed in those who work for a company. A range of cultural values may be important, but one should take priority. For example, Patagonia has gone through various cycles during its history in hiring people. It started by bringing into the firm friends of the founder—people who were like him in their beliefs and lifestyle. As the company grew, it increasingly looked for people with more traditional business backgrounds and specialized skills (what the founder calls the MBA types). After a number of these people failed in their roles, the firm went back to its roots. It looked for people who were closer to its original hires in being outdoor types with a commitment to environmental causes. As noted in the last Chapter, the commitment to the firm’s central beliefs should be deeply felt—an obsession. Those who work for Whole Foods need to love natural food. Those who work for Pixar need to love storytelling. Those who work for Zappos must love serving others. A major benefit of being a purpose-driven firm or group is that you know what you are looking for in new hires and attract like-minded people. Whole Foods, for example, looks for people who are committed to improving others’ well-being through food. The firm has a clear identity, and this allows it to attract those who value what it values. The firm’s CEO notes,

Increasingly, the talent is finding its way to us. We don’t tend to lose people, and in my conversations with Team Members, when I ask, Why did you come to Whole Foods? They say, I did my research, and I want to be in a company that has values. I want to be part of something larger than myself.22

In this respect, the cutting-edge firms and teams are looking for people who are pursuing something beyond paychecks or the advancement of their careers. They are missionaries who believe in the cause to which the company is dedicated.

There are two additional traits that are important to ensure a good cultural fit. As noted in Chapter 1, cutting-edge teams want people who push the extremes on both results and relationships. Each company has its own way of operationalizing results and relationships, but the goal is the same. Pixar, for example, looks for an ability to deliver results by asking potential hires to describe one thing at which they excelled in the past. It can be work related or more personal (such as a hobby or sport far removed from Pixar’s business). The goal is to find individuals who have reached a high level of excellence in an area of interest to them—believing that those who have done so, who know what excellence feels like, will also do so in their work at Pixar. The firm wants those who have experienced excellence and know what it takes to achieve mastery in any given area. At Airbnb, the founders pursue a similar line of thinking in asking potential hires to describe something they have done in their past that is exceptional. That firm’s CEO notes that in his interview process he looks for people who are dreamers that make things happen. He says,

I also ask people to summarize their life in three minutes. I’m trying to figure out the formative decisions and experiences that influenced who you are as a person. Once I figure that out, I’m trying to understand the two or three most remarkable things you’ve ever done in your life. Because if you’ve never done anything remarkable in your life until this point, you probably never will.23

There are many ways to screen for those who can build relationships. Greg Brenneman, chairman of CCMP Capital, uses what some call the airplane test. He asks himself after interviewing a candidate,

If I were to get on an airplane with this guy or gal, would I want to fly across the Atlantic with them? Are they nice people to be with? Do you want to be with them? Because I find that people that don’t relate well to anybody, from owners or board members to peers to direct reports to folks that actually work for a living in the trenches, they don’t succeed very well. You can usually tell that by asking, “What do you enjoy doing? What do you do as a hobby?” And ask a few questions to the people that work around them, and you get a pretty good sense pretty quickly.24

A different version of this interview screen is the “copy machine” test. In this case, you ask yourself if a potential hire is someone you wouldn’t want to see in the hallway if you happen to be working late in the night. You are tired and don’t have time to deal with someone who is difficult to interact with—someone you don’t really want to see when you are trying to complete a difficult task.25

Other firms, such as Zappos, take a more direct approach in assessing a candidate’s ability to build relationships. They ask potential hires, “Do you feel you are a better individual contributor or a better team player? Which do you prefer?” “When was a time you ‘took one for the team’ even though it wasn’t your responsibility?”26 Other firms may pose questions about past successes, screening for self-glorifying responses. They may look, in particular, for applicants who describe accomplishments in terms of a group’s achievements (versus a more self-centered achievement). When someone’s description of his or her greatest accomplishment starts with “I did this” or “My results were . . . ,” it can be a red flag—a sign that the person is overly self-centered. Other firms probe the person’s ability to build lasting relationships. Alan, founder and chief executive of the technology firm Pegasystems, is a leader who understands the importance of relationships in organizational performance. He takes the following approach in assessing the relationship capabilities of a potential hire:

One question I’ve found to be extremely powerful as a predictor of how well people will do in customer-facing roles is to ask for specific names of people they’ve worked with as those people moved between companies or roles. . . . And I’m really quite specific, and I ask them if it would be O.K. to talk to those folks. A lot of people don’t have those sorts of relationships. I find that to be a really useful predictor of whether they are relationship-oriented, which I think is important not just for dealing with customers—it’s important for dealing with people inside the firm as well.27

The key is to find those who can partner with others to produce what is needed and, more generally, help build a sense of community with the company or team. One of my clients, for instance, believes that self-awareness is essential if people are to work well together. He asks each interviewee to summarize the conversation that he had with them in the interview. More specifically, he says to the interviewee at the end of the meeting, “I am going home tonight and will tell my wife about my interview with you today. What do you think I will say to her?” His goal is to assess how well the person is reading his or her impact on others versus seeing only what he or she wants to see. The assumption in asking this question is that a more self-aware person, one who “reads” the interview and interviewee accurately, will have greater success in building relationships with others in the firm.

Cutting-edge firms and teams, then, look for fit on three attributes in making their hiring decisions:

1. Belief in the Firm’s Higher Purpose: Is the person “all in” in his or her support of the firm’s core purpose? Does he or she have the necessary passion if not obsession regarding the firm’s reason for being?

2. Ability to Deliver Results: Does the person have the drive, temperament, and skill needed to deliver necessary results at the highest level?

3. Ability to Build Relationships: Does the person have the drive and temperament needed to develop close working relationships with his or her team members and with those in other teams?

Each firm or team needs to determine how to screen applicants for each of these three attributes, which will vary depending on the firm and how it defines success in each area. An additional complication is that the process is not simply identifying individuals with these necessary skills and traits. It also requires an assessment of how each individual’s traits will mesh with others in a specific team—that is, how people in a group will interact to produce a desired outcome. The level of teamwork required, of course, varies with each task, but most complex endeavors involve working with others to achieve a desired outcome. Hiring people, then, is not just hiring them into a position as individuals. It is hiring them into a team with a number of other people with a diverse set of capabilities, values, and styles. Those making a hiring decision need to assess how well the various members of a team will work together.

Viewing cultural fit in this manner means that team members must complement each other, must develop the right chemistry, if the value of the team is to be fully realized. This doesn’t mean, however, that members are clones of each other. For example, the degree of focus on results and relationships needs to be the right mix within a team to produce optimal outcomes. In particular, a group that is heavily results oriented will benefit from having some members who are more relationship focused. Inversely, a group that is heavily relationship based will benefit from adding those who are more task focused. In this way, the group is more likely to have a necessary level of both attributes. Members, including a team leader, who bring a different focus in regard to results and relationships bring something that may be lacking–versus simply reinforcing or replicating what already exists within the team.28 This benefit, however, is undermined if the person doesn’t value or have threshold skills in both results and relationships. In that case, the person will most likely be rejected by the team because he or she doesn’t possess the basic cultural traits needed to be successful in that particular group and firm.
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[image: image]Most firms hire based on a job candidate’s resume—assessing how well his or her skills fit the demands of a specific job.




[image: image]Cutting-edge firms, in contrast, place equal if not greater emphasis on a person’s fit to their culture.




[image: image]Cultural fit is important in three areas: each person must embrace the group’s higher purpose, the value it places on results, and the value it places on relationships.




[image: image]The best firms and teams develop robust processes to screen for these traits in the hiring and promotion of their people.




CHAPTER

4

FOCUS MORE, THEN LESS
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The Challenge Is to Figure Out What Not to Do1



Airbnb is the world’s largest peer-to-peer lodging company. It has more rooms for rent each night than Marriott and Hilton combined, quite an achievement for a company that began less than a decade ago.2 In 2016, the company hosted its 100th million guest.3 But there were no elaborate plans when the company booked its first rental—just two young men offering a room in their apartment to those attending a business conference in San Francisco. The founders were primarily interested in making their rent through additional income. However, in meeting their own needs, they were playing with a big idea. Millions of rooms in houses and apartments were going unused. They wanted to help people rent these rooms, using the Internet as a tool to simplify and enhance the process. But their idea was based on an audacious proposition—that people would invite strangers to stay in their homes. The founders created a website to profile the rental listings, with the goal of making renting a room in another person’s home no more difficult, and no more risky, than booking a room at the Marriott. The new company was called Airbed & Breakfast after the air mattresses placed on the floor of that first rental.

In the early years, the founders positioned the company as offering less-expensive and more-personal lodging than the hotel chains. Its singular focus, like many startups, was unambiguous—survival. Objectives, if they existed at all, covered what needed to be done in the next two weeks.4 After a few years, and the hiring of hundreds of employees, the firm’s leaders developed an annual company operating plan with a dozen key objectives. This plan eliminated some of the confusion that inevitably comes with a rapidly growing company. But it also created a new problem—notably, it was difficult to sustain focus and allocate resources within the company across so many priorities. Airbnb, for example, was partnering with vacation-rental firms that served as brokers who provided rooms to travelers. Airbnb was also building a loyal following of customers who were renting rooms directly for their own personal use. Vacation firms offered an opportunity for Airbnb to expand quickly, but the individual traveler was still its core customer. Both groups were important, but more effort was going into developing products and services for the rental firms (given the near-term benefit of doing so). The downside was that less was being invested in the development of products for the firm’s individual users due to the limits of the engineering resources within the company. Recognizing its mistake, Airbnb clarified the priorities and redeployed its resources. The lesson learned, however, was that more is not better when it comes to priorities.

The following year, Airbnb streamlined its objectives. It settled on four goals and a few success measures.5 All four goals were summarized on a single sheet of paper—with the goal of advancing those initiatives that would have the greatest impact on the long-term growth of the firm. The Sheet, as it came to be called within Airbnb, listed each of the four objectives, its target completion date, and an internal owner. Simplifying the firm’s priorities and getting them onto a single sheet, was difficult. It took a team of people within the company five months to determine the priorities. Having 10 priorities is easier, at least initially, than having 4 priorities in that it doesn’t require hard choices. But pursuing 10 priorities is close to having no priorities. Every firm and team has limits in regard to staff, time, and resources—and thus needs to focus on the areas that have the highest return on investment in relation to its growth strategy. The other factor that makes prioritization difficult is the risk inherent in doing so. Covering all the bases, placing many bets, spreads a group’s risk—or at least the appearance of risk. Focusing only on a few priorities means that those few priorities had better be the right priorities. Focus also requires that those selected priorities be executed at a high level. Otherwise, failure to do so will be evident to all. Airbnb, for instance, has recently focused on developing its mobile toolkit—viewing it as essential to drive its growth and meet its customers’ needs. Success in its mobile platform is easy to monitor, at least at a basic level in terms of users. Failure to achieve its targets in this area will be evident both within the firm and to its investors.
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Airbnb learned, through its own experience, the importance of focusing on a small set of vital few priorities. It did this initially because it had limited resources and needed to focus on that which it could afford in terms of time and resources. The problem it faces now is the opposite. It has ample resources and can afford to pursue any number of good ideas. The concern, at this point in its growth, is that it becomes less focused and less willing to invest in its core business, which is enhancing the experience of its guests and hosts. One of the firm’s CEOs describes this as the “tyranny of choice”—a problem that comes when a company has plenty of resources and is highly empowering of its people and teams.6 This “high-class” problem can be as challenging as not having enough choices. Airbnb has also learned the importance of cascading its priorities in an effective manner. A great deal of effort in Airbnb goes into communicating the key priorities to its employees, including the reason each is important and how success will be measured. The intent is to make sure that people at all levels understand what is critical to the firm’s success. Then, and this is key, each person and team at Airbnb is responsible for figuring out how to best support the company-wide priorities. In essence, the firm is saying to its people, “Here is what we want to achieve and why. You need to determine how you and your team can add the most value as we pursue these goals.” This approach ensures a broad understanding of what the firm must do but also keeps ownership for specific tactics and decisions at the lowest possible level.

At a broader level, Airbnb wants its people to determine how to best support the brand on which the firm is built—which centers on the idea of belonging. The company strives to provide its guests and hosts with a highly personal experience of being part of a larger community.7 It believes the people want an experience of community and connection, in contrast to staying in a more impersonal hotel. Toward this end, Airbnb broke down the experience of travelers into 15 discrete steps, starting with a guest finding a room on its website, followed by successive steps in a trip, including what it calls the moment of truth (when a guest first walks into rental), being “out and about” in the community, and providing feedback at the end of one’s stay. Airbnb leadership continually asks its people and teams how their work, both ongoing and proposed, helps provide the best possible Airbnb experience in one or more of these key steps. People at Airbnb thus understand their firm’s overall value proposition (creating experiences that enhance a sense of belonging for a traveler) and, within this context, its annual set of three or four company-wide priorities. Managers, teams, and employees must then determine the areas in which they can add the most value and how to work in a manner that best achieves those objectives.

The role of managers at Airbnb, unlike most companies, is not to set goals for their team members or tell them how to operate.8 Engineers at Airbnb, for instance, are engaged in the goal setting and planning of all major projects. They determine what needs to be done and how to measure success. The company then goes one step further—it gives its people the freedom to select which projects they want to work on.9 Airbnb engineers are encouraged to change teams if there is another project within the company that better matches their interests or skills.10 This practice is based on the belief that people do their best work and have the greatest impact when they are involved in projects that are of personal interest to them. This approach makes sense when one realizes that Airbnb values, above all, experience—and, more specifically, enriching the experience of its customers as well as employees.11 Top-down control, from this viewpoint, is not a way to enrich experience or, more generally, build community. Airbnb doesn’t tell its hosts what to charge for a room or how to decorate their lodgings. It also gives them the option of not renting a room to guests who have lower ratings on the firm’s feedback forms. In a similar manner, Airbnb believes in giving employees a great deal of say in the workplace. It doesn’t tell them how to prioritize their work or how to go about achieving their objectives. It doesn’t even tell them where they need to work, as people can move about the corporate office and select an area that works best for them. Leadership will, however, ask how the work of a particular team or individual supports the firm’s overall mission and, in so doing, ensures that their efforts add value. The company also wants accountability for results once a goal is decided on. But that is a very different process than dictating the “what” and “how” of people’s work.12 Once there is alignment at each level with the company’s overall objectives, the role of the manager is to help his or her team members obtain necessary resources and overcome obstacles that would hinder their progress.
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Getting everyone to align around a set of priorities begins with context setting. The goal is to ensure that everyone understands the environment in which a company operates, as well as the strategies it will use to be successful in that environment. Context, a term that Netflix coined in regard to its culture, explains the “why” of a firm’s specific priorities, including the opportunities and threats facing it. This requires clarity on the part of a group’s senior management on the business environment in which they operate. At the minimum, people within a company need to understand the following:

[image: image]Why do we exist as a company—what is our reason for being?

[image: image]How do we make money? What drives our results?

[image: image]Who are our most important customers?

[image: image]What products or services do our customers value the most?

[image: image]Who are our competitors—existing and emerging? What threats do they pose?

[image: image]How do we measure our success as a company?

[image: image]What is our plan to win in the marketplace?

[image: image]What capabilities do we need to be successful?

[image: image]What values are most important to us?

[image: image]What behaviors are expected of us as members of the company?13

Even in a senior team, where we would expect people to be highly aligned, there is often a lack of agreement on the above questions. One study, for example, found that more than 90 percent of CEOs believe that their team members both support and actively communicate their firm’s strategic priorities. In fact, only 2 percent of their leadership team members, when asked, listed the same top three strategic priorities for their companies.14 Another study asked people to rank the most significant challenges in building global teams. Two of the top five challenges noted were obtaining clarity on the team’s objectives and aligning the goals of its individual members.15 The need, then, is be clear about the context in which the firm or group is operating—and then build alignment starting with one’s own team. One test of how well a group’s context is communicated is to ask people within the organization to delineate their firm’s key objectives and strategies. The answers people give to this question are often wrong, incomplete, or inconsistent.

Netflix, in particular, believes that context setting is necessary to sustain what it deems essential to its success—namely, a freedom and responsibility culture. The company maintains that the best outcomes occur when the context is effectively communicated by a firm’s leaders and managers. When done well, context allows people to make informed decisions about their priorities and even their day-to-day work. When managers do not provide context, those who report to them are more likely to do foolish things (such as invest time and money in areas where it doesn’t make any sense). Setting the right context, however, is not dictating the outcomes of decisions or what employees need to do. Instead, it provides the information and understanding that others need to make informed decisions. This is not to suggest that the line between setting context and ensuring alignment on Netflix’s objectives is always clean or easy. In some cases, senior leadership may be more involved in the details that some at the lower levels might prefer. But Netflix believes that setting the context is the opposite of the top-down approach found in many traditional firms—an approach that Netflix believes undermines employee initiative and slows down decision-making as people wait for higher-level managers to determine the best course of action. A top-down approach can also demoralize people, particularly the “creative types,” who want more autonomy in determining the actions they need to take in any given situation. Managers at Netflix are expected to clearly communicate what the firm is striving to achieve and what success looks like in terms of expected outcomes, providing as much detail as needed in regard to quality, time parameters, and cost. The employee then determines, within these parameters, what is needed to achieve success.
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Creating the right context supports how Netflix wants to operate in what it calls a highly aligned but loosely coupled organization. The company insists that people be in agreement about the environment in which they operate and their overall goals but have the freedom to do what is needed for them and the company to be successful.16 Netflix describes this as follows:

Highly Aligned means. . . .

[image: image]Strategy and goals are clear, specific, and broadly understood

[image: image]Team interactions are focused on strategy and goals, rather than tactics

[image: image]Large investment in management time required to be transparent, articulate, and perceptive

Loosely Coupled means . . .

[image: image]Minimal cross-functional meetings except to get aligned on goals and strategy

[image: image]Trust between groups on tactics without previewing/approving each one—so groups can move fast

[image: image]Leaders reaching out proactively for ad-hoc coordination and perspective as appropriate—occasional post-mortems on tactics necessary to increase alignment17

The emphasis on setting context in Netflix was born of a near-death experience. In its early years, the company spent a great deal of money on the expectation of rapid growth. But sales failed to materialize at the pace that leadership anticipated, and startup financing became much harder to obtain. As a result, layoffs occurred, along with a newfound emphasis on cash flow management. One insider noted,

We were spending huge amounts buying DVDs, setting up distribution centers, and ordering original programming, all before we’d collected a cent from our new subscribers. Our employees needed to learn that even though revenue was growing, managing expenses really mattered . . . we had a meeting every week in the parking lot. We called it the metrics meeting, and we’d hand out a piece of paper with nine charts showing exactly how much money we had in the bank, how many customers we had, you know like a basic P&L.18

Setting context, of course, is not a one-time event in response to a financial crisis or the rollout of a new strategic initiative. A group’s business environment inevitably changes, and ongoing communication is needed to ensure that people’s understanding evolves in sync with those changes. Many leaders, however, mistakenly assume that team members understand what has changed in the firm’s environment and the resulting impact on priorities and behaviors. They assume, in short, that others have the same understanding as themselves in regard to that changing context. Other leaders are at fault for lacking the patience needed to engage others in understanding the broader environment in which they now operate.19 They don’t see this as important and consequently fail to invest the time needed to set the context.

Once a group has a shared context, it needs to identify the few business priorities that will drive it forward. In some cases, firms have a clear set of priorities but become distracted by less important concerns that they then strive to address at a high level of effectiveness. This is what some call the “good plow, wrong field” phenomena.20 For instance, a firm may focus on improving its operational efficiency, which, all things being equal, is a good thing. But all things are rarely equal. In this case, the firm’s success requires that it develop exciting products that win new customers and grow revenue. This is not to suggest that operational efficiency is unimportant—only that efforts to improve efficiency are less critical than growing revenue in this particular company. Work that goes into targeted areas needs to be assessed relative to other initiatives, perhaps more important initiatives, that also require resources and attention. Projects and issues outside of these areas are distractions that don’t offer the same return to the business.

Setting priorities also requires agreement on what “falls off the plate.” This sounds obvious, but many groups are reluctant to say what activities or projects will be minimized or stopped. Instead, they assume that it can all be done or done all at once (versus sequencing what needs to be done to ensure necessary resources and focus). The result is that people have more than they can accomplish and end up selecting on their own what they believe is the most important. The other outcomes is that people simply try to achieve more than can be done and suffer the consequences. The ability to focus requires saying no to some initiatives. Netflix, for example, decided early on that it would not compete with Blockbuster at a “brick and mortar” retail level. The firm’s founders assumed, correctly, that the Internet would be the demise of retail stores in its industry. Patagonia is an even more extreme example in deciding that it didn’t want to grow too fast, as expansive growth posed problems for a firm with its values and culture. The CEO noted, “You have to know your strengths and limitations and live within your means. . . . The sooner a company tries to be what it is not, the sooner it tries to ‘have it all,’ the sooner it will die.”21

Distractions for teams come in a variety of forms. In some cases, these are lower-value priorities that a team strives to achieve. Distractions also come in the form of administrative tasks that take time away from the crucial work that needs to be done. For instance, some firms want team leaders to submit a monthly report of progress against their objectives. These reports, if not done well, are a time-consuming “check the box” exercise that doesn’t promote productive dialogue or action. Another time drain comes in the form of too many meetings across a company. For example, people are pulled into higher-level reviews and meetings that take time better spent with their own teams and customers. This is not to say that meetings are always unnecessary or unproductive—but many meetings consume more time than needed, with a resulting opportunity cost to those involved (that is, they take time away from more important pursuits). A third type of distraction is political. In this case, competing factions and other forms of dysfunctional behavior within a company pull people into political battles that consume their energy with little return. One role of a team leader is to protect his or her team from unnecessary distractions that divert the group from the vital few priorities on which it must focus to be successful.
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There is no shortage of opportunities and challenges facing leaders and their teams. They can easily generate a long list of necessary initiatives. Some leaders believe that pushing people to achieve more results in higher levels of overall performance. That is, giving people 10 things to do is better even if they accomplish only 8 things (compared with giving them 5 things to do, all 5 of which they achieve). The problem with this logic is that the achievement of the truly critical areas may be undermined because people simply can’t focus on them or the resources needed are not properly allocated. A related mistake is to have priorities that are overly complex. A test of simplicity is to ask people how they would explain to a family member the priorities being pursued within their company or team. These family members don’t know the details of how the group operates, but they need to understand the priorities. If you can’t explain them in a way that they understand, your priorities are too complex. Others use a test called the elevator speech. This requires that you place yourself in an elevator with someone and explain a single priority to him or her in the time it takes for the elevator to go from the first floor to the top floor of the building. This doesn’t mean that a firm’s priorities or challenges are simple or that a simple explanation is always better. It does mean, however, that the priorities need be explained in simple and memorable terms if they are to be internalized by the organization’s members and have the desired impact.

There are several guidelines in developing a clear set of aligned priorities. The first is to have a very simple and easily explained set of goals (which are often updated annually but can be longer or shorter in duration depending on the situation). The most common mistake that groups make is having too many priorities, which was the case early on at Airbnb. The company now has a clear description of each company objective, along with a target date and internal owner. The goal, according to the firm’s CEO, is to focus on fewer but higher-impact goals and include just enough detail that people know when the company has achieved, or not, the desired outcome. A second guideline in creating clear priorities is spelling out the desired outcome in clear and, if possible, measurable terms. These are the “success metrics” that delineate how progress will be measured for each priority over time. For example, a firm or team may have a specific revenue target for the first year after launching a new product. This is an example of an “outcome” measure that delineates the desired result. In contrast, a process measure describes an activity or task but not the end result. A process measure might be to “launch a new product incorporating the lessons learned regarding forecasting from our previous product launches.” In most cases, groups want to develop a few outcome measures versus process measures because these measures don’t dictate the “how” but do specify the “what.” Ensuring that everyone agrees on their shared goals is more important, initially, than how those goals will be achieved.22

The best way to develop success measures varies across teams. In general, it is often helpful for team members to be involved in crafting the measures that they will use to assess their own progress. Involving people in the development of metrics helps ensure that the metrics are linked to the broader context and that everyone buys into them as goals they value. The risk is that a team, in the spirit of being inclusive and complete, embraces either the wrong measures or too many measures. Each team leader, and group, needs to cut back the measures it uses to prevent the performance scorecard from growing too large. In some cases, however, the degree of autonomy teams have in developing success metrics is more limited due to the nature of the work or a company’s culture. Whole Foods, as noted earlier, has a group of metrics that it requires of its in-store teams (such as monthly sales and profit per employee). Each Whole Foods team is required to use these metrics to assess its performance. Whole Foods then links each team’s performance on these metrics to rewards that are paid monthly. In this case, the measures are mandated, but the way the teams go about achieving their goals is not.

An additional benefit of having a clear set of “vital few” priorities is that it creates a bond among those working to achieve a shared goal. Groups within an organization can easily become isolated and operate in silos with conflicting goals.23 The typical approach is to cascade the objectives and associated scorecard from the top down, with each level explaining its goals and measures to the group below.24 I have also seen cases where peer teams that are dependent on each other will share their goals to ensure necessary understanding and alignment. A research and development group, for example, will meet with the manufacturing group within its company to ensure necessary coordination on moving products from R&D into production. Some firms go even further and make the goals of each team transparent. In this case, the priorities and success metrics of each group, at each level, are posted for everyone to see. Those groups that are even more aggressive also post the results of each group for others to see.

A third important area to consider in regard to priorities is accountability. Each team needs to decide if the group in total is responsible for each priority or, instead, if there is a point person or subgroup that takes the lead. These “owners” then work with the larger team as needed to deliver on the specified target. Assigning owners for priorities doesn’t absolve the group from its collective responsibility, but it does clarify who is the go-to person or subgroup in moving a particular priority forward. Many leaders, as is the case in Airbnb, feel that having a single point of accountability results in greater progress (versus everybody owning everything). Netflix calls these individuals decision owners. The other important area to clarify, once accountabilities are assigned, is the authority that owners have in pushing a priority forward. For example, can these individuals and teams spend a project’s budget without the approval of others above them or in other groups? Can they determine a product’s specific features or cost? The intent in clarifying authorities is not to be overly rigid but, instead, to avoid the confusion that comes when authorities are unclear or in conflict.25

A fourth guideline in priority setting is developing effective ways to review a group’s progress over time in each area. Some groups develop clear priorities but don’t have a robust process to check their progress over time. In the worst case, priorities are developed, communicated, and never reviewed again (or reviewed only at the end of the year in a manner that does not allow for midcourse corrections). Cutting-edge teams, in contrast, have weekly, monthly, or quarterly reviews where progress is assessed using specific numeric targets or a more general system of assessment. One element of creating a robust review process is to encourage transparency at a peer level in regard to performance—versus simply having team members reporting out to their supervisor. Some teams, for example, develop a scorecard with color codes to assess progress (such as red, yellow, or green indicators to signal progress in each area). These review meetings, however, should not be a rigid reporting out of scores on a set of metrics. Instead, cutting-edge teams create an environment where performance is actively discussed and go-forward actions debated. The greatest benefit in having a scorecard is promoting a productive and timely discussion among team members (in contrast to a process that is designed to simply identify those who are underperforming). Peer visibility and feedback around a set of priorities or even work product is a powerful means to focus and motivate people to higher levels of performance. For this to occur, there needs to be clear metrics and a high level of trust within a group to allow for a candid discussion about progress and the causes of any gaps in the team’s performance.
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Cutting-edge firms and teams relentlessly focus on executing a small set of key priorities. In so doing, they avoid being distracted—pulled into peripheral activities that take time, energy, and resources away from what is truly needed to achieve something extraordinary. This means saying no to some proposals that show promise. It also means making tough choices to ensure focus. Netflix, for example, moved from DVDs to streaming online as quickly as possible—knowing that streaming was the key to its future success. The transition took longer than the firm anticipated, but the shift in its revenue was dramatic once the change took hold in the marketplace. Reed Hastings was adamant that the company avoid the fate of Kodak, a once-dominant firm that clung to its existing business model too long and missed the digital revolution in photography. He wanted his leadership team to eat, sleep, and breathe streaming. But the company retained its DVD business, which became an increasingly smaller, but highly profitable, segment of its revenue.26 At one point, the company had 30 vice presidents, 5 of whom were dedicated to its DVD business. Reed decided that the DVD vice presidents should no longer attend the leadership meetings—as the firm needed to focus in these sessions only on streaming. This was not an easy decision, given the history of the firm and close-knit nature of the team, but Hastings believes it was the right decision to ensure necessary focus.

An apparent contradiction that characterizes cutting-edge firms and teams is that they also experiment with new ideas both in regard to their core business and outside of their core business. Getting that balance right is difficult, but they realize that too much focus, if not balanced with experimentation, can result in a business that fails to adapt to new opportunities and threats. As a result, they continually enhance their core business while also being managers of newness.27 The goal is to try something that has not been done before and learn from the experience. Airbnb, for example, was founded on the belief that people would respond to an online rental site that was more detailed and engaging than other sites that existed at the time (such as Craigslist). The founders, on putting up their website, focused on providing high-quality photographs of their rental properties (as it reduced guest anxiety about staying in a unit they had never seen). They stumbled on the importance of photographs when staying with a host who had a great apartment but poor-quality photographs in her rental listing. This occurred before smartphones made taking photographs easier, and the owner of the unit was not savvy on uploading files from her camera to the firm’s website. The founders asked her how she would feel if someone would come to her apartment to take the photographs for her—that she could push a button and a photographer would appear free of charge to shoot her apartment. She said that it would be magical. The next morning, one of the founders came back with his camera and took the photos. Airbnb slowly expanded this option for hosts and now has thousands of freelance photographers around the world taking professional-quality shots of their hosts’ rental units. Airbnb looks for incremental improvements in its guest experience by using what it calls a seven-star design process.28 Its guests provide ratings on a five-point scale at the end of each stay. The firm almost always gets the highest rating, but believes there is still opportunity to improve (in essence, it found that many people are easy graders). It asks its various teams, each focused on different parts of the traveler’s journey, what would need to happen for guests to give their visit six stars (if that was an option on the grading scale). They want people to contact Airbnb and say that they want to add a star to the rating scale because they were so pleased with their experience. Why? Perhaps the host knew their favorite food or what they like to read and provided those when they checked into their room. Then the Airbnb team is asked what would be needed to get a seven-, eight-, or even nine-star rating. Many of the ideas generated in this process are outlandish (“Banners with guests’ names on them are paraded through the airport when they arrive”), but the intent is clear. Think outside the box and make the experience of the traveler more memorable.

Each of the firms in this book can tell similar stories about how they improved their core business. Netflix, for example, has algorithms to determine what people like to watch and how they watch it (for example, sporadically or binge). They can then suggest titles that fit each customer’s personal preferences and viewing habits. These successes, however, hide the fact that most experiments fail. Airbnb’s first three website launches failed to attract customers, and it was only the fourth launch that proved successful. But cutting-edge firms keep pushing for new approaches, testing them often at a small scale and then taking those that appear promising to the next level of execution. The challenge is to keep one’s company or team resolutely focused on its key imperatives while also testing new and innovative ideas that will drive the firm’s future growth. This happens in areas both great and small. The CEO of Airbnb, for example, wants people to consider what a competitor might do to undermine or even kill his firm’s business model.29 That is, he wants his people to actively envision products or services that would render Airbnb’s business model obsolete. The goal is to ensure that Airbnb innovates faster than the competition and, in so doing, prevents others from doing what Airbnb is now doing to traditional hotels with its peer-to-peer model. Airbnb is constantly testing new ideas within its current model, such as hosts picking up their guests at the airport or providing them with walking tours and other experiences (for example, dinners or cultural events). It has also considered other areas in the “sharing economy” outside of its current business. The problem, of course, is that firms invest in a particular operating model and, especially if successful, are slow to recognize when that model is at risk. Being rigidly focused on a narrow set of priorities, if not balanced with an ability to consider creative alternatives, can hurt a company over the long term.

Pixar also sees the risk when firms and teams replicate their current practices and, in so doing, risk becoming stagnant. In particular, Pixar doesn’t want to simply repeat what worked in one film in another film. The CEO of the company, Ed Catmull, believes Pixar should deliberately strive to avoid what worked in the past and, instead, try something new. In terms of movies, this means not going back to an old storyline or even the emotions evoked in past films.30 One way to encourage experimentation is to bring outsiders into a company or team. As noted in Chapter 3, there is a core set of beliefs and values that are needed for someone to become a team member. But a company like Pixar will deliberately hire outsiders in order to bring new perspectives and ideas on how to make the firm and its films better. This is the case even though Pixar is one of the most successful movie studios in history. It hires people, particularly directors, with very different backgrounds in terms of their training and experiences. The goal is not simply to get team members to think outside the box but to include people who come into the group thinking differently (because of who they are and what they have experienced). The ideal is to embrace people who are natural dissenters but can operate within the existing culture of the firm—pointing out opportunities as well as blind spots in how the company is operating. The goal for Pixar is to avoid becoming a clone of itself—which is easy to do in its industry, where sequels are often highly profitable but break no new ground.

One way to encourage innovation within a larger enterprise is to use teams to experiment with different models and approaches as they go about their work. These groups, in other words, are encouraged to incrementally innovate within their firm’s current business model to improve its performance. Whole Foods decided early in its history that each of its stores, and even more importantly, each of the teams within its stores, needed to have a great deal of autonomy in determining the products and services that fulfilled the needs of its local customers. The decentralized design of the company was also thought to encourage innovation as each team experimented with new practices. One store in California, for example, decided to open a wine and craft beer bar inside the store. Whole Foods had sold wine in many of its stores for years but no store in the company had a wine bar. The California store, located in Sonoma County, came up with the idea, which is not surprising given its proximity to some of the finest vineyards in the world. Within months, the Whole Foods bar was generating more income than many of the other departments within the store, including seafood. The bar, however, was not simply a new profit center. It was part of an ongoing effort in that store to create a sense of community with its shoppers. Other stores took notice and studied what was done in the California store, assessing whether they should also have a bar. Whole Foods now has more than 75 bars in its stores across the country.31

Consider another example of local innovation in Whole Foods. Two team members saw an opportunity to offer health and wellbeing services to other businesses (a business-to-business model different from anything Whole Foods had done in the past). The company liked their proposal and supported their experiment. The resulting program, called Full Spoon, helps employees in participating companies improve their health. They get a 20 percent discount when they buy foods at Whole Foods that are marked as healthy. They also can participate in programs that track their diet and exercise habits and attend educational seminars designed to improve their health. The Full Spoon program is only offered today in a few stores but will most likely expand to other regions of the company if successful.

Incremental innovation is also found at Netflix, which believes in giving its teams a great deal of autonomy to come up with new ideas and, more importantly, the responsibility to make them work. A few years ago, a team within Netflix realized that some of its customers wanted to watch a complete set of shows in rapid succession. A sign that people liked to binge watch was evident from those ordering DVDs that contained an entire season of a particular TV show and then watching the episodes in rapid succession. The company knew that a customer might watch a full season or two of Mad Men in one weekend. As Netflix moved into providing on-demand streaming of shows over the Internet, it realized that many people wanted to do the same—which Netflix viewed as being similar to reading multiple chapters of a book at once. The innovation occurred when developing the show House of Cards. Netflix decided that all 13 episodes of that show’s first season would be released at the same time (versus the historical practice of releasing one show per week over an entire TV season). This relatively simple but bold idea came about because the members of one Netflix team thought that a simultaneous offering of an entire season was simply giving customers what they wanted (which was to watch the show they wanted, when they wanted it). The company, based on a monthly subscription model, did not need to cater to advertisers who were paying for prime-time spots, which could be assured only with a traditional approach of one show per week (what some call “appointment TV”). House of Cards was a hit and accelerated a revolution in the industry in supporting the binge watching of shows. A recent survey indicates that more than 90 percent of TV viewers now engage in binge watching, which it defines as viewing more than three episodes of a show in one day at some point over the course of a year.32

Cutting-edge firms also productively defocus by encouraging people and teams to innovate outside of their core businesses. A well-known case is Google. Engineers in the firm are encouraged to spend 20 percent of their work time on personal projects unrelated to their current responsibilities—taking time to play with ideas of interest to them and see if they can develop a new product or line of business for the company. The founders of the company noted over a decade ago, “We encourage our employees, in addition to their regular projects, to spend 20% of their time working on what they think will most benefit Google. . . . This empowers them to be more creative and innovative. Many of our significant advances have happened in this manner.”33 This approach is not without problems because the company doesn’t require or monitor the allocation of employees’ time (who, in this case, are mostly engineers). Those who want to spend the 20 percent do it on their own with the company’s blessing. However, many don’t have time in their current demanding jobs to dedicate to outside interests. When Marissa Mayer left Google to become the CEO of Yahoo, she noted, “It’s funny, people have been asking me since I got here, ‘When is Yahoo going to have 20% time? . . . I’ve got to tell you the dirty little secret of Google’s 20% time. It’s really 120% time.”34

The leaders of Google understand the challenge of finding time to innovate beyond one’s current project. But they believe the 20 percent rule is best deployed without formal guidelines or mandates. The value of experimenting is what they want to instill within their culture—notably, the value of playing with new ideas that will generate new business opportunities.35 Another approach to fostering productive defocusing is found at Airbnb. Each week, the firm has what it calls “demo days.” People in the company demonstrate for others, usually those from other teams, what they are working on. This allows for people to get out of their own areas of responsibility and learn from those doing very different work. This supports the development of people as well as the potential areas of innovation across groups.

A related practice in cutting-edge groups is to encourage experimentation through fast failures. The concept is that work products, both in existing projects as well as out-of-the-box innovations, should be surfaced and tested on an ongoing basis. This stands in contrast to individuals or teams that spend long periods of time on a piece of work, seeking to refine it, before getting feedback from their peers or customers. The power of fast failures is evident in the film company Pixar. It conducts fast-cycle reviews in what it calls dailies. These are meetings where a team reviews the work in progress of animators to promote feedback, both positive and negative. During the hour of each morning’s dailies, the group will review the shots of selected animators. The company wants work that is far enough along to be critiqued but not so far that it is set in stone.36 In that meeting, the director of the film, other animators, as well as anyone else who wants to join in looks at the shots and discusses changes that would improve the work. A secondary benefit of the process is that animators whose work is not being reviewed learn from the feedback given to their peers. The logic of the dailies is that people waste a great deal of time, and limit their own creativity, when they strive to perfect something before showing it to others. Failure is viewed as a given in any creative effort, and Pixar wants those failures to be addressed faster—which allows for necessary changes earlier in the work process. This requires that people be comfortable showing work that is incomplete and getting feedback on it (which, of course, can be painful because work in progress is often not very good). Pixar strives to create a culture where people are comfortable, or at least less uncomfortable, reviewing their work with peers and obtaining direct but supportive feedback to see if they are on the right track.
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[image: image]Cutting-edge firms actively communicate the broader context to their members (market opportunities and threats, financial realities . . . ).




[image: image]They then clarify their vital few strategic priorities—the three or four goals that must be achieved to move the firm or team forward.




[image: image]These priorities are defined in a manner that ensures that everyone knows what success looks like, including performance metrics and accountabilities.




[image: image]Cutting-edge firms, however, also understand that too much focus can be self-defeating—thus, they foster ongoing experimentation in an attempt to identify innovative customer and revenue opportunities.




CHAPTER

5

PUSH HARDER, PUSH SOFTER
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Every Great Culture Embraces a Great Contradiction



Most firms operate with either a hard or soft edge.1 Those with a hard edge emphasize the need for clear performance targets, disciplined practices, and absolute accountability for results. These groups are typically more formal and process driven. Think General Electric. Firms with a soft edge emphasize the importance of strong bonds among people working in a highly creative, sometimes chaotic environment. They are more informal and talent driven. Think Google. No firm or team is entirely hard or soft, but most favor one over the other based on the demands of their business, their individual histories, and even the idiosyncrasies of their leaders. This preference becomes, over time, part of a firm’s DNA—replicating and shaping the way people think, feel, and behave. The challenge is to create a work environment that embraces what is often a messy contradiction—a work environment that is at once both hard and soft. Cutting-edge firms, and their teams, do just that.2

The simplest definition of culture is “the way we do things around here.” Each company, and to some extent team, develops its own way of operating—distinctive in a manner similar to the way that personality is unique to each individual. Culture includes the core beliefs and assumptions that people have about their work, their company, and their competitive environment.3 These deeper-level elements of culture function at both a cognitive and emotional level. Cognitive beliefs center on what people think, particularly in regard to the factors that will result in success or failure within a team or company. For example, Pixar employees believe that a great story with memorable characters is the key to making a film that people love. Story takes priority over everything else. Other studios may believe otherwise—perhaps thinking that savvy marketing or technical innovation drives a film’s success. We can debate the degree to which each studio’s beliefs are true (or more helpful), but people at Pixar are convinced that great films are the result of great stories. This is an example of a core assumption that influences how people behave within the company.

Cultures, at their core, are more than just assumptions that people share—they evoke feelings and emotions.4 This element of culture, while related to assumptions, is more basic and visceral. The emotional connection that people at Pixar have with their films—and even the emotions they have about particular characters in those films, such as Woody in Toy Story 2 or Dory in Finding Nemo—goes beyond the need to tell a good story. We can imagine other film studios where people believe in the power of a good story but are far less emotional about their work. They may, for example, operate in an analytical manner with a focus on what storylines will appeal to a target audience. While Pixar is certainly savvy in marketing its films, that knowledge is not what drives people within the company. People’s emotions, and even their personal experiences, are critically important in the making of its films. People at Pixar want their stories to move people, but the story needs to move them first. Pixar has one of the most disciplined processes in its industry for making animated films, processes that are incredibly complex and highly disciplined—but it never forgets that emotion is at the core of its business. Most of those who write about culture emphasize its cognitive elements—what people believe and the assumptions they hold about their firm and the world around them. But culture, more importantly, is based on emotions that arise from people’s experiences working in a company and, more specifically, in a team. Culture, from this viewpoint, is more about emotions than beliefs and assumptions. Culture can be viewed as “how we do things around here” or “what we think around here.” But more important is “what we feel around here.”

An emphasis on experience, and the emotions that arise from experiences, originated in some cutting-edge companies with a focus on customer experiences. Starbucks, for example, stated that its goal was to be the “third place” for people to go after home and work. For that to happen, customers needed to feel comfortable in its stores and feel that they were part of the community (just as many people in the United Kingdom feel connected to their local pubs). The firm’s CEO, Howard Schultz, emphasized that Starbucks was about the experience of being in its stores. That experience, particularly the interaction of its baristas with customers in the making of a coffee drink, was at the core of its brand. Schultz wrote in his book Onward that “Starbucks’ coffee is exceptional, yes, but emotional connection is our true value proposition.”5 He was dismayed that this subtle concept was lost on some analysts and investors who were unable to appreciate its power because they didn’t share his vision or were simply cynical regarding the financial return on Starbucks’s investment in emotion. Schultz was resolute in his vision for the company; his mantra became “Starbucks is not a coffee company that serves people. It is a people company that serves coffee.”6

Airbnb exhibits a similar obsession with experience. The firm strives, above all, to create a feeling of belonging on the part of guests who stay in its rentals when traveling. Its goal is for customers to feel personal connections to the people renting them rooms and a deeper sense of belonging in the communities they are visiting. This emphasis is intended to overcome the “stranger/danger bias” that makes most people uncomfortable when staying in the home of someone they have never met (or, on the other side of the interaction, makes hosts uncomfortable renting rooms in their homes to people they don’t know). Each action of Airbnb is designed to enhance the level of trust between guests and hosts.

Airbnb then goes one step further. It thinks of its own culture in terms of experience—seeking to enhance the feeling of belonging and community within its own ranks. It takes its customer experience mantra and looks at its own culture and, more generally, way of operating.7 The firm wants its customers to have a personalized experience in terms of the types of rentals they want, the neighborhoods they want to stay in, and even the types of hosts they prefer. The focus to date has been primarily on the types of rentals, but the company is developing approaches to help guests find neighborhoods and hosts that fit their preferences. It is now doing the same with its employees, looking at how to provide them with what they need to make working at the firm a memorable experience. Airbnb is trying not just to shape what its people think (“we work together to create a great sense of community”) but, more importantly, it wants to shape what they feel as a result of the experiences they have within the company. This perspective has led to a deliberate set of choices in regard to all things that touch employees. The firm’s head of employee experience (who assumes the responsibilities of a traditional human resources leader and more) leads a team that is dedicated to creating memorable experiences for Airbnb employees. Every point of connection that an employee has with the company is examined and improved with this goal in mind (including functions such as recruiting, training, facilities, people development, compensation and benefits, and communication). One example of the firm’s emphasis on enhancing experience is how it manages its hiring process. The team responsible for this process delineated each “touch point” in the Airbnb interactions with potential hires and sought to make them as positive as possible. This included a personal acknowledgement of each application, regular updates on the status of the application, suggestions on how they can learn about the company, a process to welcome and integrate those who are accepted, and an offer for someone in the firm to speak to those who are rejected to provide feedback and encouragement.8 The emphasis on experience also impacts life at the Airbnb headquarters building, where people can work in any location they prefer (for example, the conference room, library, or cafeteria) or work remotely. The firm’s founders, two of whom are graduates of design school, even took pains to create conference rooms that more fully engage people. One had an idea when walking by an IKEA furniture store and seeing an area set up like a room to show potential buyers what its furniture would look like in their own homes. He wondered what it would feel like to have a meeting in that room—wouldn’t it be more interesting, more fun, and more productive than sitting in the boring conference rooms found in most corporations? At the Airbnb headquarters in San Francisco, each conference room is a nearly exact replica of an Airbnb rental somewhere in the world. Attend a meeting at Airbnb and you may be working in a room that replicates one of its apartment rentals in Paris. Or you may find yourself in a replica of Frank Sinatra’s former home in Palm Springs, which is also a listing on the Airbnb website. At most firms, you find photographs of the firm’s products or customers in the lobbies or on conference room walls—Airbnb, as in many areas, goes one step further.

The company also provides a range of benefits, including free gourmet food three times a day. It is puppy friendly, allowing its employees to bring their dogs to the office. Each employee receives $2,000 a year to stay in Airbnb rentals anywhere in the world when on vacation. As with the conference room design, the company wants its employees to stay connected to its customers, and giving them money to stay in its rentals promotes that goal.

Airbnb’s focus on experience recently resulted in it displacing Google as the highest rated “great place to work” on an annual survey conducted by the career website Glassdoor (with the results based on employee input).9 Airbnb’s CEO Brian Chesky, on the same survey, received a 97 percent favorable rating from those working in the company. Airbnb’s obsession with enhancing experience suggests that the culture of every firm should be viewed through the lens of experience and, more directly, the emotions that people have as a result of working in a company. This mandate becomes even more important when we realize that many people view the workplace as second only to their homes as a central place in their lives. Some, in fact, view the workplace as the most important place in their lives—more important than their family homes.10 The key idea is that, like a great product, the feeling that people have about their company, how they emotionally respond to it, is more important than what they think about it.
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Culture, then, is a combination of cognitive assumptions and emotional experiences. Cutting-edge groups pay attention to both, but most notable is their focus on the emotional side of company life and, in particular, the experiences that shape those emotions. Zappos and Whole Foods are highly visible in their efforts to create an optimistic and happy company culture. Alibaba’s founder, Jack Ma, doesn’t want to hear people in his company complain—instead, he wants them to take responsibility to act on improving those things that need to be improved. Support for this approach comes from Kim Cameron, a professor at the University of Michigan, who studies the impact of sentiments on company performance.11 He found, overall, that firms that create positive work environments have better results. He defines a positive environment as one where people provide support to one another, avoid placing blame when things go wrong, and treat each other with gratitude and respect. He suggests that these sentiments produce better outcomes because they increase people’s ability to work collaboratively, think creatively, and bounce back from adversity.

Emotions, of course, are both positive and negative. Cutting-edge firms also manage the negative emotions of team life. The leaders of Pixar, for example, believe that experimentation in the making of its films is essential if it is to remain creatively vital—avoiding the trap of only repeating what worked in the past. However, experimentation always raises the possibility of failure in that new ideas and practices often don’t work. Intellectually, people understand the learning that comes from failure, but the emotions of failing are still problematic. Their minds tell them to try something new, but their guts say that failure is painful and should be avoided. As a result, Pixar strives to create a level of psychological safety that allows directors and their teams to be willing to try new things.12 They do this through a variety of actions, but the most important is the support given to directors by the senior leadership of the firm. That support has limits, as noted earlier, but goes further and deeper than what one finds at most conventional companies.
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One reason why culture provides a competitive advantage is that it can’t easily be replicated. The fact that culture is difficult to build and sustain is what makes it valuable. Those firms that get it right realize how hard it is for other firms to do the same. Competitors can’t simply mandate what people should think and feel (“We will start, beginning next month, caring more about our employees.”). Jack Ma, the founder of Alibaba, knows that many firms want to compete with his firm and emulate its practices. He tells them that they will fail because they don’t realize the effort required to get culture right—through recruiting the right people, training them in the core values of the company, developing formal and informal processes that reinforce cultural traits, and taking action on those who violate its norms. Ma spent 10 years shaping his firm’s culture and believes that those who want to replicate his success often lack the creativity and commitment needed to do the same.

Culture change is difficult for at least two reasons. First, culture evolves from what worked in the past for a particular firm and its leaders. In some cases, core cultural values go back decades and are linked to the beliefs and behavior of a firm’s founders. For example, a firm that thrived as a result of aggressive financial management will have difficulty changing that belief and its associated practices, even when its market share is eroding due to inferior products or poor customer service. Financial engineering produced success at an early point in its growth cycle and is part of the firm’s DNA. Culture, viewed in this light, is not an irrational set of beliefs and emotions but instead the embodiment of practices that become institutionalized as a result of past success. Cultures reflect what produced positive results and even when those practices are outdated, people are resistant to leave them behind. Even more challenging is the fact that most cultures have a taken-for-granted quality that makes it difficult for insiders to understand and change what needs changing. It is often newcomers, those experiencing a culture for the first time, who see things that need to change that others no longer notice.

The second challenge in changing culture is that one size doesn’t fit all. What is right for one firm may not be right for another firm. What works at Netflix will not work at Zappos. Those seeking to develop the right culture can’t simply mimic the values or practices of other companies or teams—they can learn from them, but each company needs to develop, and refine over time, a set of cultural norms that fit its specific needs. Many firms, for example, want to help their people manage the professional and personal demands on their time. Most cutting-edge firms give their people greater flexibility in the hours they work (with a few exceptions, such as the need to attend key meetings or work set hours for those in customer-facing groups). Pixar promotes this type of flexibility, in part, by keeping its headquarters open 24 hours a day, seven days a week. It realizes that some employees prefer to work off-hours and encourages them to work times that are best for them. Patagonia, in contrast, locks the doors of its headquarters at 8 p.m. every night and over weekends. It wants its people to take time away from work and recharge. Both firms are doing what they believe is in the best interests of their employees but take very different approaches. Which is correct? That depends. The experience of working in a building that is open all hours may feel right and positive to Pixar employees. But that same approach may feel hypocritical to Patagonia employees (given the firm’s emphasis on taking time outside of work to play and experience nature). In developing culture, there is no cookbook—each firm needs to chart its own path. Jack Ma put it this way: “You should learn from your competitor, but never copy. Copy and you die.”13
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A dramatic case of culture change occurred at Disney Animation. When Disney bought Pixar in 2006, it gave Pixar’s leadership control over its studio. It was a reverse acquisition of sorts in that the acquired studio (Pixar) took control of the acquiring studio. Disney Animation, which achieved iconic status under the leadership of its famous founder, was no longer a pacesetter in its industry. In fact, it was producing what were charitably described as forgettable films that failed artistically and commercially. One veteran of the Disney studio noted, “I can’t pinpoint where we lost our way, but it was affected by the fact that the people in charge weren’t necessarily lovers of the art form.”14 In this case, the positive elements of the culture created by Walt Disney were not passed on to the next generation of leadership.

The new leaders took several months to assess what was ailing Disney Animation—observing how the studio operated and listening to people from all levels about what was needed to bring the company back to life. In particular, they were interested in what they called the “psychology and sociology” of how the studio operated. Their first major decision involved structure. Some within the company and externally wanted to combine the two studios, which, in essence, would mean that Disney Animation would be consumed within the more successful Pixar studio. John Lasseter and Ed Catmull, Pixar’s leaders, took a contrarian position and decided that the best course of action was to keep the two studios separate. They wanted to preserve the history and identity of each group. Disney, founded in 1923, was responsible for creating movies based on hand-drawn animation whereas Pixar literally invented computer animation. Each studio needed to evolve with the introduction of new tools and techniques but remain true to its heritage. The leaders went one step further and limited how much employees from one studio could interact with or influence those in the other studio (by restricting who could attend meetings in each group and the roles they could play when they did attend those meetings). Their intent was to ensure that Pixar sustained the culture that had produced a string of successful films, such as Toy Story, while Disney found its way back to the glory days of classic films such as Snow White. The goal was not to make Disney a replica of Pixar—the goal was to make Disney more like Disney.

The new leaders then took what they learned over two decades at Pixar and made selective changes at Disney. They started by assessing whether Disney’s decline was due to a talent deficiency. They determined that the creative staff at Disney was not the problem. Most of these individuals were highly skilled and dedicated to their craft. However, the executives running the studio lacked a passion for animation and great storytelling. “None of them grew up wanting to create animation. None of them,” a Pixar leader noted. “Those are the people we let go.” The next step was to form a group they called the Brain Trust to get the studio’s films on track. This group, consisting of people with deep experience in the making of successful films, is designed to review films in progress. The Brain Trust meeting starts with a review of a film in progress, followed by a candid and often intense give and take regarding what is working and what is not. Suggested changes that surface in the meeting are not forced on the film’s director, but the feedback must be taken seriously. The director of the hit Disney movie Frozen noted about these meetings, “Sometimes you come out very tired, but you never come out of it feeling like you don’t know what to do or where to go.”15

Another change designed to revitalize the studio was to upgrade the look and feel of the Disney building, with an emphasis on individual creativity. Ed Catmull, CEO of Pixar, describes how surprised he was during his first visit to the Disney Animation headquarters to find such a sterile environment—everything in its place, each desk clean and orderly, people exceedingly polite and professional. He mentioned this to his host for the day and was told that people in the studio wanted to make a good impression on him during his visit. Catmull and Lasseter quickly signaled that a creative company must not look, or act, like an accounting firm. They created a central gathering place, called the Caffeine Patch, which was decorated in what can best be described as a childlike environment full of colorful animated characters and posters from the most recent Disney films. The resulting space was one that a 10-year-old would love. The members of the studio were also encouraged to decorate their own work areas as they saw fit—the more colorful and quirkier the better. The intent of these actions by the new leadership was to build a creative community of people who shared a passion for their films and a responsibility for making them great.
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Each cutting-edge firm believes it is unique. These firms say as much on their websites and in their public statements. The firms profiled in this book are clearly different than traditional firms but are also different from each other—as noted in regard to the culture of each firm:


Culture Themes in Cutting-Edge Firms16





	COMPANY

	CULTURE THEMES ABOUT THEIR WORKING ENVIRONMENT




	Alibaba

	Hupan Spirit: Embody the startup mentality evident when the firm was founded—with an emphasis on a shared passion for the work and an intense drive to succeed.



	Airbnb

	Belonging: Foster a feeling of community and connection among employees. Enhance the experience of those who work in the company.



	Netflix

	Freedom and Responsibility: Hire great people, surround them with great colleagues, and allow them to operate as they see fit. Then hold them accountable for results.



	Patagonia

	Work Hard, Play Hard: Bring together a group of nature-loving, iconoclastic “dirt bags” who share a passion for their work and play.



	Pixar

	Creativity Through Collaboration: Foster a creative community of people who share a deep commitment to their craft and each other.



	Whole Foods

	Democratic Discipline: Give people a strong voice in how the company is run while embracing a robust set of performance-enhancing practices.



	Zappos

	Deliver Happiness: Enhance the happiness of each member of the Zappos family.







Contrast the cultural themes noted with what you find in many firms, whose cultures are so generic, so bland, that you could easily take the principles from one and apply them to another (“we focus on our customers and their needs,” “integrity is key to everything we do,” “quality is nonnegotiable,” “teamwork is the key to our success”). While noting the idiosyncratic nature of cutting-edge firms, we can also stand back and ask, at a deeper level, how are the cultures of these cutting-edge companies alike? What are the similarities in the experiences and emotions of people working within these firms and their teams?
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The cutting-edge firms in this book embrace, in various ways, each of the listed cultural attributes. One company will emphasize some of these attributes more than others, but each has elements of all six. Netflix, for example, models the harder side of cutting-edge cultures (with its emphasis on accountability) while Zappos models the softer side (with its emphasis on a playful work environment). Determining the cultural traits that your company or team needs is a first necessary step in creating the right culture for your firm or team—but only a first step. Culture is created by practices and behaviors that foster the desired assumptions and emotions. These actions, not a firm’s statements of intent, require a high level of commitment and creativity on the part of a firm and, in particular, its leadership.

All In

Airbnb goes to great lengths to make work meaningful for its employees. First, it is an ideologically driven company with a larger purpose of creating trust and belonging in communities around the world. This “higher calling” taps into the needs of many people, millennials and otherwise, to work for a company that contributes to society. Second, Airbnb provides its people with a great deal of say in the projects on which they want to work. Members of the company can change projects depending on their interests and talents. While this doesn’t occur on a regular basis because continuity is important in finishing projects, staff and their supervisors will initiate changes that ensure the highest level of employee engagement with the work itself. A third element of making work meaningful at Airbnb is the attention paid to the work environment. The company wants people to feel fully supported in their work and connected to their coworkers—which includes a wide variety of company policies and practices designed to achieve that goal. The company hires “true believers” and then goes to great lengths to support them in pursuing the work that matters.

Patagonia is also a purpose-driven firm—but not in regard to growth or sales. Patagonia’s goal is to be a company that can survive for 100 years or longer, which the firm’s leaders believe requires a more moderate growth rate. Its primary purpose is lessening the impact that people and companies have on the environment. It recently sponsored a study examining the impact of the synthetic fibers used in its fleece jackets on the health of the Earth’s oceans and rivers. The findings suggest that the tiny specs of plastic shed from synthetic clothing when washed can be potentially dangerous to our public waterways. Patagonia, consistent with its mission and culture, is making the study’s findings public and will determine how it and other manufactures can minimize the resulting environmental damage. Patagonia is also sponsoring lower-tech initiatives, such as its Worn Wear program that encourages people to repair or recycle its clothing (versus discarding it and buying more clothing). This program has a vehicle, a recycled 1991 Dodge truck that runs on biofuel, that goes cross country, stopping at various locations—Patagonia retail stores, farmers markets, state parks, and coffee shops—providing free clothing repairs and environmental workshops.

Autonomous

Whole Foods’s highly decentralized approach is based on the belief that those closest to the customers are in the best position to make decisions on how to best serve those customers. The company also believes innovation is more likely when it begins at a local level and is then adopted by others if successful. The Whole Foods in Sonoma, California, was the first to have a Wine Bar. Venice, California, was the first to have a kombucha tea bar. Dallas, Texas, was the first to have a spa, including the option of having employees shop for customers as they receive treatments. Augusta, Georgia, home of the Masters golf tournament, was the first to have a putting green at the facility. None of these experiments were mandated or even suggested by the firm’s corporate office. These local experiments are in addition to larger-scale changes that the company is making to attract new customers. It is, for example, inviting outside vendors to lease space in its new brand of stores, called 365. The goal is to attract younger, more price-sensitive shoppers with lower costs and a range of customized products.

Netflix is another firm built on the idea that people and teams must be free to determine how to go about their jobs. The company strives to hire extraordinarily talented people who want to have an impact—and then gives them the autonomy needed to achieve their goals. In particular, the firm doesn’t want process to be viewed as a substitute for people performing at a high level. It believes that the most talented people want to work in an environment that provides them with a great deal of independence and doesn’t dictate how they work. The company thus asks, “Do we really need this process? Isn’t there a simpler way that makes everyone’s life easier?” The goal, in short, is to have as few mandated processes and policies as possible. The few rules that remain in place are intended to prevent a catastrophe (such as the theft of customer credit card information) or people breaking the law (such as workplace harassment).17 To fight against what it describes as “rule creep,” Netflix doesn’t just simplify its work processes and administrative requirements—it does away with them whenever possible. It eliminated, for example, the reporting of vacation time by its employees.18 Each person determines the timing and duration of his or her vacation and then discusses it with his or her supervisor to avoid any confusion. Netflix also did away with detailed expense guidelines (such as airfare or hotel restrictions). It simply asks its employees to spend money as if it were their own. The firm’s expense policy is, “Act in Netflix’s best interests.” Another example is the elimination of performance reviews within the firm, which were replaced with ongoing supervisor/employee discussions combined with periodic peer feedback that asks what each person should stop, start, or continue. Some of these 360-degree reviews are even done in person, where a small group of people meet with an individual to provide feedback. The senior human resources leader at the company when these changes were made, Patty McCord, noted that “building a bureaucracy and elaborate rituals around measuring performance usually doesn’t improve it.”19

Transparent

Whole Foods is one of the most transparent firms in the world in sharing a wide range of information with its employees. The company, operating with an “open book” approach, makes available to everyone the performance results for each team, each store, and the company in total. The norm in the company is to share as much as possible, both in terms of performance data and the reasons behind its key decisions. The firm’s CEO, John Mackey, explains why it is so committed to sharing information:

The high-trust organization takes the risk of revealing too much information. We must be willing to take the risk that some valuable information may fall into the wrong hands because our commitment to empowerment and trust necessitates taking that risk. Creating transparency and authentic communication is an ongoing challenge that every organization faces. We must continually strive to remove the barriers that prevent it, knowing that we can’t maintain high levels of organizational trust without transparency and authentic communication.20

Transparency is also important at Netflix, but it is less about data and metrics—and more about straight talk regarding where the company stands and what needs to be done to achieve its goals. A pivotal point occurred early in its history when expenditures exceeded sales. One-third of the workforce was let go, and those remaining were told the harsh truth about the company’s vulnerable financial position. The leaders of Netflix believe that people are aware of when their leaders are lying to them or spinning the truth in regard to performance, a key decision, or even an employee’s standing within the firm. As a result, Netflix strives to be very direct in how it communicates with its people. For example, new hires are told, in their first orientation session, that the company is not a family but a team—and successful teams upgrade talent whenever possible. People are told that they will not be with the firm if they don’t perform at a high level. They are also told that they should obtain information regarding their value in the marketplace (based on competitive salaries) and then engage in discussions with the supervisor and the human resources department regarding that information. The company wants to pay people based on market conditions, and that information is helpful.

Accountable

Netflix emphasizes that people and teams are fully accountable for the results they produce. If people prove unworthy of the freedom they are provided, based on a lack of performance, they are given a generous severance package. If someone stumbles and fails to perform, he or she is given time to recover—but not too much time.21 Accountability, at Netflix, means that effort, hard work, and past performance are largely irrelevant in assessing performance. This can be a tough reality for some people, but Netflix doesn’t try to accommodate them. Instead, the company seeks to hire those who can thrive in its culture and keep out, or remove, those who can’t perform with it. In the firm’s culture presentation, this approach is summarized as follows:

Netflix: Our High Performance Culture
is Not Right for Everyone

[image: image]Many people love our culture, and stay a long time—they thrive on excellence and candor and change—they would be disappointed if given a severance package, their relationship with Netflix is marked by mutual warmth and respect

[image: image]Some people, however, value job security and stability over performance, and don’t like our culture—They feel fearful at Netflix—They are sometimes bitter if let go, and feel that we are a political place to work

[image: image]We’re getting better at attracting only the former, and helping the latter realize we are not right for them22

Zappos has a softer culture than Netflix, but it has developed creative ways to ensure that people are accountable. For example, Zappos places great emphasis on customer service and, more generally, customer happiness (what it calls WOW). The company tracks a variety of statistics such as the number of calls handled, which its call-center people see every day. However, Zappos doesn’t set targets on call time or upsell revenue. The key metric is what the company calls the Personal Emotional Connection. This is assessed several times a week by staff who listen in on calls and assess the effectiveness of call-center members. Their ratings are shared with each person and improvement areas are discussed. Another key metric is what it calls a Net Promoter Score. This metric compares the number of people, as assessed by a follow-up survey, who recommend or promote Zappos to others versus those who are detractors of the company. This metric is tracked each day, and the company posts the scores for customers who fill out the survey.

Playful

Alibaba culture can appear strange to those who are accustomed to a more formal corporate environment. The firm acts like a large family where people connect in a manner that you don’t find in many corporations. Ma, for example, wants his people to take on kung fu nicknames upon joining the firm, names that fit their personalities. His nickname means “unpredictable and aggressive.”23 Ma believes people should feel playfully engaged by their company and its leaders. He is comfortable acting out at Alibaba’s corporate gatherings—one year, he dressed liked Lady Gaga and sang pop songs to 15,000 of his cheering employees. He has conducted informal ceremonies blessing hundreds of Alibaba newlyweds, who are dressed in full wedding garb, at the firm’s annual company event. Such actions cause some to call him “Crazy Jack”—the man who founded a company that is on course to become the first trillion-dollar business in the world.

Zappos, much like Alibaba, thinks that play, including an element of weirdness, is good for business. Take, for example, the celebratory events that the company sponsors almost continuously to increase the level of happiness that its people experience at work. Over the span of several months this year, Zappos held the following fun events:

[image: image]Celebrated Saint Patrick’s Day with a contest to determine the employee with the best kilt, along with live music and green beer.

[image: image]Recognized Pi Day (3.14) with a pie-eating contest. The winner finished off two pies in five minutes without the use of his hands.

[image: image]Hosted a concert in the headquarters building featuring the band Mercy Music.

[image: image]Provided a day off for all employees on Leap Day (2/29). They were encouraged to use the day to check off something on their bucket lists. CEO Tony Hsieh spent the day officiating the wedding between two of his employees. The ceremony took place at the trailer park where Hsieh lives, with many members of the Zappos family, along with his two pet alpacas, in attendance.

[image: image]Sponsored a Chinese New Year festival in its headquarters plaza, with singing, a dragon-blessing ceremony, and musical performances.24

In looking at the “playful” side of the leaders of each firm in this book, we see that most if not all of them are quite different than a typical corporate leader. Consider that John Mackey of Whole Foods took off six months from his role as co-CEO to hike the Appalachian Trail. Or that Patagonia’s founder, Yvon Chouinard, now 73, continues to engage in risky outdoor activities.25

Communal

Pixar believes in the need to create a sense community within a company. This results in an environment where people are more inclined to help each other. One employee noted, “Of great importance—and something that sets us apart from other studios, is the way people at all levels support one another. Everyone is fully invested in helping everyone else turn out the best work. They really do feel that it’s all for one and one for all.”26 A director at the studio, Dan Scanlon, adds,

Sometimes those films go through some dark phases, where they’re really not working, and it’s important to have someone like John who always goes back to the beginning. When things aren’t working, he says, “When we came up with the idea for this, I heard this thing, and the heart that’s in there. I know that that’s still there.” . . . . “You’re responsible for your mistakes, but there’s no blame culture. As a freelancer in London, I knew that if I’d made a critical error, I’d be out of a job. Here, they’d say you have to learn from it, and strive to do better. It’s the most grown up place I’ve ever worked in that regard. It’s all about ownership.27

Community, at least at Pixar, also helps with the open exchange of ideas across group boundaries. Pixar believes that people in different groups need to interact on a regular basis. Steve Jobs, who bought what became Pixar from George Lucas, insisted on the firm’s building having a common area that would force interaction among people from different functional teams. As a result, the building is designed in a way that pulls people out of their offices and functional areas into centrally located spaces—a company restaurant, coffee bar, mailboxes, and restrooms. Jobs believed that these personal interactions, even if brief, are essential if a firm is to cross-pollinate new ideas and share the lessons people are learning. The Pixar building design is just the most visible element of its belief in fostering a community where ideas flow easily across boundaries. It has, for example, a norm that anyone in the company can engage anyone else with ideas or requests—there is no need to go through what in many firms is a formal chain of command. This norm came about in reaction to the negative experience of one of the firm’s founders when he worked at Disney 20 years earlier. In that culture, people needed to ask for permission from their supervisor before they could approach other departments—which resulted in a rigid culture where people were more concerned with protecting their own areas of authority than collaborating to make a great film. Pixar, in contrast, emphasizes that all people should feel free to express their ideas on any aspect of a film as it progresses. Catmull underscores the importance of culture in Pixar’s success:

If we get that right, the result is a vibrant community where talented people are loyal to one another and their collective work, everyone feels that they are part of something extraordinary, and their passion and accomplishments make the community a magnet for talented people coming out of schools or working at other places.28

Zappos, with 1,500 employees and an estimated $2 billion in revenue, has many communal cultural traits. On its website, it notes,

We are more than just a team though—we are a family. We watch out for each other, care for each other, and go above and beyond for each other because we believe in each other and we trust each other. We work together, but we also play together. Our bonds go far beyond the typical “co-worker” relationships found at most other companies.29

The company’s goal is to enhance happiness—first for customers, but also for employees. That purpose influences who the firm hires and how they treat them once they join the firm. In its value statement, the firm makes this clear: “The best team members have a positive influence on one another and everyone they encounter. They strive to eliminate any kind of cynicism and negative interactions. They strive to create harmony with each other and with everyone else they come in contact with.”30

Zappos does a number of things to promote a positive work environment. The firm’s founders believe that bonds develop through personal interactions. As a result, employees are required to come into the office versus working remotely. The Zappos CEO notes, “We really wanted to build the company around culture, company culture being the number one priority. And it’s much easier to build a culture when it’s actually in person versus remotely by email.”31 The company also wants its people to spend time together socializing outside of work. Managers at Zappos are expected to spend upwards of 20 percent of their time outside of the office with their team members (at various social events that they host or attend). Zappos learned early in its history that a number of people applying for managerial positions don’t believe in socializing outside of the office, which was a problem in a company that views itself as a close-knit family. Zappos views this as nonnegotiable and does not hire people who want to keep their work and personal lives separate.

Zappos also uses technology in a creative manner to foster closer relationships among its people. It uses technology in what they call the Face Game to encourage connections among people. Those logging onto company computers are shown photos of other employees and asked if they know the people’s names. After responding, they are shown the person’s job profile. People are scored on their ability to identify others as they log on, with higher scores indicating a more connected individual. The company also looks at the Face Game data in aggregate to understand the networks across the company at a group level (with some groups or functions being more connected than others and the impact those connections have on the business).
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Culture influences the way we view our environments, what we hold to be important, and how we go about our day-to-day work. David Foster Wallace, the novelist, makes the point that life in general often has a taken-for-granted quality to it. He suggests that this human tendency is something we need to fight—being careful to not simply go into what he called “default mode,” where we jump to quick conclusions about what is occurring around us. Wallace’s insight also applies to the cultures of our organizations and teams. He uses a simple parable to convey his point:

There are these two young fish swimming along, and they happen to meet an older fish swimming the other way, who nods at them and says, “Morning, boys, how’s the water?” And the two young fish swim on for a bit, and then eventually one of them looks over at the other and goes, “What the hell is water?”32

Wallace’s point is that that which surrounds us is often the very thing we can’t see, question, or even discuss. In essence, people stop seeing that which is all around them. Cutting-edge firms and their teams are notable in being more aware of culture and more deliberate in what they want, and don’t want, in those cultures. They articulate what is important and continually debate the degree to which they are acting in a manner consistent with their particular beliefs and values. The lesson from these firms and teams is the need to question one’s own culture, along with a relentless commitment to getting it right.
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[image: image]Cutting-edge firms establish a distinctive “hard/soft” culture by first clarifying the attributes and emotions that they want in their companies. The don’t mimic other firms.




[image: image]They then develop formal and informal mechanisms to reinforce those attributes. In particular, they identify the experience they want their employees to have as a result of working in the company.




[image: image]The result is that members know what is expected of them—what to do, what not to do—what is valued and, what is taboo.




CHAPTER

6

TAKE COMFORT IN DISCOMFORT
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Tell Me Something I Don’t Want to Hear1



Alibaba was founded almost two decades ago by a charismatic, some would say eccentric, leader named Jack Ma. He enlisted 17 of his friends to pursue an audacious goal—Ma wanted to dominate the emerging Chinese e-commerce marketplace and then expand globally. Alibaba initially focused on promoting business-to-business transactions between international buyers and Chinese manufacturers. Its goal was to help small- and medium-sized businesses in China gain access to global markets. After several years of strong growth, Alibaba opened a second Internet site serving retail customers in China. In so doing, it saw itself as going to war with a much larger and more well-established competitor—eBay. Alibaba did this because Ma believed that eBay would eventually come after his firm’s business-to-business customers. Alibaba decided that the best defense was a strong offense.

Ma didn’t launch a massive company-wide effort to develop a competitive consumer website. Instead, he selected six of his people to work on the secret project—an assignment that they could not share with anyone in the company or even with their families. They were then “quarantined,” working, and often living, in the original apartment in which Alibaba had been born just a few years earlier. The team’s mandate was to develop an Internet auction site that better met the needs and preferences of Chinese consumers and, in so doing, displace eBay—then the most successful e-commerce firm in the world. Ma liked the idea of his small team going into battle against eBay—framing it as David versus Goliath. He was placing his firm’s future in the hands of six dedicated people striving to achieve an audacious goal.2 His faith was well placed.3 Several years later, after spending $250 million and putting its reputation on the line, eBay pulled out of China.4 The rise of Alibaba captured people’s attention—an unknown startup in Communist China had found a way to defeat a Silicon Valley icon that had more money, better technology, and a clear plan of action.5

Alibaba pushed forward and expanded into a number of adjacent businesses, such as Alipay, which provides PayPal-like financial services customized to the Chinese market, and AliCloud, which provides Amazon-like cloud computing services. The company now has 25 business units, 38,000 employees, and over 370 million active customers—more customers than people living in the United States. It is China’s largest retailer, offering almost anything a consumer could want—from clothing, to groceries, to automobiles.6 It is the source of more than 60 percent of the packages shipped through the Chinese postal system.7 The next step for Alibaba, using the capital from its recent public offering, is accelerating its push into new geographical markets such as India and Brazil.8

The extraordinary success of Alibaba couldn’t have happened without a number of strategic and operational wins. The Chinese government, for example, supported Alibaba’s growth by giving it exclusive rights in areas such as Alipay (which allowed the company to offer financial services that were critical in building customer trust and loyalty). The mistakes of its primary competitor also helped. eBay had a short-term focus on being a public company, facing pressure to justify its massive investment in the Chinese market. eBay was also hindered by its desire to replicate what worked in the United States in the Chinese market. For example, eBay wanted its Chinese operation to operate from the same technology platform as its legacy U.S. group. Once that change occurred, it was reported that it took nine weeks to change even one word on the Chinese eBay website due to the resulting bureaucracy. At Alibaba, such changes could be made in just hours, which allowed it to more effectively respond to changing customer and market conditions.9 Beyond these factors, we must still ask, how did Alibaba achieve such extraordinary results?

One factor in Alibaba’s success was hiring the right people. It sought out those with an entrepreneurial streak who act with “fire in the belly” and “never give up on doing what they believe is right.”10 The company, like many startups, looked for those who were similar in temperament to its founding members. Jack Ma believes such people are valuable because they had to struggle for their success in life—they have a few nicks and scars. He hired people who were one or two levels below the best students in their universities. He thinks those at the top of their classes would not have the resilience needed to withstand the setbacks that come with operating in a tough marketplace like China, where failure is common. Ma also believes that people with impressive resumes often have problems bonding with others because they feel superior given their success. As a result, they often fail to work in a collaborative manner with their colleagues, which comprises the spirit of teamwork within the company. Ma is fond of saying that a good team, one with a clear focus and operating as a cohesive family, can defeat a competitor 10 times its size.

Ma’s defining leadership trait is his passion—he operates with a high level of enthusiasm and resolve. He expects the same from members of his teams. The result is a demanding work environment where people work long and passionate hours. In particular, Alibaba encourages intense debate among colleagues, viewing conflict as inevitable and productive. Its leaders have no problem if shouting matches break out during company meetings. In fact, Alibaba views combative behavior, what it calls quarrelling, among team members as a sign that they want to “excel from the bottom of their heart” and achieve “critical execution.”11 An insider who worked in the firm writes about its culture, “Alibaba is not a group of civilised gentlemen, or men who nicely play by the rules. They are reckless with ambition, they are radical and aggressive. Everyone walks out of a meeting room beet-red from shouting, that’s how we held meetings—with our voices raised. It’s very intense.”12 This doesn’t mean that anything goes at Alibaba—people can’t attack others on a personal level. But they are expected to aggressively attack their ideas if there is a better idea. Ma believes that most large companies stumble because they develop what he calls a “little white rabbit” culture. In these firms, people get along well but don’t challenge each other. As a result, performance suffers and the firm slowly declines.

Alibaba’s approach to teamwork differs from what is found in many corporations—where people view intense conflict, especially in meetings, as a sign of trouble. These firms fear that conflict will inhibit people’s ability to develop a solution that everyone can support and effectively execute. As a result, the emphasis is people behaving in a highly collaborative, even polite, manner. Conflicts are addressed through one-on-one discussions outside of the team meetings or through lobbying efforts to the team’s leader (who then weighs competing arguments and makes a decision for the group). While this approach is sometimes appropriate, it becomes dysfunctional when conflicts can’t be openly surfaced, discussed, and resolved in a team setting. In cutting-edge groups, a good meeting is one where a healthy fight results in a healthy outcome. In more conventional firms, a good meeting is one where people get along and everyone agrees on the best path forward. Conflict is viewed as a sign that the team is not working well. This is not to say that outcomes don’t matter in more traditional firms, but the ability of people to work as a cohesive team, the willingness of people to be team players, can take priority over everything else—including results.

Irving Goffman, a sociologist, examined the informal rules that dominate social interactions. One of the most powerful determinants of people’s behavior is what he calls face saving.13 Goffman uses the term face to indicate how people in every culture create roles for themselves, particularly when in a public or group setting. Some people, for instance, want to be seen as the technical experts while others want to be seen as the most creative individuals on their teams. Goffman suggests that people become emotionally invested in these roles and look for support from others to affirm how they want to view themselves. Challenges to a person’s role produce anxiety in that person and, in many cases, larger problems for the group due to the resulting interpersonal tensions. To avoid this, people will often act in ways that support another’s self-perceptions and, more generally, their standing within a company or team. This often takes the form of polite norms of behavior, with the goal that everyone can “save face” when interacting with others. The unspoken norm is that I will reinforce the role you want to play if you reinforce the role that I want to play.

We can extrapolate from Goffman’s idea and see that the most basic role, one that cuts across more specific roles, is that of being a valued team member. Being a member of a group matters a great deal to most people, and, inversely, they fear being ostracized by the group. In a business setting, being accepted means that one’s ideas and actions are seen as helpful and contributing to the team’s success. Face saving, in this more general sense, is the feeling of being valued by others as a team member.

Team members who are honest in expressing their views run the risk of breaking the face-saving norm. By challenging others, they risk exposing the flaws in others’ thinking and, more generally, undermining their standing as respected members of the team. The more direct and assertive challenges can be felt as personal attacks by other team members, jeopardizing interpersonal relationship as well as the esprit de corps within the group. I have worked with teams where people hold grudges, in some cases for years, against those who publicly challenged them in a group setting. The downside of face-saving behavior is that people are less direct regarding their views on issues critical to the team’s success. One could argue that face saving, while understandable, creates more harm than good because team members avoid saying what needs to be said.

Ursula Burns, on becoming the CEO of Xerox, knew that revenue growth was the key priority for her company, one that had only recently flirted with bankruptcy. To achieve this goal, she believed her firm’s culture had to change. In particular, Burns wanted people to be less patient with each other and more direct in expressing their views. She described the problem as one of “terminal niceness,” where those who had worked together for decades were loath to criticize each another, even if it involved an important strategic or operational threat. Burns, talking about the closeness of what she calls the Xerox family, wants her people to be more like what she views as a real family—one where people are direct and even tough because they care so much about each other.14 She notes, “When we’re in the family, you don’t have to be as nice as when you’re outside of the family . . . I want us to stay civil and kind, but we have to be frank—and the reason we can be frank is because we are all in the same family.”15 She goes even further in saying that people in Xerox need be aggressive and even rude if needed to produce a better outcome for the company. This was especially important to Burns in relation to what was occurring in her leadership team meetings, where people often had concerns about what was being presented or recommended—but rather than surface those concerns in the meeting, they came to her in private and shared their views. The sobering fact is that Burns, after years of pushing for a more open and direct exchange of views within Xerox, still saw signs that the culture had not changed as much as needed.

Some people also avoid conflict for fear of embarrassing themselves if they are proven wrong, or fail to win support, after putting forward their ideas. Consequently, they remain silent or express themselves in such subtle ways that others misread their intent. In more extreme cases, people will wait to see where others stand on an issue before voicing their ideas. Some go one step further and say what they think their team leader, or those in the dominant coalition within their group, want to hear or will support. The team dynamic, in these situations, becomes one where people will say they value debate but also believe that the honest expression of one’s views is risky to them. Richard Holbrook commented on this tendency in many of the teams he observed over his long career:

[You want] . . . an open airing of views and opinions and suggestions upward, but once the policy is decided you want rigorous, disciplined implementation of it. And very often . . . the exact opposite happens. People sit in a room, they don’t air their real differences, a false and sloppy consensus papers over those underlying differences, and they go back to their offices and continue to work at cross-purposes, even actively undermining each other.16

Leaders sometimes contribute to this dysfunctional pattern of behavior by stating that they want open dialogue when, in reality, they want their teams to agree with their own points of view and preferred plans of action. As a result, team members will often go through the motions of debating various points of view when they know the decisions will eventually come back to what their leaders want. The entire decision-making process, then, becomes a charade, where people appear to debate options but know that the decision has already been made by their group’s leader.

There are teams, however, where the leader sincerely desires an open exchange of ideas but it simply doesn’t happen. At Xerox, Burns believed this was the result of long-standing relationships within the firm, which resulted in an aversion to challenging others, particularly in-group meetings. Another reason that a team leader will not get an open expression of ideas is the personality of those on the team. Team members can bring a set of negative experiences from their past teams, when they were open and were punished for it. This influences how they view an open expression of ideas and a direct approach to conflict in their current teams. They may, for example, have spent time at a firm that was highly political and learned to be indirect or even secretive in expressing their views. More generally, they learned to distrust others and reveal as little as possible regarding their own views on key topics. Brad Bird, who has directed several Pixar firms, believes that these types of people destroy the ability of a team to function at a higher level—regardless of what a leader wants. These are people who don’t deal openly with their peers, and some even go one step further and undermine what the team is striving to accomplish. Bird believes that people with this personality type will not change their behavior, even when he makes an effort to create an open and healthy team culture. He notes, “Passive-aggressive people—people who don’t show their colors in the group but then get behind the scenes and peck away—are poisonous. I can usually spot those people fairly soon and I weed them out.”17
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Managing conflict within a team, however, is more complicated than removing those who can’t operate in an open and intense environment. Team members are often on the receiving end of two messages regarding what is expected of them. These messages are conveyed in a variety of ways, sometimes subtle, from a team leader, peers, or even the organization in which they work. They are as follows:

1. You must put forward your honest point of view on the decisions we face as a group and offer clear recommendations that help move us forward. If you fail to do so, you are not adding value as a team member and are increasing the likelihood that we will fail to achieve our goals.

2. You must operate in a highly collaborative manner and support your peers. If you fail to do so, you are not being a team player and are undermining our ability to work together as a group to achieve our goals.

If a team member fails to do either of the above, he or she is less valued as a team member and can even be rejected by the group or the group’s leader. In the social sciences, there is a well-known concept called the double-bind.18 In its purest form, a double-bind occurs when people experience two conflicting messages that are inherently at odds with each other. These messages create confusion in those receiving them because responding to one of the messages will result in a negative outcome in the other. That is, acting on either message triggers a negative outcome—thus, there is no completely problem-free way to respond. Moreover, the contradiction in the two messages is not acknowledged as being a contradiction, and the person receiving the message can’t remove himself or herself from the dilemma that it creates. Most people, when confronted with a double-bind, freeze and do nothing—as this feels like the safest thing to do given the situation in which they find themselves.

One can, of course, argue that the two messages noted above are not mutually exclusive—that each can be achieved without undermining the other. That is, people can be both assertive and cooperative and, in fact, this is what is needed for them to be effective.19 In other words, the most effective team members can put forward a contrary point of view but do so in a manner that does not alienate others or undermine the collaborative ethos within the team. That is clearly the goal, and some individuals and teams manage this much better than others. But the conflict double-bind is always a constant threat hanging over a team.
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The first task in creating a conflict-friendly culture, and overcoming the double-bind, is redefining what it means to be comfortable. In many groups, comfort implies a lack of conflict or tension among team members. Everyone gets along, and decisions are reached in a highly collaborative manner. In cutting-edge teams, this definition of comfort is turned on its head—rejected in favor of surfacing or even creating tension among team members. These teams don’t want their members to be too comfortable because that means that they have settled for the status quo. It means that they are not pushing themselves to achieve a higher level of performance and innovation. Comfort, then, is redefined as accepting the need to be uncomfortable. A new director to Pixar was surprised when the firm hired him to produce a film soon after he suffered a highly visible failure in another studio. He noted that the leadership of Pixar told him,

The only thing we’re afraid of is complacency—feeling like we have it all figured out. We want you to come shake things up. We will give you a good argument if we think what you’re doing doesn’t make sense, but if you can convince us, we’ll do things a different way.20

Cutting-edge firms, then, are committed to deliberately creating conflict to produce better outcomes. Most people, when asked, will say that they are open to conflict and understand the role it plays in producing better decisions. But that statement is quite different from being willing to suffer the pain that comes with conflict. Talking about the benefits of productive conflict doesn’t mitigate the discomfort that accompanies it in most situations. It is not a stretch to say that many team members don’t want to experience the pain of conflict even when they know it may be in their group’s best interest. Knowing something and acting on it are two different things.

Cutting-edge firms understand the challenge of getting people to move toward conflict and not away from it. One way to describe this is increasing the level of discomfort that people in the team can tolerate—creating an environment that has a higher pain threshold than what is found in most conventional groups. They raise the level of “heat” in their interactions when needed in order to fully understand the complex dynamics and potential tradeoffs in the decisions they are making. Another way of saying this is that people in cutting-edge firms create the conditions that help people be comfortable with the discomfort that comes with conflict. Airbnb provides an example of a company that strives to create a positive work environment but one that values honest dialogue. When an internal survey suggested that they needed to improve in this area, one of the firm’s leaders came up with a phrase to encourage more open conversations. He described it as the need to surface the “elephants, dead fish and vomit.” In his mind, elephants are the “undiscussables” that everyone recognizes but doesn’t talk about (at least in a public forum). Dead fish are the things that happened in the past that some people come back to over and over again. The vomit is an issue or concern that people want to get out of their systems. As you might imagine, classifying each type of communication might result in a difference of opinion within Airbnb—an elephant to one person can be a dead fish to another! However, the intent is clear—get to the issues on the table and, if possible, even inject a bit of humor into the process of doing so.21

Another approach to help people surface uncomfortable truths is to separate ideas from people. This is the notion that people are not their ideas and an attack on an idea is about the work and not about them.22 Making a distinction between ideas and the person proposing those ideas helps people be less defensive when others find fault in their proposals or come forward with a better proposal. The distinction allows conflict to escalate to a higher level of intensity and be “pressure tested” and, in so doing, increases the likelihood of generating better ideas and solutions. The problem, of course, is that most people do identify with their ideas. In real life, ideas are always personal. This is particularly true when a team is comprised of passionate or even obsessive people. That said, the goal in cutting-edge groups is to direct people’s passion toward creating the best work product—and away from defending themselves or their groups against what some may see as critics. The CEO of Pixar emphasizes the need for this in any creative enterprise:

The film—not the filmmaker—is under the microscope. This principle eludes most people, but it is critical: You are not your idea, and if you identify too closely with your ideas, you will take offense when challenged. Andrew Stanton, who has been on the giving or the receiving end of almost every Braintrust meeting we’ve had, likes to say that if Pixar were a hospital and the movies its patients, then the Braintrust is made up of trusted doctors. It’s important to remember that the movie’s director and producer are “doctors” too. It’s as if they’ve gathered a panel of consulting experts to help find an accurate diagnosis for an extremely confounding case.23
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A second task in effectively raising the level of discomfort within a team is setting bold, even audacious, goals. These goals are not designed to produce conflict, but conflict is almost always the result. Imagine being named the director of a new film at Pixar, a studio that has produced one blockbuster after another, one creative success after another. As a new director, you can take some comfort in the fact that the studio has developed a set of innovative technologies and processes that set it apart from other studios (such as providing feedback in a variety of well-established forums). But the creative element of making a Pixar film, which can take up to four years, is inevitably a journey into the unknown. A recent film, Inside Out, is a good example. It is based on the experiences of an 11-year-old girl name Riley as her family moves across the country to a new home. The larger intent is to explore human emotions. In the film, emotions such as anger and joy take the form of different characters, each struggling to control what Riley feels at any given moment. Making a film that portrays emotions is both exciting and daunting. Pixar believes that people working on such ambitious projects will eventually get lost in the creative process and be unsure about the best path forward.24 This is particularly true in regard to their film’s storyline, which evolves over time and results in many dead ends—narratives and characters that simply don’t work and need to be discarded. This creates discomfort not only for the film’s director but also for his or her team and even the studio at large. Large sums of money and the firm’s hard-earned reputation are at stake. Directors realize that they are at risk of failing if they can’t overcome the challenges they face. As noted in the introduction, a number of successful Pixar films—including Toy Story 2, Ratatouille, and The Good Dinosaur, were halted midproduction because they couldn’t find their way. Pixar leadership did the same at Disney Animation once it took control of the studio, with the most visible example being replacing the director of the film Brave because of “creative differences.” The directors of these films were removed from their roles (in essence, fired), and much of their existing work was discarded. Their teams were also rechartered as needed once the directors were removed. Each film team at Pixar knows that it will be given time, helpful feedback, and support as its film progresses. But it also knows what will happen if it doesn’t eventually produce something that meets the high standards of the studio. This pressure, in itself, results in conflict as team members work to find the best solutions to the tests that inevitably arise in the pursuit of their goal.
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The third task, after setting audacioius goals and accepting and even embracing the upside of conflict, is to focus the team’s efforts on the areas that will make the greatest difference. In other words, not all conflict is equal. Many teams engage in a good fight, but they do so over the matters not worth fighting about. In these cases, people waste their energy on less important issues, often involving mundane operational concerns or interpersonal differences, that don’t impact the group’s performance. A team that engages in lower-level conflicts spends valuable time and energy on issues that distract the group from the most critical challenges it faces—the challenges that will make a difference in the success of its project or company. One reason this occurs is because higher-level conflicts are usually more difficult and threatening than lower-level conflicts. Ironically, teams under the most stress will sometimes focus on less important issues rather than the truly critical issues. I worked, for example, with a team that faced a range of threats, including the loss of market share to a new, highly agile, competitor. Instead of dealing with this challenge, members of the team wanted to talk about one individual whose behavior was disruptive but not so extreme as to warrant removing that person from the group. In essence, the team’s business model was under attack, but its members wanted to talk about the interpersonal shortcomings of a fellow team member.25 The behavior of this individual would be important if it prevented the team from addressing the key challenge it faced or was so egregious that it violated the firm’s values. Instead, the focus on his behavior was simply draining attention away from more important concerns. One of the most important tasks of a team leader is to focus his or her team on the “vital few” issues and not let the group be distracted by less important issues.26
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Productive conflict in teams, then, requires the following:

1. An understanding that the discomfort that comes with conflict is necessary and productive. The enemy of high performance is not conflict—it’s complacency.

2. Accountability for pursuing audacious goals that generate a healthy level of tension within a team.

3. An ability to focus the team’s conflict on the “vital few” areas that will make the most difference in the achievements of its goals.

4. The group having the temperament and skill needed to have a productive fight.

Fields of Conflict
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The next step in promoting conflict is to develop approaches that allow for a team to have a healthy debate or, more directly, a good fight.27 How people go about fighting is second in importance only to what they fight about. The goal is to get team members to be direct in expressing their views but at the same time collaborative in being willing to take into account others’ points of view and support the best solution even if it is not their idea.28 This is meant to avoid the double-bind, where people feel they are caught in a dilemma that can’t be resolved. The combination of being assertive and collaborative is difficult to achieve, but it is the sweet spot when it comes to fighting in a productive manner.

Some groups embrace techniques that encourage all team members to contribute ideas in a nonthreatening manner. In the softest form, these techniques involve some type of brainstorming (with the goal of generating more ideas than would surface in a normal team discussion). Other teams use a related technique involving “rounds,” where people take turns expressing their views on a particular strategy or recommendation. Team members can’t comment, other than to clarify what is being suggested, until everyone in the group has had a chance to speak. A third technique is to have everyone in the group consider before their meeting what they would recommend in regard to an important topic. They are asked to summarize their points of view in writing prior to the meeting.29 In the meeting, each member presents his or her preconsidered view, which is then discussed as a group. This approach generates a more robust set of alternatives and, in most cases, results in a better solution.30 These techniques for generating ideas are useful because everyone provides input into decisions, increasingly the likelihood that everyone will have a more or less equal voice within a group. The best teams are those that benefit from the collective knowledge of the group’s members. A more egalitarian approach stands in contrast to what occurs in many teams where just a few people, often the team’s leader or those in the most powerful positions, dominate discussions—with other members sitting on the sidelines as observers to the team dynamic. The techniques suggested earlier work against this tendency.

Benefiting from the team members’ collective knowledge, however, requires more than generating new ideas. Debate, and conflict, is needed to test, prioritize, and improve on those ideas. Charlan Nemeth and his team at University of California, Berkeley examined the relative merits of brainstorming versus debate in producing good ideas.31 They asked people in their study to generate potential solutions to the same question, which was how to reduce traffic congestion in the San Francisco Bay area. One group was given this question and no further guidance other than to generate as many solutions as possible. A second group was told to use conventional brainstorming techniques, including a restriction on judging the ideas of others. A third group was told to debate and even challenge the ideas of others as they were presented. Brainstorming, as anticipated, resulted in more ideas being generated in each group. But those in the study’s “debate” condition, where people were encouraged to challenge each other, generated 25 percent more ideas, on average, than those in the other two groups. The authors of this study observed, “Our findings show that debate and criticism do not inhibit ideas but, rather, stimulate them relative to every other condition.”32

Pixar is notable in its ability to manage debate and criticism—all with the intent of making films that initially “suck” (in the words of the firm’s president) into great successes. Three of the firm’s techniques are noteworthy. First, the company has daily reviews of what individual animators have created to bring to life a small scene within the film. In particular, the animators detail the motion and features of each character. As noted in Chapter 4, during reviews called dailies, feedback and suggestions are offered in a team setting. For the animators at Pixar, conflict is part of their daily routine. Each morning, typically at 9 a.m., the film team reviews the recent shots of its animators to talk about what works and what needs to change. The feedback can be tough, to the point that some refer to it as “shredding.” A second team review takes place once necessary changes are made. An observer of the process noted,

No detail is too small to critique and no one is prohibited from arguing against the work of someone else. Everything from the angle of the lighting to the timing of certain sound effects is brought up and fought over. This intense process, sometimes called “shredding,” can be draining, but the Pixar teams know that the process is vital to their ability to release quality work again and again.33

The primary benefit of Pixar’s dailies is to help those receiving the feedback improve their work and thus the quality of the film. But the process also helps others attending the meeting who benefit from observing the group’s feedback—extracting lessons that they can apply to their own work moving forward.

Pixar also has what it calls Notes, sessions where a small group of senior group leaders watches an in-progress cut of a film and offers detailed suggestions on how to make it better.34 The focus in these sessions is primarily on the film’s storyline and characters. Specific suggestions are made on how to improve the film, which is then the responsibility of the director and his or her team to assess and incorporate as they think appropriate. These suggestions surface a range of potential improvements, including what is missing from the story or what doesn’t make sense. Those providing feedback need to be direct but can’t simply take a film apart. People need to build on the work of others and strive to make it better. Pixar calls this plussing, a term indicating that those suggesting that something needs to change are also expected to contribute specific ideas on how to make it better. You can’t simply say something is wrong—you need to suggest how to make what is wrong right. This may be impossible in some cases (if an idea or work product is fundamentally flawed), but the intent is for team members to suggest ways to improve on another’s idea or work product.35 The expectation is that every team member is responsible for pointing out when something is flawed and, just as importantly, suggesting ways to make it better. Plussing is an attempt to help the process of reviewing another’s work be a positive exchange versus a series of attacks and counterattacks.

A third technique used by Pixar to surface productive conflict involves postmortems, which occur after a film is completed in hopes of extracting lessons learned on what went well and what needs to change in the making of the studio’s next film. The postmortem after one of its films, for example, indicated that the production crew felt they were treated as being less important than the creative staff on the project. The production staff at Pixar manages a film’s logistics, schedules, staffing, and money, with the goal of getting the film done on time and on budget. The perceived second-class status of the production staff occurred even though the senior leadership of the studio believed that everyone assigned to a film should be respected and invited to offer an opinion in any area of the project. The senior leadership of the studio was surprised by this finding because it was so at odds with what they believed was important and what they believed was occurring. After the postmortem, changes were made in how the groups operate to ensure that the production staff are full and valued members of the team.

[image: image]

In teams, people need to have the emotional and social skills that minimize the downsides of conflict and, in particular, the damage that it can cause to relationships when managed poorly. The best teams are comprised of people with more effective social skills. That is, these teams have people who are better at assessing their impact on others and are able to modify their behavior as needed to manage conflict productively. Teams needs people who are tough, who can take feedback without becoming defensive, but they also need people who can give feedback and deal with conflict in a competent manner. One study, for example, examined the factors that contribute to team effectiveness. The researchers, at the Center for Collective Intelligence at MIT, found that the best small groups (defined as the groups that performed better at a number of problem-solving tasks) have several similar traits.36 One of those traits was the ability of the team members to read the emotions of others (based on what is called a social perception test).37 Those groups with higher levels of social sensitivity, in general, scored higher on a diverse set of problem-solving tasks. The explanation for this finding was that more-socially-skilled people are better able to work together to solve the problems they face. Their social skills result in a greater ability to tap into the knowledge and experience of each member and collectively arrive at the best solution.

Effective group decision-making centers on creating what some call psychological safety. That concept, advanced most prominently by Professor Amy Edmondson,suggests that innovative groups are better at creating an environment where people feel safe expressing who they are and what they believe.38 In these groups, people feel that others both understand and respect their experiences, emotions, and points of view. Edmondson noted that there is “a sense of confidence that the team will not embarrass, reject or punish someone for speaking up.”39 The result is a team where it is safe for people to take risks, try new things, and ask for help. These are teams where people can admit and learn from their mistakes. Google, in a study that examined the effectiveness of hundreds of its own work teams, found psychological safety to be the single most important variable in determining a team’s success.40 The teams at Google where people feel safe are those that achieve the best results. Google is now providing its managers with training on how to foster better team results, with an emphasis on creating a necessary level of psychological safety.41

The point to remember, one that Edmondson reinforces in her research findings, is that psychological safety does not operate in opposition to the achievement of ambitious goals. High-performing teams set demanding goals and create a safe environment in which to pursue those goals. That said, the tendency of some is to view psychological safety as an end in itself. In extreme teams, safety always exists in combination with a strong emphasis on outcomes. This becomes particularly important when dealing with conflict. Most people intellectually understand that conflict, between individuals and within a team, can be productive. They know that growth and comfort don’t always coexist. People will be uncomfortable when there is conflict, as they challenge each other in the pursuit of something significant. Yvon Chouinard, the founder of Patagonia, argues that companies need to deliberately stress themselves if they are to remain vital.42 He believes his own firm has performed best when facing a daunting challenge or threat—even those he produced as CEO. The art of productive conflict is creating the right mix of comfort and discomfort—or, more accurately, helping people become comfortable with being uncomfortable. In these teams, people know that comfort is overrated.43
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[image: image]Traditional firms and teams can suffer from “terminal niceness”—creating what Jack Ma of Alibaba calls “a little white rabbit” culture.




[image: image]Cutting-edge firms and extreme teams, in contrast, realize that tension and conflict are essential to achieving their goals.




[image: image]Their skill is creating environments where people are comfortable with being uncomfortable. In so doing, they increase the likelihood that conflict is surfaced and resolved in a productive manner.




CHAPTER

7

TEAMS AT THE EXTREMES
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Without Adventure, Teams Slowly Decay1



It’s no accident that the companies profiled in this book were all founded by extraordinary entrepreneurs.2 Their businesses were built on innovative ideas that overturned the existing order of things within their industries. Netflix is disrupting the media industry through its streaming service. Airbnb is disrupting the hospitality industry through its peer-to-peer model. Alibaba is disrupting the way business is done in China through its e-commerce sites. The leaders of these firms, however, realize that their long-term success requires more than groundbreaking products and services. They need their companies, as companies, to be equally innovative—workplaces that are challenging commonly accepted ways of operating. They understand that their legacies will be based not on the products they create but on their ability to build creative and agile organizations that endure over time. Steve Jobs will always be recognized for his innovative products but the true test of his leadership will be if Apple can continue to innovate and grow for the next 50 years. Does the company he created have the people, cultures, and processes needed to do so? At this point, the jury is still out.

There is another motive that drives many of these leaders to create new types of organizations—a motive more personal and self-centered. They need to work in companies that fit their values and personalities—places they want to go to after getting up each morning and stay at when working late into the night. Brian Chesky of Airbnb describes this as entrepreneurs wanting to live in a world of their own design. They do this, at least in part, because they don’t feel at home in more traditional corporations. If forced to work in a typical large company, most would either quit from frustration or be fired for insubordination. Imagine Ed Catmull of Pixar working at a studio such as Paramount. Yvon Chouinard working at L.L.Bean. John Mackey at Safeway. These scenarios seem almost absurd, which says a great deal about the idiosyncratic personalities of these leaders and how well they fit the firms they built. It also suggests the challenge that conventional firms have in attracting and retaining the talented and often quirky people they need to be successful.

Entrepreneurs, by definition, are adept at managing newness—pushing the boundaries of what exists today. The premise of this book is that cutting-edge leaders and their teams push both results and relationships further than traditional firms. But there are risks, and sometimes a price to pay, for doing so. Results, pushed too far, can produce a variety of unintended consequences, such as a harsh company culture or unethical business practices. Relationships, pushed too far, can create a soft environment that lacks the drive and toughness needed to achieve success. The paradox of building a cutting-edge firm is that an unrelenting focus on results and relationships is necessary to achieve something extraordinary but also destructive if not managed skillfully. The challenge, then, is to drive results and relationships to the breaking point while managing the very real downsides of doing so. For leaders like Reed Hastings of Netflix or Brian Chesky of Airbnb, pushing their organizations to the breaking point, pushing beyond what others believe is possible or even desirable, is not the problem. The risk they face, as does anyone who disrupts the common order of things, is that their reach exceeds their grasp.

Conventional firms face a different set of risks when it comes to results and relationships. The first is that they become all too comfortable with mediocrity. “Good enough” is the unspoken mantra in many of these groups.3 Average results, average relationships. Often, these firms take the easy path and simply replicate strategies and practices that were successful at an earlier point in their histories.4 Striving to profit from a firm’s past successes is natural and even savvy. But the CEO of Pixar argues that many become trapped in their success and, as a result, “creatively bankrupt.”5 He believes that vital companies deliberately strive to avoid replicating what worked in the past and, instead, experiment with new approaches that challenge, or at least go beyond, what they know to be true. This, of course, doesn’t mean that Pixar ignores the lessons of its past films or doesn’t fully leverage the best-in-class technology and work processes that it developed over several decades of experience. But in the area of greatest importance, which in Pixar’s case is telling a story that moves people, it works hard to avoid mimicking itself. Doing so is all the more difficult because organizations, in many ways, are built to standardize and reinforce what worked in the past (and, in so doing, minimize risk and maximize return). This is done through a range of mechanisms, including a group’s strategies, structures, processes, and culture. Each reinforces a way of operating that developed over time and drove the growth of a firm. The result is that companies often say they want their people to be innovative but then operate in a manner that works against anything that is new and different. In so doing, they avoid the risks that come with trying that which has not been done before—but, at the same time, risk becoming tired imitations of their successful past.

A second risk facing conventional groups is disproportionately valuing either results or relationships—that is, pursuing one to the exclusion of the other. In this situation, the pursuit of results and relationships becomes an “either/or” choice.6 Organizations and their teams believe they can focus either on results or relationships but not both at once. They do this in an attempt to simplify an overly complex world by acting as if only one side of the results/relationships dynamic truly matters. This approach fails for a number of reasons, with the most direct being the need for both to sustain a firm’s performance over the long term. Results and relationships are interdependent, each needing the other, even if some believe and act otherwise. Research by John Zenger and Joseph Folkman underscores this point. They examined people’s perceptions of great leadership. Two of the dimensions they probed were a leader’s drive for results and the ability to build positive relationships. Leaders who were seen as being very strong on either results or relationships were rated by their employees as great leaders just less than 15 percent of the time.7 In contrast, leaders who were viewed by those who work for them as being very strong on both results and relationships were rated as being great leaders 72 percent of the time. Zenger and Folkman, as you might expect, maintain that the combination of the two traits is the key to being an extraordinary leader. If we extrapolate from these findings regarding leadership, the implication for teams is clear—great teams combine results and relationships and don’t simply strive to maximize one or the other.8

One way to portray the interplay between results and relationships, drawing in part on the work of Professor Amy Edmondson, is to contrast four types of teams.9 Comfortable teams are those that value relationships over results. Stressed teams value results over relationships. Indifferent teams settle for mediocrity or worse in both areas. It is logical, then, to suggest that the best teams strive to maximize both results and relationships—to operate in the upper right quadrant of the following table. When managed well, this combination creates virtuous cycles within a team, where results and relationships work in a mutually reinforcing manner to produce increasingly higher levels of performance. However, simply recognizing that both are important, that they can be mutually beneficial, helps manage the tradeoffs and tensions that often exist between the two. Extreme teams take this one step further in pushing each to the breaking point—a goal that is easy to understand but difficult to manage.10
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There are two common challenges facing leaders who want to build extreme teams. The first is creating a team where no team currently exists. This may be due to the initiation of a new project or a corporate restructuring that produces new team configurations within a company. Leaders who are responsible for a new team will benefit from considering the following practices of cutting-edge firms:

Right Purpose: The need to define a compelling purpose for one’s team is noted in almost every article or book on team performance. The difference in extreme teams is that they take purpose to a higher level of intensity and dedication—which is one reason they are able to attract people who are obsessed with the team’s work and its reason for being. People in cutting-edge firms view their work as a calling, and the leader’s responsibility is to provide them with a higher-level purpose—something beyond making money as their reason for working. The nature of a team’s purpose will, of course, depend on the nature and history of the firm in which the group operates. But it should be something that authentically taps into the values and passions of the group’s members—and allows them to have visible impact in those areas.

Right People: A second requirement of building a new team is hiring people who have the attributes needed for a group to be successful. But many team leaders make the mistake of focusing only on the technical or functional skills of potential hires. Extreme teams view superior capabilities as necessary but insufficient. Yes, they strive to hire smart and capable people. But they focus as much if not more on the cultural attributes that are important to their companies. A team of people who are a poor cultural fit is a problem even when the members are highly talented and motivated. The first few people hired onto a team are especially important because they set the tone for those who follow them in coming into the group. The initial hires are also responsible for building their teams and thus cast a shadow in regard to those they hire. Hiring for cultural fit in a new team means that a leader must have a clear view of the cultural attributes he or she wants and then develop an approach to effectively screen people for those attributes.

Right Priorities: Once the team’s purpose and membership are set, a leader needs to clarify its vital few priorities and success metrics. In most cases, less is more when it comes to priorities and metrics. These imperatives should be few in number and clearly communicated across a group or team, with everyone knowing the goal and the plan of how to achieve it.11 This includes an explanation of the larger context in which the team operates and how the group will address specific opportunities and challenges in that environment. Airbnb is an example of a firm that is rigorous in clarifying what needs to be done each year to move the company forward. The firm’s annual goals are summarized on a single page of paper (The Sheet), which is communicated throughout the organization. Once a firm’s goals are clearly articulated, teams then set their own goals and responsibilities. An important element of setting priorities is determining how accountability will be assigned. Teams vary in how they do this, with some looking to individuals within a group to take the lead on a particular initiative (but working with other team members as needed to achieve the group’s goals). Other teams prefer that the team members in total take responsibility for the group’s goals, in order to create a greater sense of shared ownership. Each of these approaches can work, but the essential point is to clarify the team’s priorities, success measures, and accountabilities combined with local autonomy to determine how to best execute those priorities.

Right Practices: Leaders of new teams need to determine the desired culture of their teams. At the simplest level, this means identifying the few essential beliefs and behaviors that will define what is expected of group members. Some describe this as clarifying what team members must always do and what they must never do. Then, the leader, often with the members of the team, define the work and management practices that reinforce the desired cultural attributes. Netflix, for example, believes in a “freedom and responsibility” culture and has created a range of organizational practices that fully and consistently support it (such as placing no restrictions on vacation time because it views people as adults who are able to determine when and how much vacation time they need). The other lesson from extreme teams is that culture is most productively viewed through the lens of what people experience while working in a group. Airbnb, for example, looks at a wide range of factors that influence employee experiences, with a focus on creating a sense of community and belonging. This starts with the work itself and giving people a great deal of say in the projects of interest to them, as well as the management of their day-to-day work. But it also involves a wide range of company practices that impact how employees experience the company, such as the design of the corporate office or the ability to work remotely when needed. These factors at Airbnb are managed primarily at a company level, but the concept of focusing on and enhancing member experience holds true for teams as well.

Start-Up Questions for the Leaders of New Teams

[image: image]What higher-level purpose will guide and motivate your new team members? Can you express this purpose in a succinct and impactful manner?

[image: image]What are the values and traits that you need in team members to achieve your purpose? What process will you use to screen people for these attributes?

[image: image]What are the vital few priorities and metrics that will define your team’s success? How will you ensure that all team members understand the reasons behind these priorities and how they are related to their goals?

[image: image]What team work practices will you use to support the team’s work and ensure progress on the priorities? What are the value-added topics for the team’s meetings and how should they be managed?

[image: image]What culture do you want within the team and the experience of working within it? What practices and norms will you use to reinforce the culture?

[image: image]How will you ensure that key issues are surfaced within the team and conflicts are managed effectively?

New teams have the advantage of a clean slate and can design how they will operate without the burdens of the past. In particular, they can benefit from the innovative practices of other firms to develop approaches that fit their specific needs. The eyeglass firm Warby Parker is such an example. It is a mission-driven business that operates with a “buy a pair, give a pair” business model. Each time a customer buys a pair of the firm’s glasses, a second pair is donated to someone in a developing country. The company, from its founding, benchmarked other cutting-edge firms and incorporated the ideas it found most useful. For example, Warby Parker, like Zappos, wants to hire people whose beliefs and style match its cultural principles. It believes that technical skill doesn’t mean that someone can get things done with the firm, particularly in regard to gaining the support of others on one’s team. The firm has a set of cultural principles, such as “Set ambitious goals and measure results” and “Inject fun and quirkiness into everything we do.” It screens potential hires by asking for behavioral examples that assess each principle (in regard to quirkiness, it will ask, “What was the last costume you wore?” or “What do you like to do for fun?”). Warby Parker, like Patagonia, also strives to create a work environment designed to support its employees, including cross-group learning programs and a flexible work policy. A third example of taking what other firms have done is the use of ongoing peer feedback, similar to what is found at Netflix. At Warby Parker, this means that everyone in the company receives 360-degree feedback each quarter. The goal at Warby Parker is not to mimic others but to understand what is possible as it developed a culture that fit its unique personality.
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An even more frequent and difficult challenge is turning around a stagnant or failing team. This need becomes particularly salient when a new leader, often with no history with a group, is tasked with its revitalization. The need to turn around a team also surfaces when a long-tenured leader feels that he or she is investing an inordinate amount of time and energy to get a team to perform at a high level or when a business has grown to a point that out-paces the ability of the current teams to meet the challenges ahead. The first step in revitalizing a stagnant team is to assess as objectively as possible the group’s performance. The leader knows that his or her team is underperforming, but the specifics need to be examined. There are two key questions to answer at this point in the turnaround process:

[image: image]Does the team deliver results consistent with what is expected by its organization, leaders, and customers?

[image: image]Does the team foster productive working relationships among its members as well as with those in other groups?

The measures of a team’s performance vary by team but often include both outcome measures (such as sales and revenue) and process measures (such as milestone achievements and budget performance). As noted earlier, however, the key is to look at metrics that are closely linked to the firm’s purpose. Pixar, for example, tracks a film’s progress against myriad hard measures, but it also assesses the creative depth of its storyline—which is harder to measure but even more essential to the success of a team. These metrics should be augmented by more informal input from a team’s customers, as well as its members. These perceptions may not always be on the mark but should be considered in the leader’s assessment of the group. The other factor to consider is the quality of the relationships among the members of the team. The leader will want to determine, through observations and interviews, how people are working together as a group and partnering with other groups within their organization. Pixar, for instance, views the quality of team member relationships as a key indicator in determining a team’s health and ability to eventually deliver an extraordinary film. Teams where people do not “gel,” where there is a low level of energy and trust, are seen as broken in the Pixar culture.

The next task is to identify the causes of the team’s poor performance, particularly in relation to the performance gaps uncovered in the above assessment. This root cause analysis is intended to identify the factors, often unrecognized, that are hindering the group’s performance. A leader needs to be leery of assuming that he or she knows what is causing the team to perform below expectations. That is, many leaders jump to the wrong conclusions in seeking to quickly identify what ails their groups. The leader may have a theory of what is wrong but can’t assume that it is the only or even the most important area that needs to change. In particular, a leader needs to beware of mistaking symptoms for causes. For example, he or she may assume that the people within the team lack motivation and drive (and, as a result, determine that changes are needed in the team’s composition). However, the deeper issue is that team members are getting unclear and even conflicting direction from the senior leadership within the firm. They have learned that being passive is the best option for them because the direction from those above them shifts on a regular basis. Leaders seeking to understand their underperforming teams need to look for the deeper issues that influence other, often more noticeable, behaviors or outcomes.

One of the most productive ways of uncovering the drivers of underperformance is to probe the differences between what people espouse as being important and how they act.12 Every group has times when what it says is different from what it does—but these contradictions are typically more pronounced in a dysfunctional team. For instance, the animators at Disney at the time of the Pixar acquisition were highly talented and passionate about their craft. Yet their studio was turning out unimaginative films that were failing creatively (as well as commercially). The question, then, was, “Why do talented and committed people continue to produce films at odds with what they say is important?” A new leader will want to look for the most salient contradictions within a team and then pull them apart to see what they reveal. In many cases, the truths uncovered are those that people within a company or team don’t fully recognize or don’t want to face. The key, for those leading a turnaround, is to recognize the value of contradictions in understanding what is going on within a team—paying particular attention to aspects of the team that are surprising or puzzling. The goal, then, is to surface the group’s contradictions, understand why they exist, and analyze their impact on the group’s results.13

Teams, of course, also fail due to a variety of self-inflicted wounds.14 Some teams, for example, are unclear as to their purpose or have a purpose that is so mundane that it fails to motivate its members. Other teams don’t have the people needed to be successful. I find in my work that leaders often overestimate the quality of the talent on their teams and their ability to meet the challenges they face. Consider a team that is responsible for the sales of its firm’s products in markets outside the United States. The team is comprised, however, of people with no international experience, with all of the members having lived and worked only in the United States. This lack of experience will most likely result in a faulty understanding of how markets outside the United States operate and, as a result, poor decisions on how to best compete in those markets. A related type of failure occurs when a team is comprised of people who were successful in the past but lack the skills needed to be successful in the future, given the challenges and opportunities the team will face. A marketing team, for example, that was successful for years before the explosion of social media may lack the expertise needed to take advantage of the new technologies. In this situation, the talent on the team lags due to changes in technology and the marketplace—changes that require new ways of thinking and a new sets of skills.

Another common trait of failing teams is a lack of clarity regarding priorities. Failing teams are often distracted and pulled away from the critical few priorities that will determine their success. Often, these teams try to accomplish too many priorities or fail to sequence their priorities in an effective manner. Instead, they become distracted by more mundane or administrative concerns that take time and energy away from the truly important areas that require their attention. A related mistake occurs when the team focuses on the right priorities but defines them in such a vague manner that its people are unclear about what success looks like or what needs to be done to achieve success. The leader of a new team will also want to examine the group’s work practices. Failing groups often take too long to make decisions or make them in a flawed manner (for example, by not considering relevant data, failing to explore a necessary range of options, or allowing a few members to dominate group discussions and solutions). These groups, in particular, are less capable of surfacing and managing conflict. Some teams dislike contentious exchanges among team members and avoid discussions in which their members hold conflicting views. The “off limits” topics within a team can involve the most important issues that it needs to address (such as a strategy to address an emerging competitor or the reasons a key initiative is failing).

A final area to assess is the practices of the team and how they impact its culture. This is one of the most challenging aspects of a team’s turnaround because existing cultures are notoriously difficult to change. Many leaders know what they want in regard to culture but have no formal plan to make that desired state come about. To say, for example, that you want people to be more comfortable with conflict will have little impact unless specific actions are taken to make that intent a reality (for example, training people on their conflict management styles, developing robust practices to surface divergent points of view within a group, rewarding those who are skillful in surfacing and managing conflict, or providing feedback to those who avoid conflict or settle for easy compromises). The leader of a team turnaround effort needs to be bold in changing the mindset and behavior of his or her group. For instance, he or she may promote onto the team more junior members who have the traits that the leader wants to see in the other members of the team. These individuals may, for example, possess an entrepreneurial mindset that is needed if the team is to be successful. Or a new team member may be more willing than others to challenge the leader and other team members when needed to move the group and business forward. In so doing, the new members are modeling a more open style that the leader wants to see from all of the team members.
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Starting a new team and turning around a stagnant team are challenges that most leaders will face at some point during their careers. Both situations underscore the importance to a leader of getting his or her team right in order to produce results. But few ideas in business are as embraced, and then undermined, as teamwork.15 Organizations and their leaders value what teams can achieve and are quick to talk about the benefits of collaboration. But many fail to provide the support that teams need to be successful. In some cases, this is due to a lack of understanding of what teams must have to be successful (such as the right purpose or right people). That said, the leaders of the firms in this book are notable in that they didn’t start out with deep knowledge of the psychology and sociology of team behavior. They knew what they wanted (and didn’t want) in their culture and teams, trusted their instincts in trying new things, and, to paraphrase John Mackey of Whole Foods, were willing to make it up as they went along.

The problem, in most cases, is not a lack of knowledge but an unwillingness to give up control. As firms grow, they necessarily develop processes to standardize and monitor their increasingly complex organizations. Coordinating the efforts of thousands of people, often spread across multiple groups and geographies, is no easy task. The answer, in many cases, is to develop formal mechanisms intended to control what occurs within the company. This response becomes even more likely when a group experiences mistakes or threats of various types, as leadership attempts to get things back on track and prevent future problems. Airbnb, for instance, initially had no real process to handle safety issues when they arose in one of its rental units. If you are a host, you want Airbnb to have the best process possible to deal with problems you encounter. Airbnb is not unique. Patagonia had no real process to train its new managers in how to manage a store team. Pixar had no real process to ensure that its employees did not work to the point of creating repetitive stress injuries. Processes, in the right form, are necessary and helpful to customers, employees, and companies.16 The problem is that good intentions can produce a negative outcome. Processes spread and, in the aggregate, can result in a stifling bureaucracy that is resistant to change. In short, organizations create processes that, by definition, are “hardwired” and not adaptive to changing conditions.

Companies that want the benefits of extreme teams need to give them autonomy to do what they believe is needed given the challenges they face. If process limits what they can do, the upside of having a team is also limited. That said, giving teams autonomy is not without risk, as a strong team will inevitably challenge the formal and informal control systems within a company. The result is that many organizations say they want strong teams, but in fact, they don’t. They want effective but compliant teams that don’t threaten the status quo, including existing company practices and processes. This is not to suggest that teams should be allowed to do whatever they want regardless of the consequences. Or that a firm should do away with hierarchical controls and necessary processes. The reality is that strong teams, even those that are successful, can create problems for a company.

Teams can also be a problem in being perceived as threats to their own leaders. Team dynamics always have some element of power underlying how they operate. Much is written about how power can inhibit people on a team from expressing their points of view because they fear alienating the team’s leader or other powerful group members. But equally important, and less discussed, is the ability of teams to threaten a leader’s security in regard to power. The reality is that some leaders view their teams with a degree of ambivalence.17 Teams can quit on a leader. Teams can provide negative feedback about a leader to those in more senior positions. They can also compete with the leader, with some members thinking they should be leading the group. Some leaders, seeking to protect themselves, will go as far as to undermine their own teams in an attempt to limit what they perceive to be threats. People who have worked in corporations for any length of time see peer groups competing or even undermining each other in the pursuit of power. Some will subvert other groups if such actions enhance their own standing with a company. But the point I am making here goes one step further, suggesting that leaders at times will undermine their own teams if it enhances their own positions within their companies. In particular, the most talented member of a team can be viewed as a threat to the leader if other team members are more inclined to follow that individual or even believe that current leader should be replaced by another within the group. The willingness of a leader to undermine his or her team is counterintuitive because a failing team is certainly career limiting for power-hungry individuals. But consider that some leaders want to avoid failure yet at the same keep control over their positions of power. Which becomes preeminent depends on the leader and the situation.

A recent study by social psychologists Charleen Chase and Jon Maner suggests how this can happen.18 The researchers first assessed their study’s participants on their power motivation using a survey designed to identify those for whom power is very important. They then placed the study participants into different experimental conditions in which they were led to believe that their power was either secure or potentially at risk. The researchers gave the participants a task in which they needed to create high-performing teams by assigning people to particular groups based on their skills and ability to work together—with the prospect of rewards for the teams that performed well. The research findings indicate that “power hungry” leaders whose positions of power are unsure will at times sabotage their own teams and, in particular, the most talented individuals within those teams to preserve their personal power. In one study, for example, leaders with a high power motive, when given the choice, separated the most talented individual in a group from others on the team (by having that individual work alone on a task). In another, they were more likely to limit the degree to which their team members could communicate with each other. These leaders did this even knowing that having team members interact and cooperate would improve their group’s results. One of the study’s authors noted, “It’s surprising to me just how willing leaders are to really undermine group success in favor of their own power.”19 This is not to suggest that all leaders act in such a Machiavellian manner—those without a dominant power motive in these studies did not demonstrate the destructive behavior noted here. In addition, the behavior was not evident when a leader believed his or her power base was secure. But the reality of corporate life is that people with a need for power often move up in a company and battle to gain or sustain their positions—and as a result, they will in some cases put protecting their own authority above the success of their teams.
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Teams are seductive because they offer a clear advantage when designed and managed well—an advantage that is difficult for others to copy. But extraordinary teams are less common than we would think because they come with a steep price—notably the need for organizations and their leaders to give up control. Many organizations and leaders don’t want to take the risk of trying things that have not been done before. Many don’t want the angst and uncertainty that comes with giving teams the freedom to operate as they see fit. In turn, some team members don’t want the responsibility that comes with being given that power. They may say they want it but then realize the burden of being fully accountable that comes with it. We thus find people at all levels in a company who collectively support the idea of teams—but lack the commitment and creativity to make them work.20

Almost all great achievements, in business and society, are the result of small groups of people working together to achieve ambitious goals.21 The leaders of these groups select who becomes members of their teams and then motivate them to achieve more than they thought possible. These leaders deserve the accolades that come their way when their teams perform well. It is the team, however, that delivers on the leader’s vision even though its members are typically unknown outside of the organization in which they work. Teams, not individuals, make the difference. The best teams provide another, equally important, benefit. They meet the need of most people to work with others to achieve something greater than themselves. This is evident in a story involving the father of a friend of mine. He fought in World War II as part of a bomber crew that flew missions over Germany to defeat the Nazis. I went to visit him many years later when he was in his 90s. As we sat talking, I noticed on the wall an aged black and white photograph of a group of young men standing in front of a plane. These were the men he served with over seventy years ago. All of the other crew members, ten in number, were dead as a result of the war or from old age. I asked about the photograph and my friend’s father said to me, “I look at it every day and say out loud the name of each crew member.” I don’t tell this story to glorify war or to suggest that working in a corporate team is the equivalent of going into battle with one’s life on the line. I am, however, suggesting that there is a deep human need to bond with others, often in a risky endeavor, in the pursuit of a larger or even heroic purpose. Extreme teams provide that opportunity.
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Chapter 7: Teams at the Extremes
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2Ed Catmull at Pixar. Brian Chesky at Airbnb. Yvon Chouinard at Patagonia. Reed Hastings at Netflix. Tony Hsieh at Zappos. Jack Ma at Alibaba. John Mackey at Whole Foods. Note that these founders had at least one partner in the creation of their companies.
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CHAPTER 1

DIVERSITY IS.

Amri Johnson, a senior executive at Novartis, is often asked what he thinks about the state of diversity in today’s corporate environment. Amri laughs. “What do I think about diversity? Diversity is. That’s it. It’s not going away. It’s here to stay and it’s going to become more of an issue everywhere. So what do we do about it? How do we optimize the opportunity? That’s the question I’m interested in discussing.”1

Amri is right. These days, people are moving from everywhere to everywhere. First-generation immigrants are leaving Toronto for rural regions across Canada. Gay couples are moving into the suburbs. Chinese farmers are relocating to Australian suburbs, and Australian entrepreneurs are setting up agricultural businesses in China. Today, 36 percent of the U.S. workforce is made up of people of color, and by 2040, there will be no U.S. ethnic or racial majority. That reality is coming even more quickly to Canada. The shift is happening in more traditionally homogenous places like Denmark and Sweden as well. Similar trends exist most everywhere. And when you add the diversity of perspectives that come from one’s gender, socioeconomic background, sexual orientation, profession, faith, and much more, indeed, “Diversity is.” And there’s no indication that the movement of people from everywhere to everywhere is going to lessen anytime soon.

If you wanted to visit the most culturally diverse country in the world, where would you go? India? The United States? Australia? The United Kingdom? Actually, you need to head to north central Africa, where Chad, the most culturally diverse country in the world, has 11.5 million people from more than 100 different ethnic groups. Erkan Gören from the University of Oldenberg in Germany studied the level of multicultural diversity in 180 countries. According to his data, the most culturally diverse countries in the world are Chad, Nigeria, the Democratic Republic of Congo, and a number of other African countries. The only Western country in the top 20 list is Canada. India is close behind, Mexico is just a bit further down, and the United States is in the middle of the list. The least diverse countries by Gören’s measurements are Argentina, Haiti, Japan, and the Nordic countries.2 The top 10 most culturally diverse cities in the world are less surprising: Dubai, Singapore, Hong Kong, Toronto, San Francisco, Sydney, Paris, Los Angeles, London, and New York.3

The Diversity of Diversity

Diversity is sometimes used to broadly include any kind of difference, such as differences in personality, skills, working styles, tenure, and thinking. But if diversity includes everything, it ends up meaning nothing. On the other hand, diversity is more than just black versus white or German versus Chinese. Each of us is part of several different social groups, and there’s incredible diversity within most countries.

Social categorization theory explains our human tendency to categorize people into “in-groups” and “out-groups.” Subconsciously, we meet someone and within 10 seconds decide whether the person is “in” or “out.” Think about how that influences the dynamics of a brainstorming session for a group tasked with developing an innovative solution! The way we determine who’s in and who’s out depends upon the context and the situation. For example, you might feel a loose sense of association with other people in your industry (e.g., teachers or engineers), with anyone who also works at your organization, or with someone who has the same disability as you. But for a group to truly have a “culture” of its own, it requires a shared pattern of beliefs, values, behaviors, customs, and attitudes.4 Dutch psychologist Geert Hofstede says that culture is the collective programming of the mind that sets one society apart from another.5 Therefore, in order to be a culture, there has to be a pattern of thinking and behavior that distinguishes it from other groups. Diversity is a way of describing any group that includes two or more cultures working and/or relating together.

That still leaves us with a very broad definition of diversity. Each of us is part of several different cultures, including our national origin, ethnicity, organizational and professional groups, gender, generation, sexual identity, socioeconomic status, religious beliefs . . . and the list continues. National culture is the cultural difference that most strongly shapes most people’s behavior, though that’s not as true in a place as diverse as Chad or in a newly formed republic where geopolitical boundaries have little to do with one’s identity.

What culture most strongly influences the way you think and behave? It depends upon what you’re doing, where you are, and who else is there. For example, many Indians working in Silicon Valley report that their workplace habits and preferences resemble North American norms, but when they go home at night, they behave in more “Indian” ways. Or think of it like this: You might not identify very closely with your hometown until you’re away from it and meet someone who is also from the same town. Then suddenly that part of your cultural identity becomes relevant.

Regional Perspectives on Diversity

A study conducted by the Economist Intelligence Unit found that executives across different regions of the world look at diversity differently. Gender and age were seen as the top diversity issues challenging workplaces in the Asia-Pacific region, and ethnic and religious differences were seen as the top challenges in the Middle East and Europe. (See Table 1-1 for the top challenges identified by executives across five major regions of the world when talking about a diverse workforce.) This study examined what executives perceived as being the forms of diversity that were most challenging. Their perceptions may not be accurate. For example, even though Middle Eastern executives (mostly men!) didn’t identify gender as a leading challenge, other studies suggest it should be one of their top concerns. But it’s important to be aware of what executives from various regions perceive to be the most relevant challenges facing them.

Table 1-1 Top Diversity Challenges by Region

[image: image]

SOURCE: Based on data reported in Economist Intelligence Unit, Values-Based Diversity: The Challenges and Strengths of Many (London: Economist Intelligence Unit, January 23, 2014). http://www.economistinsights.com/sites/default/files/EIU_SuccessFactors_Values-based%20diversity%20report.pdf.

What Kind of Diversity Matters Most

There are two kinds of diversity that most typically influence workplace behavior: visible diversity and underrepresented groups. The first one, visible diversity, refers to those differences that can immediately be observed when looking at someone. This includes differences that stem from ethnicity, gender, age, physical disabilities, and sometimes religion (such as a woman wearing a head covering). It’s very difficult to disguise these cultural differences and as a result, they immediately influence the snap judgments made by others.

The second form of diversity that is most relevant for workplace contexts is any person from a culture that is underrepresented in the group, something Rosabeth Moss Kanter calls tokenism. Tokens are members of a subgroup who represent less than 15 percent of the whole group, and the disproportionate representation skews the ways they’re perceived.6 Being the only Southerner on a team of Northerners, the only marketer on a team of engineers, or the only “foreigner” in a department highlights cultural differences that might otherwise be overlooked. Many individuals reflect both forms of diversity, such as being the only person of color on a team and thereby being both visibly different and one of the underrepresented team members. But underrepresentation is also a factor for people with cultural differences that aren’t as visible, such as having a particular sexual orientation, ideology, socioeconomic status, or level of tenure that deviates from the dominant norm in a group. An underrepresented group could also be a majority group that has limited power and voice, such as what black South Africans experienced for many years. In addition, underrepresentation is context-specific. Men are underrepresented among HR professionals, for example, and women are underrepresented among engineers. Each organization and team needs to consider what groups are underrepresented in their contexts.

For the purposes of this book, diversity refers primarily to those who are visibly diverse and/or underrepresented. You can rightfully apply the principles of the book to other differences as well, such as the diversity of thought or the diversity of experiences or skills. But visible diversity and underrepresentation have the most potential to create conflict and opportunity for developing innovative solutions.7

WHAT KIND OF DIVERSITY MATTERS MOST?


1. Visible Diversity

2. Underrepresentation (Tokenism)



What ultimately matters is not the source of diversity but the different values and perspectives that emerge from it. The more diversity you have within an organization, the more ideas there are for how things should be done. Many intercultural training programs focus on the superficial manifestations of cultural differences such as how to exchange business cards or appropriate gift giving. But the differences that most strongly influence innovation are the varied approaches for communicating, planning, and executing tasks. How do you align the values, expectations, and work styles of four generations, dozens of nationalities, and endless subcultures toward a universal vision and strategy for the organization?8 Answering that question is at the crux of our work on cultural intelligence because our interest has been to improve effectiveness working across cultural differences. And it’s central to the purpose of this book—using different cultural perspectives to drive innovation. Cultural intelligence allows individuals to adapt their motivations, work ethic, and communication styles while learning from the different value perspectives to create better solutions.

Consider the diversity of generations in the workplace as an example of how competing values play out. This is the first time in history that four generations are working together, and a fifth one—Generation Z—is entering the mix. Many executives are working hard to attract high-performing young leaders. Upon recruiting them, they try to motivate Millennials with money, status, stability, and other things that may be entirely missing the values that drive them. As a whole, Millennials are less likely to value money for security and status and more likely to value it because it provides the resources they need to pursue their dreams. Many organizations miss this crucial point. Many executives got where they are by placing a high value on money and promotions, so they assume that’s the way to do business with Millennials. When Millennials don’t bite, the executives presume that means the younger workforce is entitled and unmotivated. But as Bill McLawhon, head of leadership development at Facebook, said to me:

As a 56-year-old guy, I went through a period where I looked at these young kids and thought, “Wait until you get your butt kicked out in the real world.” But I quickly realized this is the real world. And they’re making it their own. This is the future of work. It doesn’t look much like the world of work where I started. But I’m completely awed by the high-performing individuals I get to coach every day, most of whom are young enough to be my kids.9

Hiring a diversity of age groups is a start. But if you don’t utilize the diverse perspectives of different age groups and instead try to mold them into all of your values, not only will you lose them but you will also lose their insights on what connects with consumers who share values with them.

Most of the research on the value differences across generations is biased toward Millennials from North America; however, generational differences are found in other parts of the world as well. The Asia-Pacific region is where generational differences have created some of the most conflict in the workplace because the area has a long history of centralized control in which flexible work structures and accommodating individualized preferences goes against the grain. Most Millennials in places like India, Taiwan, and Malaysia still have a strong measure of collectivism and filial piety—a loyalty to one’s in-group and a sense of responsibility to defer to one’s father or elders. But that orientation is tempered by the values these young people have for self-expression and flexibility.10 Whenever you have multiple layers of cultural differences in one individual—such as a Millennial from Japan working in a U.S. company and reporting to an American baby boomer, there’s all the more potential for value collisions.

Whether diversity is visible or not, what matters most are the vastly different values and perspectives that emerge from cultural differences. Culturally intelligent innovation begins with reflecting on and mapping the value differences that exist across your team. But before we can jump into describing effective ways to leverage those differences, we need to discuss some of the insufficient attempts that have permeated this discussion over the last 20 years.

Diversity Fatigue

The other day I was working out at the gym and I overheard a guy say to his buddy, “So tomorrow I have to go to a diversity training workshop.” “Oh God!” the other guy said. “That’s right up there with getting a root canal!” to which his friend responded, “I don’t mind diverse people as long as they agree with me!”

Many employees and executives have “diversity fatigue”—they’ve done the diversity thing and they’re ready to move on. There’s a lot of great work that has been done by diversity and inclusion professionals around the world, but something has to change in how we address this vital area of concern.

Shame on You!

Employees sometimes walk away from diversity programs having heard one more shaming diatribe about racism or sexism, which they then shrug off as they struggle to see the relevance to their daily routines. Others leave diversity programs overly paranoid of saying something offensive, so instead of having real conversations with diverse colleagues, they walk on eggshells lest they be guilty of the kind of discriminatory behavior they heard described in their recent workshop. Shame and an emphasis upon punitive measures for not embracing diversity are too prevalent in many conversations about this topic. What’s more, they rarely bring about lasting change.

One time, I was speaking to a group of U.S. real estate agents. Afterward, an older Caucasian woman walked up to me and asked, with a hushed voice, “Are you familiar with this group at the local university that brings together nonwhite, um, no, I mean, minority . . . No, that’s not right either. I meant to say foreigners. Oh! Never mind! I don’t know how I’m supposed to talk anymore. . . .” I assured her, “It’s okay. I know what you’re trying to say.”

People are often scared to even enter the conversation about different cultures for fear they’ll say something racist. Mind you, this woman had just listened to one of the other speakers at the real estate conference berate the agents for their consistent use of offensive, discriminatory language, including walk-in-closets (“How do you think that makes a disabled person feel?” he asked.) and master bedrooms (“Do you know how that sounds if your ancestors were slaves?”). Using appropriate language is a start, but it’s far from what is really needed to build culturally intelligent relationships. We have to find ways to address the difficult, sensitive issues surrounding cultural differences without becoming paralyzed and failing to engage in the conversation.

Representation and Compliance

Another thing many organizations do when addressing diversity is ensure they have diverse representation across leadership and staff. It’s hard to imagine being a relevant organization today if people go to your website and staff listings and see only people from one ethnicity, gender, or age group; and compliance with legal guidelines for diversity is essential. But is hiring a representative team the best way to drive culturally intelligent innovation?

Once, I was in a meeting at the university where I taught, sitting next to my friend and colleague Christy. Christy was a vice president at the university and one of the most vocal women on campus regarding the importance of equal opportunities for female faculty, staff, and students. As the meeting got started, the guy chairing the group jokingly said to her, “I’m sure you’d love to take the minutes for us, wouldn’t you, Christy?” He continued to make chauvinistic references throughout the meeting. I was waiting for Christy to level him, but she didn’t. Instead, she engaged in the meeting in light of her responsibilities as a vice president, and she said nothing about the pats on her shoulder, the soccer mom jokes, and the chides about how she probably didn’t get the sports analogies he was using. As we left the meeting, I said, “Christy! I can’t believe you took that. Why didn’t you say something?” She looked at me and said, “Because I was hoping you would speak up!”

Ouch! I could feel my face immediately go flush. I knew she was right. Everyone expects women like Christy to advocate for women, and people of color are expected to speak up on behalf of other underrepresented groups. But it’s not enough to simply have women like Christy on the team. Everyone needs to own the value of building a culturally intelligent climate. It’s not that Christy needed me to speak for her. It’s that I could have voiced why the chair’s behavior was unacceptable to me!

Intentionally hiring a diverse staff is a critical step in becoming a more culturally intelligent organization. But making the most of that diversity requires a commitment from everyone to utilize the differences effectively.

Cultural Awareness Training

Another strategy typically employed to address diversity and inclusion is cultural awareness training. This kind of training usually emphasizes becoming more aware of one’s own cultural background and understanding other cultures. Self-awareness is a critical step in the process of creating a culturally intelligent team. There’s little hope that you can develop the skills to work effectively across cultures if you don’t first have an awareness of how culture shapes your own thinking and behavior. One of the most effective ways to promote self-awareness is through the world-renowned work on unconscious bias—exposing ways we unwittingly favor certain types of people based upon our upbringing, experiences, and values. But self-awareness is not enough. The inevitable question after this kind of training is “Now what?” In other words, I know I’m biased and so is everyone else. What am I supposed to do about it?11

The other emphasis of most cultural awareness training programs is learning the basic stereotypes about large cultural groups. There’s a place for understanding the cultural norms that are generally true of people from a particular context. However, these kinds of stereotypes have to be held very loosely. Let’s assume you’re being taught how to work effectively with Indians. But can you really generalize norms for more than 1 billion people? And do these norms apply equally to an Indian born and raised in Toronto, one who lives her entire life in Mumbai, and yet another who is from Delhi but working in Dubai?

None of us can be reduced to a single storyline. Our lives are far more multilayered than that. I’m an American, but my parents are Canadian. I have a Ph.D. I’m white. I’m a dad. I’m a Christian. Any one of those labels carries with it all sorts of connotations. But only as you and I get to know each other can we really understand how we’ve each been shaped by the varied cultures of which we’re part. No one storyline defines you or me. One of the fundamental problems with most intercultural training is that it cannot substitute for direct knowledge from interpersonal interactions because cultural values alone are not a strongly predictive feature of human behavior.

Kumbuya

Finally, many people grow fatigued from the diversity conversation because they perceive it as little more than a soft, touchy-feely topic filled with artificial Kumbuya moments focused on everyone getting along.12 As with all these incomplete approaches to cultural diversity, there’s an aspect of this emphasis that’s critical. Cultural intelligence has to be rooted in something more transcendent than learning about other cultures to manipulate them. And respect and understanding are essential in the process of culturally intelligent innovation. But I understand why many leaders struggle to justify investing in diversity initiatives if they’re simply framed as “do-good” programs and don’t directly tie to the organization’s strategic mission.

The Kumbuya approach is all about the “conversation” and helping people listen to each other. Intercultural dialogue and discussion certainly has a place. I was reared in a staunchly religious, fundamentalist subculture, and the first step in my seeing the world more broadly came from talking with people from different religions and backgrounds. I found that these people weren’t as suspect as I had imagined them to be and discovered we had a great deal in common. But over time, I needed more than just conversation with my “Other” to sustain my growth and development in cultural intelligence.

I’ve grown increasingly fatigued and bored by unending conversation that doesn’t lead to action. We need to move beyond politically correct, culturally sensitive agendas that minimize debate and overemphasize common ground. And we need to move toward action-oriented, robust discussions that lean as much into our differences as our similarities, for therein may lie our greatest insights for innovation and action.

Diversity × CQ = Innovation

Diversity is here to stay. And it’s going to continue to shape the way you operate internally and externally. Diversity by itself does not lead to better innovations. And many of the predominant diversity approaches miss the mark. But cultural intelligence is what makes the difference. The cultural intelligence of the individuals on a diverse team determines whether the team’s diversity promotes or deters innovation. When you’re involved in a situation characterized by cultural diversity, your CQ is the multiplying force that predicts whether you experience positive or negative benefits from diversity. Those with high CQ can manage the differences to come up with better solutions, while those with low CQ are continually frustrated when working with diverse colleagues and customers.

The top two reasons organizations need culturally intelligent personnel are the growing realities of increasingly diverse markets and the growing diversity among members of the workforce. For most organizations, the greatest opportunities for growth exist in expanding across a diversity of markets at home and abroad. Fortune 500 companies expect the greatest revenue streams over the next decade to come from emerging markets, and top universities are recruiting students from around the world and from groups previously underrepresented on their campuses. One of the best ways to effectively reach these diverse markets is through a diverse workforce. The convergence of consumer diversity with workplace diversity is the nexus of the greatest challenges and opportunities for a culturally intelligent approach.

TOP TWO REASONS CULTURAL INTELLIGENCE IS NEEDED


1. Diverse Markets

2. Diverse Workforce

The convergence of consumer diversity with workplace diversity is the nexus of the greatest opportunities and challenges for a culturally intelligent approach to innovation.



How do you ensure that diversity leads to innovation and improved solutions rather than gridlock and inferior results? And how should you address this when there’s already a significant level of diversity fatigue on the part of many in the workforce? Diverse teams can come up with far more innovative solutions than homogenous teams, but it’s not automatic. The key lies in minimizing the interpersonal conflict from diverse groups and maximizing the informational diversity that exists in the varied perspectives and values.13 This is what gave birth to our work in cultural intelligence at the Cultural Intelligence Center. We encountered leaders who had extensive understanding about different cultures but still couldn’t effectively develop a plan for leading a culturally diverse team. We observed teams that were aware of their internal biases but still couldn’t work together productively. And we saw organizations that successfully hired a more diverse population but found themselves stuck in gridlock. Cultural intelligence addresses these shortcomings by providing a more sophisticated approach for working across cultures.

Cultural intelligence, or CQ, is the capability to relate and work effectively in culturally diverse situations. Our research on cultural intelligence finds that the culturally intelligent have developed skills in four capabilities. The four capabilities (see Figure 1-1) are:

1. CQ Drive (Motivation): Having the interest, confidence, and drive to adapt cross-culturally

2. CQ Knowledge (Cognition): Understanding intercultural norms and differences

3. CQ Strategy (Metacognition): Making sense of culturally diverse experiences and planning accordingly

4. CQ Action (Behavioral): Changing verbal and nonverbal actions appropriately when interacting cross-culturally

Figure 1-1 Four CQ Capabilities
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The research proves that all people can improve their CQ, and there are several promising results predicted by higher levels of CQ. (See Appendix A for additional information on assessing and developing the four capabilities of cultural intelligence.)

ROI of High CQ for Individuals

Your CQ predicts how you will perform when working in culturally diverse situations—whether living or traveling internationally, working on a project with culturally diverse colleagues or customers, or working across two different organizational cultures. Meanwhile, 90 percent of leading executives from 68 countries identify cross-cultural skills as one of the most important capabilities needed in remaining competitive.14 Therefore, the higher your CQ, the more likely you will outperform others, gain new opportunities, earn higher wages, and experience success working in the diverse, globalized context.

ROI of High CQ for Organizations

The most important ROI for organizations with culturally intelligent individuals is that companies are more likely to accomplish their mission in culturally diverse situations. When CQ levels are low, diverse teams underperform homogenous teams. But when CQ levels are high, diverse teams outperform homogenous teams on several measurements—productivity, employee engagement, profitability, innovation, etc. More specifically, organizations that have employees with high CQ can expect:

• Expansion into culturally diverse markets (global or domestic): Adapting local delivery of products and services to diverse markets

• High-quality service to culturally diverse customers, patients, or students: Anticipating how to best serve culturally diverse customers and respond appropriately when mistakes and misunderstandings occur

• Speed and efficiency: Closing deals and accomplishing results effectively and efficiently in culturally diverse contexts

• Productive global assignments: Successful and sustainable international assignments

• Becoming an employer of choice: Attract and retain global talent when cultural intelligence is valued and modeled throughout the organization

• Profitability and cost savings: High-quality results and bottom-line performance when employees have high CQ

• Multicultural team effectiveness: Effective communication and performance as a diverse team.15

One of the ways we’ve examined the connection between diversity, CQ, and innovation is by looking at how diversity and CQ influence the degree to which individuals speak up on culturally diverse teams. Speaking up to express one’s ideas and opinions is a critical part of the innovation process. But it’s an exercise fraught with risk. A couple of my colleagues conducted research on how CQ influences whether a diverse team member speaks up. In one study, data were collected from 303 students attending an Asian university. All of the students were placed on teams that were assigned a complex, three-month project that represented a significant portion of their course grade. Some of the teams were made up of students from nationally diverse backgrounds, and other teams had students who were all from the same nationality. Students with low CQ were less likely to speak up if they were on one of the diverse teams as compared to if they were on a homogenous team. However, the students with high CQ spoke up as much or more on a diverse team as they did on a homogenous one. Their CQ attenuated the potential risks of voicing their input among a group of culturally diverse peers. As a result, the diverse teams that had students with higher levels of CQ came up with the more creative approaches to their group assignments.

The study was replicated by examining 205 supervisor-subordinate relationships across 41 offices of a multinational organization headquartered in Europe. The effects were similar to the study with the students. Subordinates with low CQ who reported to supervisors from a different cultural background were less likely to speak up and offer their ideas to their supervisor. But subordinates with high CQ consistently offered their input regardless of the cultural differences.16

Thus, high CQ predicts the degree to which individuals speak up in culturally diverse situations. In addition, individuals with high CQ are more likely to overcome the interpersonal challenges and anxieties created by cultural diversity. They build trust and engage in risk-taking behaviors such as voicing contrary opinions, and they do so in ways that are nonthreatening to others. We’ll explore this critical finding further in Chapter 8 when we look at how to effectively generate ideas from a culturally diverse group.

The research on the potential benefits of diversity continues to grow. A growing body of evidence supports the idea that organizations that learn how to effectively obtain the ideas and input of a diverse workforce outpace those that are solely operating from a monolithic perspective.17 Google’s internal employment survey found that teams that were both diverse and inclusive were also the best at innovation. Sara Ellison, an economics researcher from MIT, conducted a study that demonstrated the improved business results that can come from teams with greater gender balance. The teams that had both genders equally represented and equipped participants to intentionally utilize the gender differences came up with more creative solutions than teams dominated by one gender. One professional service firm saw its revenue increase by 41 percent when it developed a plan to form teams with equal numbers of men and women and equipped them to utilize the value of their different perspectives.18

Jack Ma, the founder of Alibaba, says, “One of the secret sauces for Alibaba’s success is that we have a lot of women.”19 Women hold 47 percent of all jobs at Alibaba and 33 percent of all senior positions—a stark contrast to what typically happens in tech firms. Women bring new knowledge, skills, and networks to the table and take fewer unnecessary risks. But the key lies in whether their female perspectives are effectively utilized with cultural intelligence. Even following a diversity of people on Twitter has been proven to yield more innovative ideas than only following people who are similar to you.20

Novartis, the Swiss pharmaceutical giant, combines its commitment to cultural intelligence with utilizing multicultural employee resource groups to provide market research for launching new brands. The cultural perspectives offered by the staff provide a built-in resource that offers better findings than traditional market research findings and for virtually no cost. The research indicates that when a culturally intelligent team has at least one member who comes from the same cultural background as a targeted end user, the entire team better understands that user. In fact, one study found that a team with a member who shares a client’s ethnicity is 152 percent more likely to understand that client than a team without someone from that background.21 And because cultural intelligence is a multiplying force, the more cultural diversity and the higher the CQ among the team members, the greater the innovative potential. Novartis estimates that it has saved millions of dollars by using its built-in diversity while simultaneously using its culturally intelligent, multicultural teams to provide innovative solutions that improve and save people’s lives.

The greater the diversity on your team, the more likely you can uncover potential problems and come up with creative solutions. True, it’s a process that comes more slowly, and it’s often much more difficult. When everyone sees things the same, there’s an ease with which people can relate, work, and openly share their thoughts. Most teams find it more enjoyable, and it’s more efficient in the short run. But that’s a shortsighted view. When diverse teams draw upon their differences with cultural intelligence, it leads to better results. And with time, it’s far more rewarding because you get to see the world in much more colorful ways.

Conclusion

Diversity is. The convergence of consumer diversity with workplace diversity is the nexus of the greatest challenges and opportunities related to innovation. Homogenous teams outperform diverse teams when CQ levels are low. But when team members have high CQ, diverse teams are more innovative and productive than homogenous teams are.

I promise you more than empty platitudes about the benefits of diversity. Instead, we’re going to look at empirical findings and best practices from leaders and organizations around the world that are tapping into the opportunities of culturally intelligent innovation. We’ll begin with the essential elements for building a climate for culturally intelligent innovation; then we’ll walk through the process for driving culturally intelligent innovation.

Managing diversity is a long-term game. Nancy Lee, Google’s diversity chief, acknowledges how far her company has to go to change its white, male-dominated workforce. But she and her colleagues are committed to it. She says, “To succeed in business today, you need ideas coming from every perspective and background. Period.”22

DIVERSITY × CQ = INNOVATION


The cultural intelligence of the individuals on a diverse team determines whether the team’s diversity promotes or deters innovation. Improve CQ to gain the benefits of diversity.
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