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| IDEAS & TRENDS | | MANAGING TECHNOLOGY |

HBR CASE STUDY

29 | Too Far Ahead of the 
IT Curve?
John P. Glaser

Peachtree Healthcare has major IT infra-
structure problems, and CEO Max Berndt 
is struggling to fi nd the right fi x. He can 
go with a single set of systems and ap-
plications that will provide consistency 
across Peachtree’s facilities but may not 
give doctors enough fl exibility. Or he can 
choose service-oriented architecture 
(SOA), a modular design that will allow 
Peachtree to standardize incrementally 
and selectively but poses certain risks as 
a newer technology. What should he do? 
Four experts comment on this fi ctional 
case study, authored by John P. Glaser, 
CIO for Partners HealthCare System.

George C. Halvorson, the chairman 
and CEO of Kaiser Permanente, warns 
against using untested methodologies 
such as SOA in a health care environ-
ment, where lives are at stake. He says 
Peachtree’s management must clarify its 
overall IT vision before devising a plan to 
achieve each of its objectives.

Monte Ford, the chief information of-
fi cer at American Airlines, says Peachtree 
can gradually replace its old systems with 
SOA. An incremental approach, he points 
out, would not only minimize risk but also 
enhance fl exibility and control, and would 
allow IT to shift priorities along the way. 

Randy Heffner, a vice president at 
Forrester Research who focuses on tech-
nology architectures for computer-based 
business systems, thinks SOA’s modular 
approach to business design would best 
meet Peachtree’s need for fl exibility. He 
says that Peachtree’s CIO sees SOA as a 
new product category but should instead 
view it as a methodology.

John A. Kastor, a professor at the 
University of Maryland School of Medi-
cine, questions the goal of standardized 
care. He argues that it would be diffi cult 
to persuade doctors, many of whom are 
fi ercely independent, to follow rigid pat-
terns in their work. 
Reprint R0707A

Reprint Case only R0707X

Reprint Commentary only R0707Z

FORETHOUGHT

18 | Private Equity’s Long View
Walter Kiechel III

When getting a company ready to sell 
in the short term, it turns out, PE fi rms 
employ many of the best strategy prac-
tices – use debt aggressively, focus on 
cash fl ow, reduce costs, concentrate on 
the dominant part of the business and 
sell the rest – that make for success in 
the long term. They just do it in months, 
not years. Reprint F0707A

Forward-Thinking Cultures
Mansour Javidan

Singapore is the most future-oriented 
country in the world, new research from 
Thunderbird business school reveals, 
whereas Russia is the least. Yet people 
the world over aspire to plan for the 
future, a fact global managers can use 
to inspire workers in present-oriented 
cultures to look ahead. Reprint F0707B

The Hidden Good News About CEO 
Dismissals
Chuck Lucier and Jan Dyer

Four times more CEOs are being fi red 
today than in 1995, a Booz Allen Hamil-
ton study fi nds. That’s good news. It’s 
not that CEOs are being pressured to 
think more in the short term; it’s that 
boards are fi nally clearing away the dead 
wood. Reprint F0707C

A Growing Focus on Preparedness
Darrell Rigby and Barbara Bilodeau

Scenario-planning tools are getting 
better, and companies are using them 
more effectively to prepare for an 
uncertain future, according to the latest 
results from Bain & Company’s ongoing 
14-year survey of corporate tool use. 
Reprint F0707D

The Cost of Myopic Management
Natalie Mizik and Robert Jacobson

A study of 2,859 fi rms shows that 
com panies unwisely cutting costs to 
artifi cially improve performance are 
fooling no one for long. Their stock 
rises sharply right afterward but falls 
precipitously in the next few years, as 
poor management comes home to roost. 
Reprint F0707E

A Formula for the Future
A Conversation with CEO Craigie Zildjian

The oldest family-run business in the U.S., 
the Zildjian Company has been making 
cymbals, fi rst in Turkey and then in Amer-
ica, since 1623. As a 14th-generation 
leader of the company, Craigie Zildjian 
sees innovation in collaboration with 
customers as her best path to continued 
success. Reprint F0707F

Productivity Is Killing American 
Enterprise
Henry Mintzberg

When they cut R&D, underinvest in their 
brands, and – worse – cut worker and 
middle management ranks, leaders are 
merely punishing their employees (and 
stockholders) for their own inability to 
create real value, says this McGill Uni-
versity professor. Productivity improve-
ments come from better management 
or applying new technologies, not from 
making fewer people do more work. 
Reprint F0707G

Where More R&D Dollars 
Should Go
Jim Scinta

Companies are expecting to spend more 
on R&D this year, but they’re putting it 
in the wrong place – too much on new 
project development and not enough 
on the basic research that will produce 
tomorrow’s revenues. Reprint F0707H

Reviews 
Featuring Panasonic: The Largest Corpo-
rate Restructuring in History, by Francis 
McInerney.
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| GENERAL MANAGEMENT |

41 | The Next 20 Years: 
How Customer and Workforce 
Attitudes Will Evolve
Neil Howe and William Strauss

Business projects with very long time 
horizons – such as those involving prod-
uct R&D, workplace design, and total 
compensation planning – have to contend 
with a crucial question: What will be the 
needs, demands, and desires of consum-
ers and employees decades from now? If 
you think the answer is “Just more of the 
same,” you’re in for a surprise.

Howe and Strauss, the authors of 
Generations, The Fourth Turning, Millenni-
als Rising, and other books, have studied 
the differences among generations for 
some 30 years. Their extensive research 
has revealed a fascinating pattern – one 
so strong that it supports a measure of 
predictability. On the basis of historical 
precedent, they say, we can foresee how 
the generations that are alive today will 
think and act in decades to come.

Three of those generations will still be 
vital forces in American society 20 years 
from now: Boomers, Generation X, and 
Millennials. Their attitudes and behav-
iors will have profound effects on the 
economy, the workplace, and social insti-
tutions in general. For example, as aging 
Boomers eschew high-tech medicine in 
favor of holistic self-care, natural foods, 
and mind-body healing techniques, some 
hospitals are opening new wings featur-
ing alternative medicine and spiritual 
counseling. Gen Xers, having grown up 
in an era of failing schools and marriages, 
will remain alienated, disaffected, and 
pragmatic as they enter midlife. Already 
the greatest entrepreneurial generation in 
U.S. history, they will be highly effective 
at pushing innovation, effi ciency, and 
mass customization. In contrast, young 
adult Millennials will favor teamwork, 
close family relationships, job secu-
rity, and a bland popular culture. Their 
unprecedented digital empowerment and 
talent for organizing will create a political 
powerhouse and may even revitalize the 
union movement.
Reprint R0707B

| GENERAL MANAGEMENT |

54 | Who Owns the Long Term? 
Perspectives from Global Business 
Leaders 
Maurice Lévy, Mike Eskew, Wulf H. Bernotat, 
and Marianne Barner

Day-to-day management is challenging 
enough for CEOs. How do they manage 
for the long term as well? We posed that 
question to four top executives of global 
companies. 

According to Maurice Lévy, chairman 
and CEO of Publicis Groupe, building the 
future is really about building the present 
and keeping close to the front line – those 
who deal with your customers and mar-
kets. He also attributes his company’s 
success in large part to knowing when 
to take action: In a market where clients’ 
needs steer your long-term future, timing 
is everything. 

UPS Chairman and CEO Mike Eskew 
emphasizes staying true to your vision 
and values over the long run, despite 
meeting obstacles along the way. It took 
more than 20 years, and many lessons 
learned, to produce consistent profi ts 
in what is today the company’s fastest-
growing and most profi table business: 
international small packages.

Wulf H. Bernotat, CEO of E.ON, 
examines the challenges facing business 
leaders and politicians as they try to 
balance energy needs against potential 
environmental damage. He calls for 
educating people about consumption and 
waste, and he maintains that a diverse 
and reliable mix of energy sources is the 
only way to ensure a secure supply while 
protecting our environment.

Finally, Marianne Barner, the director 
of corporate communications and om-
budsman for children’s issues at IKEA, 
discusses how the company is taking 
steps to improve the environment and 
be otherwise socially responsible. For 
example, it’s partnering with NGOs to 
address child labor issues and, on its 
own, is working to help mitigate climate 
change. IKEA’s goals include using re-
newable sources for 100% of its energy 
needs and cutting its overall energy 
consumption by 25%. 
Reprint R0707C

| LEADERSHIP |

THE HBR INTERVIEW

74 | Lessons from Toyota’s 
Long Drive
Katsuaki Watanabe

Interviewed by Thomas A. Stewart 
and Anand P. Raman

Last December the Toyota Motor Corpo-
ration offi cially forecast that it would sell 
9.34 million cars in 2007 – which could 
make it the world’s largest automaker. 
However, rapid growth and globalization 
have created many pressures for the 
company, and the strain of success is 
already beginning to show. Two HBR 
editors interviewed Toyota’s president, 
Katsuaki Watanabe, and several top 
executives to learn about the strategies 
they’re developing to cope in the future. 

For well over a decade, J.D. Power 
and other research fi rms have consis-
tently rated Toyotas among the top 
automobiles for quality, reliability, and 
durability. But in 2006 a series of prob-
lems with its cars threatened to sully 
the company’s reputation. What’s more, 
speedy expansion to meet demand and 
the struggle to keep pace with technolog-
ical change have combined to challenge 
Toyota’s grand ambitions and its famed 

“Toyota Way.”
For Watanabe, being number one 

means “being the best in the world 
in terms of quality.” If Toyota’s quality 
continues to improve, he says, volume 
and revenues will follow. If problems 
arise from overstretching, he wants 
them made visible, because then his 
people will “rack their brains” to solve 
them – and if that means postponing 
growth, so be it.

Toyota’s long-term strategy involves 
developing both global and regional car 
models in order to compete worldwide 
with a full line of products. Watanabe 
aims to achieve his goals through a com-
bination of kaizen (“continuous improve-
ment”) and kakushin (“radical innova-
tion”). One of his visions for the future is 
a “dream car”: a vehicle that cleans the 
air, prevents accidents, promotes health, 
evokes excitement, and can drive around 
the world on a single tank of gas.
Reprint R0707E
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| STRATEGY & COMPETITION |

84 | To Succeed in the Long Term, 
Focus on the Middle Term
Geoffrey A. Moore 

When a mature company fails to endure 
over the long term, it’s often due to 
the “Horizon 2 vacuum,” argues Moore, 
author of Crossing the Chasm and several 
other books on innovation strategy, and 
managing director of the consulting fi rm 
TCG Advisors. The reference is to the 
strategic horizons outlined by McKinsey’s 
Mehrdad Baghai and colleagues in The 
Alchemy of Growth: Horizon 1 is today’s 
cash-generating business, Horizon 2 is 
the set of innovations just being com-
mercialized, and Horizon 3 consists of 
forward-thinking R&D.

Most companies understand they 
must invest in their future, so the funding 
and management of Horizon 3 is not 
the problem. The trouble starts when 
those innovations are brought to market 
and must compete with the mainstay 
business for company resources. They 
disappear from top management’s radar 
screen and suffer a level of neglect few 
ventures could survive.

Cisco Systems is one company that 
has recognized the problem and tried 
to address it. To begin with, CEO John 
Chambers has insulated Horizon 2 
projects from many of the pressures of 
Horizon 1 – for example, by reorchestrat-
ing sales coverage so that emerging 
markets won’t be neglected. He has also 
kick-started some Horizon 2 businesses 
by augmenting them with acquisitions, 
increasing their scale, and giving them 
more management attention. For the 
same reason, he has challenged his 
head of product development to think 
in terms of new businesses, not simply 
new products – knowing that the latter 
tend to get lost in salespeople’s bags. 
Most important, Cisco is handicapping its 
Horizon 2 projects so that they need not 
compete head-to-head with established 
businesses. Their success is judged by 
metrics that are appropriate to new busi-
nesses, and they are given the benefi t of 
Cisco’s best managerial talent. 
Reprint R0707F

| LEADERSHIP |

92 | Building a Leadership Brand 
Dave Ulrich and Norm Smallwood

How do some fi rms produce a pipeline of 
consistently excellent managers? Instead 
of concentrating merely on strengthening 
the skills of individuals, these companies 
focus on building a broad organizational 
leadership capability. It’s what Ulrich 
and Smallwood – cofounders of the 
RBL Group, a leadership development 
consultancy – call a leadership brand.

Organizations with leadership brands 
take an “outside-in” approach to execu-
tive development. They begin with a 
clear statement of what they want to be 
known for by customers and then link it 
with a required set of management skills. 
The Lexus division of Toyota, for instance, 
translates its tagline – “The pursuit of 
perfection” – into an expectation that 
its leaders excel at managing quality 
processes. The slogan of Bon Secours 
Health System is “Good help to those in 
need.” It demands that its managers bal-
ance business skills with compassion and 
caring. The outside-in approach helps 
fi rms build a reputation for high-quality 
leaders whom customers trust to deliver 
on the company’s promises.

In examining 150 companies with 
strong leadership capabilities, the au-
thors found that the organizations follow 
fi ve strategies. First, make sure manag-
ers master the basics of leadership – for 
example, setting strategy and groom-
ing talent. Second, ensure that leaders 
internalize customers’ high expectations. 
Third, incorporate customer feedback into 
evaluations of executives. Fourth, invest 
in programs that help managers hone the 
right skills, by tapping customers to par-
ticipate in such programs. Finally, track 
the success of efforts to build leadership 
bench strength over the long term.

The result is outstanding manage-
ment that persists even when individual 
executives leave. In fact, companies with 
the strongest leadership brands often 
become “leader feeders” – fi rms that 
regularly graduate leaders who go on to 
head other companies.
Reprint R0707G; HBR Article Collec-

tion “Building Your Leadership 

Bench” 2281

| MARKETING |

104 | If Brands Are Built over Years, 
Why Are They Managed over 
Quarters? 
Leonard M. Lodish and Carl F. Mela

Brands are on the wane. Many consumer-
goods companies blame the big-box dis-
count retailers, but the Wharton School’s 
Leonard Lodish and the Fuqua School’s 
Carl Mela have a different explanation. 
Their research suggests that companies 
have damaged their brands by investing 
too much in short-term price promotions 
and too little in long-term brand building. 
To rescue their brands and increase prof-
itability, corporate managers must arm 
themselves with long-term measures 
of brand performance and use them to 
make smarter marketing decisions.

Several factors explain the short-
sightedness of brand management: the 
increased availability of weekly, or even 
hourly, scanner data, which show a clear 
link between discounts and immediate 
boosts in sales; the relative diffi culty 
of measuring the effects of advertis-
ing, new-product development, and 
distribution – all of which can contribute 
to a brand’s long-term health; the short 
tenure of most brand managers; and 
the near-term orientation of Wall Street 
analysts.

Although discounts do increase sales 
in the short term, they ultimately lower 
profi t margins. If a product is often 
discounted, consumers learn to buy it 
only when it’s on sale. Moreover, when 
one fi rm increases its discounts, others 
usually follow suit, lowering everyone’s 
margins. 

Executives can monitor a brand’s 
long-term performance by watching 
a dashboard of measures. Only after 
examining such measures, for example, 
did managers at Clorox discover that 
the company’s heavy discounting and 
decreased advertising had caused a 
steady decline in overall bleach sales 
and profi t margins. In response, Clorox 
reduced discounting and increased televi-
sion advertising, moves that ultimately 
strengthened the brand and reversed the 
fi rm’s downward trends.
Reprint R0707H; HBR Article Collec-

tion “Building A+ Brands” 2282
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| SELF-MANAGEMENT |

114 | The Making of an Expert 
K. Anders Ericsson, Michael J. Prietula, 
and Edward T. Cokely 

Popular lore tells us that genius is born, 
not made. Scientifi c research, on the 
other hand, reveals that true expertise 
is mainly the product of years of intense 
practice and dedicated coaching. Ordi-
nary practice is not enough: To reach 
elite levels of performance, you need to 
constantly push yourself beyond your 
abilities and comfort level. Such disci-
pline is the key to becoming an expert in 
all domains, including management and 
leadership.

Those are the conclusions reached 
by Ericsson, a professor of psychology 
at Florida State University; Prietula, a 
professor at the Goizueta Business 
School; and Cokely, a research fellow 
at the Max Planck Institute for Human 
Development, who together studied data 
on the behavior of experts, gathered by 
more than 100 scientists. What consis-
tently distinguished elite surgeons, chess 
players, writers, athletes, pianists, and 
other experts was the habit of engaging 
in “deliberate” practice – a sustained fo-
cus on tasks that they couldn’t do before. 
Experts continually analyzed what they 
did wrong, adjusted their techniques, and 
worked arduously to correct their errors.

Even such traits as charisma can be 
developed using this technique. Working 
with a drama school, the authors created 
a set of acting exercises for manag-
ers that remarkably enhanced execu-
tives’ powers of charm and persuasion. 
Through deliberate practice, leaders can 
improve their ability to win over their 
employees, their peers, or their board of 
directors.

The journey to elite performance is 
not for the impatient or the faint of heart. 
It takes at least a decade and requires 
the guidance of an expert teacher to pro-
vide tough, often painful feedback. It 
also demands would-be experts to de-
velop their “inner coach” and eventually 
drive their own progress.
Reprint R0707J

| STRATEGY & COMPETITION |

122 | Six Rules for Effective 
Forecasting
Paul Saffo

The primary goal of forecasting is to iden-
tify the full range of possibilities facing 
a company, society, or the world at large. 
In this article, Saffo demythologizes the 
forecasting process to help executives 
become sophisticated and participative 
consumers of forecasts, rather than 
passive absorbers. He illustrates how to 
use forecasts to at once broaden under-
standing of possibilities and narrow the 
decision space within which one must 
exercise intuition.

The events of 9/11, for example, were 
a much bigger surprise than they should 
have been. After all, airliners fl own 
into monuments were the stuff of Tom 
Clancy novels in the 1990s, and everyone 
knew that terrorists had a very personal 
antipathy toward the World Trade Center. 
So why was 9/11 such a surprise? What 
can executives do to avoid being blind-
sided by other such wild cards, be they 
radical shifts in markets or the seem-
ingly sudden emergence of disruptive 
technologies? 

In describing what forecasters are try-
ing to achieve, Saffo outlines six simple, 
commonsense rules that smart manag-
ers should observe as they embark on 
a voyage of discovery with professional 
forecasters. Map a cone of uncertainty, 
he advises, look for the S curve, embrace 
the things that don’t fi t, hold strong 
opinions weakly, look back twice as far 
as you look forward, and know when not 
to make a forecast.
Reprint R0707K

| STRATEGY & COMPETITION |

138 | Managing Our Way to 
Economic Decline
Robert H. Hayes and William J. Abernathy

This article was controversial when fi rst 
published in 1980. At the time, American 
business was suffering from marked 
deterioration in competitive vigor and 
economic well-being, which most econo-
mists and business leaders attributed 
to factors such as the virus of infl ation, 
the limitations imposed by government 
regulation and tax policy, and the feverish 
price escalation by OPEC. Not quite right, 
say the authors. 

In their judgment, responsibility rests 
not with general economic forces alone 
but also with the failure of American 
managers to keep their companies 
technologically competitive over the long 
run. Drawing on their extensive work in 
the manufacturing sector, as well as their 
association with Harvard’s International 
Senior Managers Program in Vevey, 
Switzerland, the authors prescribe some 
strong medicine for American busi-
ness. They compare the U.S. system of 
management with those of Europe and 
Japan and call for fundamental shifts in 
management attitudes and practices. In 
advocating change, they also reaffi rm the 
importance of following business basics: 
to invest, innovate, lead, and create value 
where none existed previously. 

The original article now includes a 
sidebar by Hayes, who summarizes 
what has – and what has not – changed 
in American management over the past 
27 years. He encourages managers to 
go beyond the traditional fundamentals 
to implement a new set of essentials for 
today’s networked, virtual world. 
Reprint R0707L
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| PERFORMANCE MEASUREMENT |

150 | Using the Balanced 
Scorecard as a Strategic 
Management System
Robert S. Kaplan and David P. Norton

The balanced scorecard revolutionized 
conventional thinking about performance 
metrics. When Kaplan and Norton fi rst 
introduced the concept, in 1992, compa-
nies were busy transforming themselves 
to compete in the world of information; 
their ability to exploit intangible assets 
was becoming more decisive than their 
ability to manage physical assets. The 
scorecard allowed companies to track fi -
nancial results while monitoring progress 
in building the capabilities needed for 
growth. The tool was not intended to be 
a replacement for fi nancial measures but 
rather a complement – and that’s just 
how most companies treated it.

Some companies went a step further, 
however, and discovered the scorecard’s 
value as the cornerstone of a new strate-
gic management system. In this article 
from 1996, the authors describe how the 
balanced scorecard can address a seri-
ous defi ciency in traditional management 
systems: the inability to link a company’s 
long-term strategy with its short-term 
fi nancial goals. The scorecard lets man-
agers introduce four new processes that 
help companies make that important link.

The fi rst process – translating the 
vision – helps managers build a consen-
sus concerning a company’s strategy and 
express it in terms that can guide action 
at the local level. The second – commu-
nicating and linking – calls for communi-
cating a strategy at all levels of the 
orga nization and linking it with unit and 
individual goals. The third – business 
planning – enables companies to inte-
grate their business plans with their 
fi nancial plans. The fourth – feedback and 
learning – gives companies the capacity 
for strategic learning, which consists of 
gathering feedback, testing the hypoth-
eses on which a strategy is based, and 
making necessary adjustments.
Reprint R0707M

| KNOWLEDGE MANAGEMENT |

162 | The Knowledge-Creating 
Company
Ikujiro Nonaka

In an economy where the only certainty 
is uncertainty, the one sure source of 
lasting competitive advantage is knowl-
edge. Yet, few managers understand the 
true nature of the knowledge-creating 
company – let alone know how to man-
age it.

According to this 1991 article by Japa-
nese organizational theorist Ikujiro Non-
aka, the problem is that most Western 
managers defi ne knowledge – and what 
companies must do to exploit it – too nar-
rowly. They believe that the only useful 
knowledge is “hard” (read “quantifi able”) 
data. And they see the company as a kind 
of machine for information processing.

Nonaka shows us another way to think 
about knowledge and its role in business 
organizations. He uses vivid examples 
from highly successful Japanese com-
panies such as Honda, Canon, NEC, and 
Sharp. Managers at these companies 
recognize that creating new knowledge 
is not simply a matter of mechanistically 
processing objective information. Rather, 
it depends on tapping the tacit and often 
highly subjective insights, intuitions, 
and ideals of employees. The tools for 
making use of such knowledge are often 

“soft” – such as slogans, metaphors, and 
symbols – but they are indispensable for 
continuous innovation. 

The reasons Japanese companies are 
especially adept at this holistic kind of 
knowledge creation are complex. But the 
key lesson for managers is quite simple: 
Much as manufacturers worldwide have 
learned from Japanese manufacturing 
techniques, companies that want to com-
pete on the knowledge playing fi eld must 
also learn from Japanese techniques of 
knowledge creation.
Reprint R0707N

| STRATEGY & COMPETITION |

172 | A Road Map for Natural 
Capitalism
Amory B. Lovins, L. Hunter Lovins, and 
Paul Hawken

No one would run a business without 
accounting for its capital outlays. Yet 
in 1999, when this article was originally 
published, most companies overlooked 
one major capital component – the value 
of the earth’s ecosystem services. It 
was a staggering omission: Calculations 
at that time placed the value of those 
services – water storage, atmosphere 
regulation, climate control, and others – 
at $33 trillion per year. 

Not accounting for that cost has led 
to waste on a grand scale, the authors 
maintain. This article shows how a 
few farsighted companies, like DuPont 
and Xerox, were able to fi nd powerful 
business opportunities in conserving 
resources on a similarly grand scale. Their 
early embrace of natural capitalism is 
even more important to emulate today. 

Natural capitalism comprises four 
major shifts in business practices. The 
fi rst involves dramatically increasing the 
productivity of natural resources – by as 
much as 100-fold. In the second stage, 
companies adopt closed-loop production 
systems that yield no waste or toxicity. 
The third stage requires a fundamental 
change of business model – from sell-
ing products to delivering services. For 
example, instead of selling lightbulbs, a 
manufacturer sells lighting services, with 
both the seller and the customer benefi t-
ing from the development of extremely 
effi cient, durable bulbs. The last stage 
involves reinvesting in natural capital to 
restore, sustain, and expand the planet’s 
ecosystem. 

Because natural capitalism is both 
necessary and profi table, it will subsume 
traditional industrialism, the authors 
argue, just as industrialism subsumed 
agrarianism. And the companies that 
are furthest down the road will have the 
competitive edge.
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