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How Strategists Really Think:
Tapping the Power of Analogy
Giovanni Gavetti and Jan W. Rivkin

The exhilarating feeling of “I’ve seen this situation
before!” leads sometimes to strategic breakthroughs,
sometimes to disaster. Here’s how to make sure your
analogical reasoning is on the money.

Seven Transformations of Leadership
David Rooke and William R. Torbert

Few leaders try to understand their leadership styles.
They should, because those who undertake a voyage
of personal understanding and development can trans-
form not only their own capabilities but those of their
companies.

Countering the Biggest Risk of All
Adrian ). Slywotzky and John Drzik

You can hedge, but you can’t hide from “strategic
risks”—the events and trends that can devastate your
company’s growth trajectory and shareholder value.
Learn to anticipate and manage these threats system-
atically. (You may even be able to turn some of them
into growth opportunities.)

92

102

The Quest for Customer Focus
Ranjay Gulati and James B. Oldroyd

What do customers really want? What does your com-
pany really need to know about them? You won’t find
out simply by conducting a survey or installing a CRM
system. The road to enlightenment is much longer and
harder than that—but those who go the distance have
the profits to show for it.

The Relative Value of Growth
Nathaniel J. Mass

You might be surprised at how much more valuable it
can be to grow than to cut costs. Now you can determine
which of your corporate strategies are working to deliver
value and whether you are pulling the most powerful
levers for value creation.

continued on page 8
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FROM THE EDITOR

When Businesspeople Think
As several articles in this issue make
clear, understanding how managers’
minds churn is often more important
than knowing what they’re thinking.

FORETHOUGHT

Professional service firms may no longer
be the best role models for corpora-
tions...HR? A launching pad?...A sys-
tem for scripting successful TV ads...
Think twice before trimming HQ staff...
Knowledge work is (basically) here to
stay...Consumers do know the difference
between “tall” and “medium”...The “bro-
ken windows” crime-prevention theory
applies to business as well...Earnings in
middle-wage countries are stagnating...
What your logo font says about you...
HR needs to segment talent strategi-
cally...Avoid an overload of meetings...
The coming of femtosecond lasers.

2004 MCKINSEY AWARDS

HBR CASE STUDY
Class—or Mass?
Idalene F. Kesner and Rockney Walters

Neptune Gourmet Seafood has a vast
amount of excess inventory. If the com-
pany slashes prices or creates a low-
priced brand to get rid of the surplus, it
could trigger a price war, cannibalize
sales of its other products, and destroy
its premium image.

DIFFERENT VOICE
Strategic Intensity:

A Conversation with World Chess
Champion Garry Kasparov

The greatest challenge for highly suc-
cessful people is to stay passionate
about being at the top, says the world’s
number one chess player. The secret to
lasting triumph? You must be lucky in
your enemies.
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STRATEGIC HUMOR

HBR AT LARGE

Selection Bias and the Perils
of Benchmarking

Jerker Denrell

Looking to successful companies for
best practices may seem like a no-
brainer, but it’s an approach that’s
doomed to failure.

BEST PRACTICE

The Half-Truth of First-Mover
Advantage

Fernando Suarez and

Gianvito Lanzolla

Sometimes the first company to move
into a new product category is simply
the first to get clobbered. To improve the
odds of success, a first mover needs to
analyze the technological and market-
place environments it will be entering.

LETTERS TO THE EDITOR

Matching commitments with convic-
tions is important for personal and
professional fulfillment. It’s also at the
heart of good leadership.

EXECUTIVE SUMMARIES

PANEL DISCUSSION

Evil Unnecessaries

Don Moyer

It's one thing to improve or differenti-
ate a product by adding functions. It’s
another thing entirely to complicate a
product beyond users’ comprehension.

HARVARD BUSINESS REVIEW



THE GREAT
EQUALIZER.

When it comes to temperature,
the environment outside your
car is not always created equal.
Which is why we evened the
score with our intuitive climate
control in the LS. Strategically
placed solar and temperature
sensors detect hot or cool spots
inside, and automatically direct
airflow from the vents to those
areas. Thereby ensuring a more
comfortable ride for you and
your passengers. It's yet another
way the pursuit of perfection lives
from mile to mile. For additional
insight on what makes a Lexus

a Lexus, please visit lexus.com

|
L

i
=

T
>
>




MBI DN GIEY MILAN TOKYO CHICAGO TROY DALLAS BEVERLY HILLS PALM BEACH BOSTON

POLO.COoNM







L 00« "
registered t




accomplishments. It's pos
Is to create software that he
nstances develop their creatiy
chool, work, and life. microsoft:




FEATURES

54

66

78

April 2005

How Strategists Really Think:
Tapping the Power of Analogy
Giovanni Gavetti and Jan W. Rivkin

The exhilarating feeling of “I’ve seen this situation
before!” leads sometimes to strategic breakthroughs,
sometimes to disaster. Here’s how to make sure your
analogical reasoning is on the money.

Seven Transformations of Leadership
David Rooke and William R. Torbert

Few leaders try to understand their leadership styles.
They should, because those who undertake a voyage
of personal understanding and development can trans-
form not only their own capabilities but those of their
companies.

Countering the Biggest Risk of All
Adrian ). Slywotzky and John Drzik

You can hedge, but you can’t hide from “strategic
risks”—the events and trends that can devastate your
company’s growth trajectory and shareholder value.
Learn to anticipate and manage these threats system-
atically. (You may even be able to turn some of them
into growth opportunities.)

92

102

The Quest for Customer Focus
Ranjay Gulati and James B. Oldroyd

What do customers really want? What does your com-
pany really need to know about them? You won’t find
out simply by conducting a survey or installing a CRM
system. The road to enlightenment is much longer and
harder than that—but those who go the distance have
the profits to show for it.

The Relative Value of Growth
Nathaniel J. Mass

You might be surprised at how much more valuable it
can be to grow than to cut costs. Now you can determine
which of your corporate strategies are working to deliver
value and whether you are pulling the most powerful
levers for value creation.

continued on page 8

HARVARD BUSINESS REVIEW

COVER ART: JIM FRAZIER



UPHOLD YOUR BOND OBLIGATIONS. UPHOLD YOUR SHARE VALUE.

JPHOLD YOUR GROWTH

?ROJECTIONS?

JUST DON'T UPHOLD THE STATUS QUO.

Merrill Lynch provides financial advice and

strategic insight to position both issuers and

T investors for success in achieving their objectives.
m ' Our integrated teams working across multiple
) ?? “ disciplines bring the full strength of our resources
"%‘ ; together on behalf of our clients. We leverage
t, rigorous analysis, knowledge of the markets and

structuring expertise to help our clients identify
opportunities and realize their goals. This is how
Merrill Lynch develops and delivers exceptional

financial solutions for exceptional clients.

@g Merrill Lynch

Global Markets & Investment Banking Group

©2005 Merrill Lynch & Co., Inc




HBh

DEPARTMENTS

10

14

31

35

49

April 2005

FROM THE EDITOR

When Businesspeople Think
As several articles in this issue make
clear, understanding how managers’
minds churn is often more important
than knowing what they’re thinking.

FORETHOUGHT

Professional service firms may no longer
be the best role models for corpora-
tions...HR? A launching pad?...A sys-
tem for scripting successful TV ads...
Think twice before trimming HQ staff...
Knowledge work is (basically) here to
stay...Consumers do know the difference
between “tall” and “medium”...The “bro-
ken windows” crime-prevention theory
applies to business as well...Earnings in
middle-wage countries are stagnating...
What your logo font says about you...
HR needs to segment talent strategi-
cally...Avoid an overload of meetings...
The coming of femtosecond lasers.

2004 MCKINSEY AWARDS

HBR CASE STUDY
Class—or Mass?
Idalene F. Kesner and Rockney Walters

Neptune Gourmet Seafood has a vast
amount of excess inventory. If the com-
pany slashes prices or creates a low-
priced brand to get rid of the surplus, it
could trigger a price war, cannibalize
sales of its other products, and destroy
its premium image.

DIFFERENT VOICE
Strategic Intensity:

A Conversation with World Chess
Champion Garry Kasparov

The greatest challenge for highly suc-
cessful people is to stay passionate
about being at the top, says the world’s
number one chess player. The secret to
lasting triumph? You must be lucky in
your enemies.

90

114

121

128

131

136

STRATEGIC HUMOR

HBR AT LARGE

Selection Bias and the Perils
of Benchmarking

Jerker Denrell

Looking to successful companies for
best practices may seem like a no-
brainer, but it’s an approach that’s
doomed to failure.

BEST PRACTICE

The Half-Truth of First-Mover
Advantage

Fernando Suarez and

Gianvito Lanzolla

Sometimes the first company to move
into a new product category is simply
the first to get clobbered. To improve the
odds of success, a first mover needs to
analyze the technological and market-
place environments it will be entering.

LETTERS TO THE EDITOR

Matching commitments with convic-
tions is important for personal and
professional fulfillment. It’s also at the
heart of good leadership.

EXECUTIVE SUMMARIES

PANEL DISCUSSION

Evil Unnecessaries

Don Moyer

It's one thing to improve or differenti-
ate a product by adding functions. It’s
another thing entirely to complicate a
product beyond users’ comprehension.

HARVARD BUSINESS REVIEW



automation & control * building technologies * energy & power ¢ financial services * hearing solutions * home appliances * information & communication
lighting » material handling » medical solutions * transportation * water technologies usa.siemens.com

Who is improving efficiency and security

at airports all across the US?
We ar , We're siemens, a global innovation company helping the needs of businesses

and communities right here in the US. One of our specialties is providing
integrated services and solutions to enhance operational efficiency and strengthen the
integrity of airport security. From check-in through take-off to landing, we deliver solutions to
increase passenger comfort, baggage and cargo security, and airfield safety. We are the largest
manufacturer of baggage handling systems, and we maintain passenger and baggage screening
equipment at virtually all US commercial airports. And soon we’ll deliver the largest airport-wide
100% in-line baggage security screening system in the US. We also provide airfield lighting control
systems for sixty-five of the nation’s busiest airports. But unless you're one of the 70,000
Americans that we currently employ, you may not have heard of us. We're Siemens.

SIEMENS

Global network of innovation




FROM THE EDITOR

When Businesspeople Think

BUSINESS IS ALWAYS in a hurry.
“History is more or less bunk,”
Henry Ford proclaimed. Speed is a
source of competitive advantage. An
ineffective businessperson is all talk
and no action, while a successful busi-
nessperson gets things done. Indeed, the
eminent psychologist Karl Weick advises
leaders to leap before they look.

But spend some time with this issue
of HBR first.

Start with “How Strategists Really Think: Tapping the
Power of Analogy,” by two rising stars in Harvard Business
School’s strategy unit, Giovanni Gavetti and Jan Rivkin.
They’ve been studying executives’ reasoning processes.
They’ve found that more often than not, executives develop
and test their strategic ideas by means of analogies. For
example, Toys R Us was founded when Charles Lazarus
figured that toy stores could be run like supermarkets.

Reasoning by analogy is highly efficient. It’s faster than de-
veloping and sifting through mountains of data, it’s less risky
than trial and error, and it’s highly persuasive. But analogies
are perilous precisely because they are shortcuts and be-
cause they are powerful. If you know what you're doing, ana-
logical thinking is a fabulous tool; Gavetti and Rivkin can
show you how to know what you’re doing. Not only will their
article make you think, it will help you think better.

Another threat to clear thinking is selection bias, which
occurs when people draw conclusions from a set of data
without examining the sample itself to see if it is represen-
tative. Someone who has visited London only in the sum-
mer might believe it has a delectable climate, for example.
In his article “Selection Bias and the Perils of Benchmark-
ing,” Stanford’s Jerker Denrell points out that business re-
search is riddled with selection bias—starting with the fact
that almost none of it is performed on firms that no longer
exist. It’s interesting to know that a management practice
such as empowerment is found in winning companies, but
it could be that losers practice it, too.

Understanding how selection bias afflicts business re-
search will make you a smarter consumer of business ideas.
Take, for instance, the conventional wisdom about first-
mover advantage. Conventional wisdoms, | should say, be-
cause there are two: that it is a great thing to be first to
a market and that first-mover advantage is a will-o™-the-wisp.
Both are hasty generalizations that obscure useful detail.
In “The Half-Truth of First-Mover Advantage,” Fernando

10

Suarez and Gianvito Lanzolla, from
Boston University and London Business
School respectively, reveal the circum-
stances under which first-mover advan-
tage is very real —and the instances in
which only a fool would pursue it.

Consultant Nathaniel Mass digs into
another piece of conventional wis-
dom in “The Relative Value of Growth.”
Among executives, there’s an unspoken
assumption that companies have to
choose between managing for value and managing for
growth. Mass disagrees. Profitable growth, he argues, is
a grossly underestimated lever for creating value. His re-
search ought to make you think twice about how you reach
your strategic decisions.

In their eagerness for action, businesspeople commonly
make two other kinds of mistakes. First, they let the urgent
drive out the important. Nowhere is this more dangerous
than in the area of risk. As consultants Adrian Slywotzky and
John Drzik argue in “Countering the Biggest Risk of All,” risk
operates at the strategic level as well as at the tactical one
where executives are used to meeting it. Second, business-
people race through processes that can’t be hurried. Two
articles in this issue explore the theme of impetuosity. The
Kellogg School’s Ranjay Gulati has been curious about how
companies become customer focused. His research led him
to the surprising conclusion that all of the companies that
succeed in this quest go through the same four stages in the
same order. It’s not a process you can leapfrog, Gulati and
his coauthor James Oldroyd say in “The Quest for Customer
Focus”—it’s a journey you must complete one leg at a time.
Something analogous happens with the development of
leaders, the topic of “Seven Transformations of Leadership”
by consultant David Rooke and professor William Torbert.
As our adult minds and characters mature, we develop
greater capacities for leadership. Often, though, a talented
leader is promoted ahead of his or her maturation. The re-
sult can be disastrous —for the company and for the leader.

Business is, indeed, about action—but it ought to be about
intelligence, too. We hope this issue will make you smarter.

o

Thomas A. Stewart
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A survey of ideas, trends, people, and practices on the business horizon.
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GRIST

The Limits of Professional Behavior

Over the past 20 years, professional ser-
vice firms (PSFs) have come to look a lot
like their clients. Many, now corporations
themselves, operate in multiple countries
and have hundreds—even thousands—of
employees. A small cadre of principals sets
direction, while professional administra-
tors impose budgets and other financial
controls. Functions that were once deemed
integral, such as research, are outsourced
or delegated to paraprofessionals. The
firms’ proprietors, meanwhile, have over-
come their qualms about advertising their
services, not to mention themselves.

Less remarked upon is the reverse. Six
years ago, a book by Tom Peters exhorted
managers to “Transform Your ‘Depart-
ment’ into a Professional Service Firm
Whose Trademarks Are Passion and Inno-
vation!” But traditional businesses have
long been adapting PSFs’ approaches to
customers, talent, and knowledge. Makers
of things, such as General Electric and
IBM, have been methodically turning
themselves into providers of services—
and in the service category, PSFs add the
most value and thus command the high-
est margins. They also possess few depre-
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