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INTRODUCTION

A Moment of Trust “in the Small”

FITTINGLY, A BOOK ON TRUST BEGAN WITH A MOMENT OF trust when my new

research associate suggested that perhaps I was missing the big picture.
Shalene Gupta asked me whether II wanted to shift the focus of my work
from how companies can retain trust after a layoff, to a bigger question.
Rather than a limited look at an important but still short-term problem, isn’t
the question more of a strategic issue of how companies build and maintain
trust in the long term?

It was January 2017 in Tokyo, cold but not Boston cold. Shalene and I
were in the lobby of our hotel: picture purple velvet-clad banquettes, dim
lighting, a space designed for waiting, meeting, and greeting. We had come
to Japan to research Recruit Holdings, an astonishingly capable technology
and services company that hosts platforms on everything from planning
your wedding to buying a house, changing your job, ordering takeout, and
getting your nails done. You’ll learn more about Recruit later, a spectacular
story of trust regained, a “fallen angel” that redeemed itself.

I was sitting in that lobby, leaning against pillows that kept sliding away
from my back, with Shalene, a bespectacled, curly-haired writer (she of
Fulbright fame, former reporter for Fortune) who had started to work with
me as a research associate at Harvard Business School. We had finished
making our to-do list of next steps for the case on Recruit, when Shalene
turned to me with her question about the thread I was following in my
research. This was a moment of trust “in the small” as it were, trust between
two people. Shalene and I had only been working together for five months.
We were just finding out things about each other like whether we liked our
eggs scrambled or hard-boiled, tea versus coffee, and yet here she was,



asking me whether I wanted to reconsider the focus of my work.

What Shalene was demonstrating at that moment was trust. One crucial
aspect of trust, as we’ll see later, is a willingness to make yourself
vulnerable to the intentions and actions of others. First question: How
vulnerable was Shalene in asking that question? Answer: Very. We hadn’t
been working together very long, and the question she asked is one I might
hesitate to ask a colleague I’ve known for years. Second question: How
might I have responded? I could have decided that someone who would
presume to know me better than I knew myself on the strength of only five
months of interaction was a little too sure of what she believed, and a lot
less interested in trying to understand me before coming to judgment. I
might have concluded this is not someone I wanted to work with on a long-
term basis, because I no longer trusted her.

[SHALENE] So, wHY DID I open my mouth and ask Sandra about changing the
narrative arc of a book she planned to write? Because during our week in
Japan, I had built trust in Sandra—in more ways than one. I had a deep
respect for her compassion for other people and her acute ability to home in
on what mattered to them, as well as her ability to identify companies that
delivered excellent products and services while doing right by all of their
stakeholders.

At the time I was burned out on large organizations, where I’d worked
as a writer in everything from government to media to nonprofit. Too often,
I’d found, politics took precedence over competence, and injustices took
place behind closed doors. However, I had to pay rent, so here I was in
Japan working for Harvard Business School, even though I wasn’t exactly
sure why we were studying Recruit. It is a fascinating company to be sure,
but I was still trying to put my finger on how it related to Sandra’s research.
But I kept my mouth shut. I’d learned the hard way at other jobs to tread
carefully.

Sandra, it turned out, was dead-on about Recruit as a company worth
studying. Part of why it recovered from a giant scandal in the 1980s to
become a tech behemoth is a host of processes that are practical and
psychologically astute, designed to motivate and empower employees to do
their best work. For example, one of Recruit’s core principles is that



managers constantly ask employees a fundamental question: Why are you
here? At Recruit, a good manager is one who designs tasks that couple an
employee’s passions with activities that improve Recruit’s bottom line and
benefit society. As we continued our work at Recruit throughout the week, a
deeper story—one that went way beyond Recruit—started to percolate.

So, at the very end of our trip, with all of this bubbling through my
mind, [ forgot everything I knew about power dynamics at work and
blurted, “Do you want to shift the focus of your work? I think your research
has a much bigger and more important story.”

There was a long pause. I wondered if [ was going to have a job the next
day. The pause became interminable.

Sandra turned to me and said, “I think you’re right.”

AND THAT’S HOW THE POWER of Trust was born. We were supposed to rest
and go on a tour of Tokyo, but we were so excited, we munched on snacks
(a very important part of our relationship) and kept talking. When Shalene
and I came back to Boston, we spent hours walking through my career, my
research, and teasing out the connective tissue holding together my body of
work, as well as planning our investigation of other companies. As we
talked, we realized all of my prior work on moral leadership, process
excellence, corporate responsibility, and fairness were part of the much
larger concept of trust.

I’ve spent eighteen of my twenty-two years at Harvard Business School
teaching The Moral Leader, a course that uses books, novels, and historical
accounts to help students develop their own definition of moral leadership
to turn to in the future, and ten years teaching Leadership and Corporate
Accountability, where MBA students learn how to grapple with the tough
dilemmas business leaders face, when there are multiple right answers or,
worse, situations where the choices are bad all around.

Recruit is not the only wonderful company I have conducted research on
during my more than twenty-year career at Harvard Business School. It
turns out I had developed a goldmine of research about how companies and
leaders make decisions that retain the trust of their constituents.

I have researched operations processes and teased out what makes for
excellent customer service (you’ll read about this when we discuss The



Ritz-Carlton). I’ve conducted a host of field studies on companies and
leaders, like Dave Cote of Honeywell, who asked themselves how they
could do the best by their employees during the Great Recession of 2008—
2009 and came up with smart and compassionate solutions. I have
conducted field studies on other companies, like Michelin, that broke the
trust of employees and the public so thoroughly that the European Union
wrote a law to make sure the same situation could never happen again. A
disaster—except, Michelin used the experience to build a new process for
strategic change that made it best in class.

MY JOURNEY FOR UNDERSTANDING WHAT trust is has taken place over several
decades, with experiences that include one of the worst days ever
encountered by investors.

When Shalene and I met, I was in the third act of my work life. I’1l skip
over my first job, the brief stint in a nonprofit drug program in Harvard
Square called the Sanctuary. (No, we didn’t sell drugs to people for no
profit; we tried to help people who were using drugs.) This allowed me to
exercise my desire to help people, but I realized I was more interested in
being in businesses that could help people by filling their needs and wants
with wonderful products and well-designed services, wowing them with
great customer care, and building a good environment for the people who
worked inside the business. A material girl in a material world.

To make the switch, I went to Harvard Business School, joining the
MBA-doctoral program because I knew I wanted at some point to teach. I
left after getting my MBA since I’d never actually worked in a business and
couldn’t imagine how I could teach about something I hadn’t experienced
myself. After ten years in fashion retailing at Filene’s (and, I confess,
probably something like a hundred scarves later), I moved to Fidelity
Investments. There were several moments at Filene’s and Fidelity that
taught me about the importance of trust, but the one that made the deepest
impression happened shortly after I joined Fidelity in 1986.

The 1980s had been a down and up economy, with recession in the early
part of the decade followed by a strong recovery.l For Fidelity, one of the
main opportunities and business drivers was the recently approved 401k
retirement savings plan, which allowed employees to set aside pretax



money for their retirement (often matched to a certain level by their
employer). All of a sudden, the world of investors with an appetite for risk
was joined by ordinary people who wanted to save for their retirement,
greatly increasing our customer base.2 But we knew the good times couldn’t
last forever.

And sure enough, on Friday, October 16, 1987, all hell began to break
loose. In 1987, the Dow Jones Industrial Average (DJIA) had risen 44
percent in just seven months, raising concerns of an asset bubble.2 By mid-
October, rumors of shaken investor confidence began to circulate; they
grew worse with the announcement of an unexpectedly large US trade
deficit, which caused the value of the dollar to fall.? Individual markets
began tumbling on October 14, and on Friday, October 16, the Dow lost
108 points, which was the single largest one-day drop ever recorded at the
time.2 That Friday turned out to be a mere windup for when things really hit
the fan the following Monday, when the Dow dropped 22 percent.

At Fidelity, we felt the first shock wave of customer panic that Friday, in
a rising tide of calls to our 1-800 phone operation (yes, this is how customer
service worked in the pre-internet era). I was one of the senior leaders who
ran Fidelity’s individual investor phone operations. At that time, I supported
the several thousand employees who worked in Fidelity’s customer call
centers by heading up three functions: training, internal communications,
and quality call monitoring. We decided we had no choice but to make this
an “everyone to the phones” moment. Everyone, and that included me,
would be trained to be on the Quote Line, on which you told callers the
daily value of each mutual fund they owned.

I took my turn at what proved to be a nerve-wrackingly hard job of
quickly locating each customer’s mutual funds from the day’s printed pink
sheets of net asset values, which listed hundreds of funds. However,
customers had other questions—questions, I, for sure, wasn’t prepared to
answer. What happens to a mutual fund if everyone pulls their money out of
it? How secure is Fidelity as a company? What keeps Fidelity afloat at a
time like this? How long will this go on?

I realized we could put our resources to use helping all the people who
were working the phones by getting them answers to those difficult
questions. We asked the quality monitoring staff to keep track of all the
questions that customers were asking. We ranked those most frequently



asked, had members of the training staff hunt down reasonable answers, and
distributed the answers to the people working the phones. In addition, we
turned the data into an hourly report and gave that to the senior staff
managing the phone operation, and to Chairman Ned Johnson and his
executive staff. At the time, it was one of the only windows we had into the
mindset of our customers.

One major lesson stands out as I look back on that crazy time through
the lens of our research on trust: processes were at the heart of creating
customer trust in Fidelity. All of us on the phones had the best of intentions
and wanted to help customers, but we needed a process to make good on
those intentions. Thankfully, customers weren’t holding Fidelity responsible
for the market correction itself. But talking with them on the phone, it was
clear that they were painfully aware of how much they needed us to be
trustworthy.

We need these kinds of deeply embedded processes about trust to be
pervasive: where companies take responsibility and create processes to
foster trust with all the groups they interact with. Not only will it help steer
us through crises, but it can also help us prevent them or lessen the impacts
of a world where markets are collapsing, pandemics are rampaging, and
climate change is imminent. If you consider how we’ve handled past crises,
it’s clear that we could be doing so much more and so much better to build
trust in companies and the institutions of our societies.

The problem, however, is that trust can be a meaningless buzz phrase, a
concept that is poorly understood and hard to execute. To paraphrase the
words of one Supreme Court justice used in another context, people know it
when they see it. But there is a gap between vague recognition and truly
“getting it” and giving trust a spine by pinning it down, discussing it, and
scaling it up. Together Shalene and I built a trust model. Its four elements
have the goal of helping companies understand what trust is, how it works,
and what they can do to fold it into their thinking from everyday decisions
to long-term strategies:

» Competence: Your ability to create and deliver products and/or services
through a combination of process excellence, technical know-how,
managerial smarts.



* Motives: Your good intentions for doing what would be best for all the
people and groups you interact with. And, when confronted with the
necessity to make painful decisions, thinking through how to balance
the needs of different groups to cause the least amount of harm.

» Means: The fairness of your processes and treatment of people when
distributing rewards and pain points. Ensuring that your processes
allow for open and transparent communication so that people affected
by a decision can weigh in.

» Impact: The overall effect, both intended and unintended, of your
actions on other people. And when the consequences are unintended,
do you stand up and take responsibility?

Overall, the business world has done a terrible job of understanding the
importance of trust. Time after time, our community has flunked trust tests
and failed to learn from its mistakes. October 1987 was not just a panic-
inducing gyration for investors and the companies, like Fidelity, that served
them. It is now recognized as the beginning of the first global financial
market correction, as losses from the United States were mirrored by losses
in capital markets around the world. And none of the responses to the 1987
crash were enough to prevent the Great Recession of 2008, which was
another trust test, which the US banking community—aided and abetted by
a host of players in the private sector and in government—flunked. They
flunked because their actions led to the longest recession since World War
I1, officially beginning in December 2007 and ending in June 2009. It took
until 2013 for the economy to return to slightly above its previous peak.®
Trust in business is easily shaken, and regaining it can be a long slog.

During the winter of 2008, when the US government was just beginning
its first bailouts, I was teaching the MBA course Leadership and Corporate
Accountability. Our class one day raised the question of how a company
should think about the tension between “offshoring” a business to a country
with lower labor costs and the commitments it had, if any, to local workers.
The majority of the class prioritized lower costs over commitments to local
workers: a painful illustration of the kind of thinking that helped create the
Great Recession.

However, there was a note of hope. After class I was approached by two



students, Elana Silver and David Rosales, who were dismayed by the
cavalier attitudes shown by their classmates about the effects on employees
who would end up being laid off, and on the communities where they
worked when their plants were closed down. This research ultimately led
me to Tokyo where, perched on banquettes in a hotel lobby, Shalene and I
discussed how to broaden my research into a larger strategic question about
trust.

Today, the need for business to focus on trust is clearer than ever before.
We’re past the Great Recession, but the conditions that now shape the
landscape have brought trust directly to the forefront of conducting good
business.

There is of course the shift to a service economy. Trust changes when an
economy relies on services rather than products. I like to think of the
difference between products and services as the difference between owning
a car (product) and using Uber (service). While a product-based business
requires trust at specific times (when I buy my car, or repair it), I am
roughly assured of a similar experience each time I use a product, unless it
breaks. However, every time I call an Uber I may have a different
experience. There are opportunities to betray trust each time the truster uses
the service. Trust is harder to maintain in service-based businesses because
of the sheer volume of interactions. Moreover, the needs of users can vary
in ways you can’t even begin to imagine.

Second, the extensive deployment of technology has changed the very
nature of business, with strong effects on the potential for trust to be
enhanced and also betrayed.

In the early, optimistic dawning of the technology era, it seemed like a
dream come true. Technology could help companies better manage the
problems inherent in a service economy. It could scale far more efficiently
than humans could on their own. It would also be more reliable because it
could standardize service interactions in ways that imperfect humans never
could. Most exciting, technology created opportunities to personalize
services for customers. In addition, the porous boundary that separates a
service from its users has become nearly invisible, given how willing
people are to share aspects of their personal, familial, social, professional,
and communal lives through the social media, search, and e-commerce
platforms they use.



The ability to share their lives with others through technology has
enhanced connection in so many positive ways—connections to individuals
known (Hello Mom) and not known (OkCupid), to information about
products, services and their creators, and information about historical and
contemporary events. It also, as we know, has enabled the dissemination of
fake news, and has provided a way of broadcasting and amplifying calls for
violence against people. This, of course, is where the problems with
technology and trust begin. Many ethical and practical problems haunt this
space, but I'll point out just three.

First is the question of data privacy and ownership. Either customers
own their data, requiring opt-in or opt-out features that allow them to decide
which data are sharable and which are kept private. Or the data are the
property of the companies that build the platforms customers use. Tech
companies have done a lousy job of spelling out the rules of engagement for
data use and sharing, but an excellent job of siphoning data off us and using
it to make a healthy profit.

A second ethical problem is the potential for systematic bias and
discrimination in the algorithms, based on big data, used to direct services
to individual people. Financial institutions like banks can pinpoint the needs
of customers based on a fuller understanding of their lives to deliver better
services and products. On the flip side, the algorithm could also charge
higher interest rates for borrowers who fit nontraditional profiles, creating
discriminatory outcomes.” Similar problems are encountered in the public
domain, where a pre-crime algorithm named PredPol was designed to
predict when and where crimes would take place.2 A study determined that
PredPol sent officers to neighborhoods that correlated more with the
presence of racial minorities than with the true crime rate of the area.2

A third ethical problem is the effects of technology on the future of
work. Some experts claim that robots and machines will progressively take
over unskilled, semiskilled, and then the bulk of even skilled human jobs,°
creating a future in which there is less and less work for people to do. Even
without such dire consequences, the shift in labor and economic forces will
be highly disruptive to the global economy, with a tendency to increase
income inequality as the chasm between high-paying jobs and low-paying
jobs grows ever larger.

We are facing problems that require cooperation and trust on an



unprecedented scale. For example, the tipping point for damage wreaked by
global warming will arrive sooner than climate scientists had thought, as
early as just twelve years.11

A special report of the UN Intergovernmental Panel on Climate Change
(IPCC) stressed how important it is that global warming increase only 1.5
degrees Celsius rather than the 2.0°C target set in the 2015 Paris climate
accord.12 The report laid out two paths forward: mitigation and adaptation.
Mitigation means actions designed to prevent an increase in global
warming, while adaptation refers to actions that accommodate rising global
temperatures, such as lowering the demand for energy.l2 The IPCC report
concludes with a section devoted to what it will take to limit climate
warming to 1.5°C. At its heart are partnerships between the public and the
private sectors, investors, government, and academia. It notes that our only
chance at saving the planet, and indeed, saving ourselves, will come down
to our ability to work together and trust each other.

Finally, much of this book was written during the COVID-19 pandemic.
We are witnessing one of the greatest natural experiments of all time, when
we can see how the particular combinations of government leadership and
cultural preferences for, say, rugged “I don’t care about you” individualism,
or a willingness to cooperate for the greater good, or unquestioning
compliance to authority have created vastly different outcomes. Layer on
different attitudes toward science and facts, and internal political, racial,
and social tensions, and the world is as uncertain and uneven a place as it
may ever have been.

For individuals, rising income inequality in some countries across the
world creates a very uneven playing field. On its peaks are people who can
retire to summer (or mountain) houses to limit the risk of contagion, nearly
all of whom can work from home and have solid healthcare plans. Just
below them are families who may now have two people working from
home and kids to watch over. Below them are people who live in spaces so
small there is no way to quarantine the sick, who need to take public
transportation, and must choose between earning an income and being
exposed to the virus or losing their income and who may or may not have
healthcare. On the valley floor are the newly jobless, the homeless, and all
the people whose lives are defined by what they now don’t have. In the
midst of the peaks and valleys is business, which has the power to reduce



these inequalities that undermine society. As we write, we keep monitoring
the news to see the latest that companies are doing to help or hinder the
safety of employees and customers, and whether they are helping relieve
communities that have been hard hit.

We have large problems looming ahead of us. Businesses have the
power to help us through this, gaining our trust and our willingness to
interact with them, or to cause undue suffering and lose our trust as we saw
in the case of the Great Recession. We’ve written this book because we
believe in the potential of business to be a force of good. However, this
requires businesses to weave trust into decisions that impact the people and
groups they interact with. We developed the trust framework of
competence, motives, means, and impact to help businesses do a better job
of being trusted. If businesses fold trust into their processes and make it a
driving factor in their decision-making, we could unlock a world of
potential. Not only could we weather economic and environmental disasters
better, we might be able to head them off altogether. Trust, once understood
properly, is a powerful force that can change the world for the better.

Footnote

I with one exception the first person is used throughout the book when
Sandra Sucher relates a personal story.



WHAT IS TRUST?

He who does not trust enough will not be trusted.
—LAo Tzu

THERE ARE FEW STORIES ABOUT COMPANIES THAT HAVE lost the trust of the

public that have a fairytale-like ending. One of the few classics is the story
of Johnson & Johnson’s Tylenol recall in the 1980s. In 1982, seven people
in Chicago died after taking Tylenol from bottles that had been tampered
with and laced with cyanide. Experts predicted Tylenol would never
recover. And yet, within two months, Tylenol was back on shelves. Its
market share, which had been 37 percent before the crisis, dropped to 7
percent immediately afterwards, but a year later it was back up to 30
percent.!

James Burke, Johnson & Johnson’s CEO, immediately took control of
the situation. He pulled Tylenol from the shelves, recalling 31 million
bottles at a time when recalls were rare. Johnson & Johnson designed a new
tamper-evident seal for the bottles.? In total Burke spent $100 million on
the recall: an overreaction, some experts said. Perhaps, but the Tylenol
recall established the gold standard for crisis management, Burke made his
way onto Fortune’s list of the ten greatest CEOs of all time, and the recall
cemented people’s trust in Johnson & Johnson.

Or so we think. The story, however, has a sequel. Between 2009 and
2010, Johnson & Johnson’s subsidiary McNeil Consumer Healthcare
(which had to execute on the recall after the Tylenol poisonings of 1982)
had to issue recalls for several popular children’s medications including



Tylenol, as well as Benadryl and Motrin. This time the company flubbed
badly.

Starting in the early 2000s, McNeil replaced senior leaders in quality
control with more junior members, some of whom were contract workers.
In 2006, Johnson & Johnson bought the consumer healthcare division of
Pfizer, promising substantial cost savings from the merger. McNeil was
removed from the pharmaceuticals group at Johnson & Johnson, where
stringent quality control and regulatory compliance were essential
processes, and was moved to the merged consumer business. Cost reduction
targets to justify the merger were described by a McNeil manager as “mind
boggling,” and “unheard of.”? Layoffs reduced the workforce. At one
facility the workforce dropped by 32 percent between 2005 and 2009 and
all employees of the corporate compliance group were let go. Several of the
processes for quality testing were truncated. Johnson & Johnson paid a
price for this.

In 2009, McNeil issued a recall after discovering bacteria in raw
materials at one of its facilities. By April 2010, it would issue another four
recalls as customers discovered a moldy smell in the packaging, while
others reported that taking the medicine caused them nausea, vomiting, and
diarrhea. In January 2010, the FDA finished its months-long inspection of
McNeil and concluded that McNeil had not conducted a formal
investigation into the likelihood of chemical contamination, despite
receiving 8 complaints about gastrointestinal problems from its medications
as early as 2008, and 112 complaints about odor between April and August
2009. The FDA roundly criticized Johnson & Johnson for not “assur[ing]
timely investigation and resolution of these issues.”® In May, Congress
hauled Johnson & Johnson in for a hearing. There, Johnson & Johnson
revealed it had conducted a “phantom” recall of some 88,000 packages of
the pain reliever Motrin, manufactured in 2008, that its own tests had
identified as defective. It had a contractor hire a subcontractor to send
employees out to purchase the medicine from drugstores while acting like
regular customers. In June and July 2010, Johnson & Johnson issued two
more recalls. Sales for Johnson & Johnson’s pain relievers fell by 56
percent, and its liquid pain relievers (including Children’s Tylenol) fell by
96 percent. Overall, the recalls cost Johnson & Johnson an estimated $600
million in revenue: it had lost the trust of the public.



No matter what you may have done in the past, if you don’t continue to
behave in a trustworthy manner, you will lose the trust of the public. Trust,
it turns out, is not a constant: it waxes and wanes, and good behavior in the
past does not guarantee protection from mistrust in the future.

What Is Trust?

On a personal level we tend to equate trust with reliability: “I never have to
worry when Suzy is on the case since I know she always delivers.”
Reliability is of course important but does not actually get to the heart of
what makes trust so vital. To trust fundamentally means to make yourself
vulnerable to the actions of others. We trust because we believe they will do
right by us.2 When we choose to trust someone, we willingly give them
power over us, trusting that they will not abuse this power. Trust is a special
form of dependence, and is predicated on the idea that we can be more than
disappointed: we can be betrayed. Say, for example, you ask Suzy to do
some essential number crunching the night before your board presentation.
There is always the chance that Suzy could drop the ball and your
presentation flops. You are vulnerable because you’ve placed faith in Suzy
to deliver. If there is no possibility of betrayal, then we are not talking about
trust, we are talking about reliability, a simpler type of dependence that can
lead to disappointment, perhaps, but not that terrible, wrenching feeling of
having been betrayed.

Understanding how this works in personal relationships is, it goes
without saying, important. However, it becomes even more important—and
more complex—when we talk about companies. When we interact with a
company, we are also making ourselves vulnerable to it. When we buy a
product or a service, we trust that it will work as promised and will not
harm us. When we take a job, we trust that a company will treat us fairly.
When we invest in a company, we trust that they will give us truthful
information to make investment decisions. As members of the public we
need to trust that a company will not use its powers to cause undue damage
to us. To better understand what trust is and how it works we will dive into
the four elements—competence, motives, means, and impact—that make
trust actionable. But it is important to clarify four background concepts that



help us understand the context trust operates in.

First, we tend to make the assumption that trust is an all or nothing
proposition. The reality is much more complex. In actuality, trust is a
limited relationship with three parts: the trusted party, the trusting party, and
the action the trusted party is expected to perform.2 We trust people to
behave in certain ways based on the customs of the societies we are part of.
We also trust people because of the roles they play. For example, we (the
trusting party) trust plumbers (the trusted party) to come into our houses
because it is their job to fix a leak in a water line (the expected action). We
will tell our doctors about our bodies and submit to physicals because we
trust the profession of medicine. However, if our plumber was to probe
deeply about our health or our doctor about the detailed workings of the
kitchen sink, we would have questions.

Zeroing in on the specific role trust plays in our relationship with others
is the product of a collaboration between Robert C. Solomon, an American
philosophy and business professor who taught at the University of Texas at
Austin for over thirty years, and Fernando Flores. Flores is a Chilean who
survived three years of imprisonment for his role as finance minister for
Salvador Allende, the president of Chile who died following the military
coup of 1973. Flores went on to seek refuge in the United States where his
achievements spanned philosophy, computer science research,
entrepreneurship, and communications. (You are forgiven if you are asking
yourself, as I did when I read about Flores’s many and varied
accomplishments, “And what have I done in my life?”)Z

Trust can be between countries, stretching over time and subject to
twists and turns as each country takes actions that the others can agree with,
or violently dispute. (Think about what the relationship was like between
the US and the UK during the late 1700s versus today’s so-called special
relationship.) The relationship can be between individuals such as the
relationship we have with our doctors or plumbers. And, most important for
our purposes, trust can be between companies and other people—
customers, investors, suppliers, community members, employees, or
organizations—be they in companies or countries.

Recognizing that trust is a relationship is powerful because it means you
can think about trust as something concrete and real that you can do
something about. That’s what happened for James Burke as he proactively



managed Johnson & Johnson’s relationship with the public. The recall
showed the public that Johnson & Johnson prioritized customer safety
above profits, and its new tamper-evident seal demonstrated to the public
that Johnson & Johnson wanted to ensure that poisonings could not happen
again because customers could tell if the seals had been broken.

SECOND, WE TEND TO THINK that trust is a result of managing our reputations.
In actuality, trust is built from the inside out. While reputations are
important, they tend to be built because the company is solid through and
through.

This is reflected in virtually all the trusted companies in this book. It
was the principle I used, when I was a quality officer at Fidelity, to draw
process flows that mapped out all the steps and departments that were
involved in creating a positive result for customers. The logic is the same:
to build trust you work backwards from the outcome.

Picture the number of steps and processes it takes to research and
develop a medication such as Tylenol, manufacture it, and then bring it to
market so customers can purchase it at their local drugstore. Lots of hands
touch each bottle, and if you want to ensure each bottle is safe, you need
every person whose hand touches that bottle to be careful and committed to
achieving a high level of quality. The conditions for these feelings on the
part of employees are set, in large measure, by the amount of trust that
exists between the employees and their employers. In other words, to
establish trust with your customers, you need to first establish it with your
employees and create processes and standards internally to ensure your
products or services are up to standard.

Consider what was happening at McNeil before the 2009-2010 recalls.
McNeil had gutted its quality control processes while tests that were hard to
meet were removed. One employee recalled that internally some parts of
the quality control department were called “EZ Pass System.”8 It was
simply a matter of time before something below standard made it to market.

Meanwhile, McNeil had decimated its workforce through layoffs and
relied on contract workers. Layoffs are known to have devastating impacts
on the morale of surviving employees. What kind of trust could employees
have in McNeil when their colleagues were being laid off? In turn, what



would that do to their engagement and the amount of care they put into their
work, especially when processes for quality control were being curtailed?
So, just as trust is built from the inside out, distrust also flows from the
inside out, eventually reaching the customer in the form of products and
services that are not up to standard.

THIRD, ALL TOO FREQUENTLY WE think trust once lost can never be regained.
The truth is more complex and actually difficult to execute: trust once
broken can be rebuilt, but only with time and real effort as we saw with the
1982 Tylenol recalls. (And we’ll have more stories later that speak to this.)
Regaining trust is a long game. You have to persuade the people whose trust
you betrayed that you are motivated to get that trust back. You can’t just
say, “Trust me,” and expect anything substantial to result from your
encouragement. Trust is earned by listening and responding in an
appropriate way to the concerns of others. But in addition to trusting again
in your motives, people need to trust in your actions and their impact—
another distinction we’ll discuss at a later point in the book.

Annette Baier, a philosopher who taught at the University of Pittsburg
for most of her career, began a conversation about trust in a seminal article
written in 1986.2 She wanted to answer the question, “Whom should I trust
in what way and why?”12 and goes on to concisely describe the kind of trust
we exhibit every day: “We trust those we encounter in lonely library stacks
to be searching for books, not victims.”ll Baier reinforces the idea that
“some tact and willingness to forgive on the part of the truster and some
willingness on the part of the trusted... to be forgiven... seem essential” if
trusting relationships are to be sustained over time.12

So, be warned: the actions required to regain trust may sometimes
stretch your notions of the right thing to do and of what fair treatment looks
like, a recognition of the fact that trusting relationships are forged between

fallible human beings and the institutions they create.

FINALLY, ROBERT SOLOMON AND FERNANDO Flores also describe the idea
that trust creates new opportunities. Solomon had been studying medicine at
the University of Michigan when, as he later described to a class at the
University of Texas at Austin, he wandered into a lecture by Frithjof



Bergmann. Bergmann was lecturing on a question posed by the work of
Friedrich Nietzsche, the German philosopher: If given the opportunity to
live your life over and over again ad infinitum, forced to go through all of
the pain and grief of existence, would you be overcome with despair? Or
would you fall to your knees in gratitude? For Solomon, the decision to
move from the exacting world of medicine to the haunting questions of
philosophy was made that day.!2 And one of those questions, eventually,
was about the special force of trusting relationships and the unexpected
opportunities they could unleash.

How Does Trust Work?

If you were to take the advice of scientists and researchers, you would make
trust a top priority. According to the data, trust has a sizable impact on the
economy and people’s well-being. In a study of twenty-nine market
economies across one decade by the World Values Survey, a 10 percent rise
in trust correlated with a 0.8 percent rise in economic growth.1* Economists
Stephen Knack and Philip Keefer built a model that shows that a 15 percent
rise in the number of people in a country who think others are trustworthy
raises average income 1 percent a year for every single year trust increases.
The additional 1 percent of income creates new jobs and more resources to
invest in business, which in turn begets more wealth. Conversely, Knack
and Keefer’s model shows that countries with trust levels below 30 percent
are caught in a poverty trap: the lack of trust makes it impossible to do
business and create new opportunities.l> After all, how can an economy
grow if people don’t trust each other enough to exchange even basic goods
and services?

Trust in leaders has an outsized impact on team performance. In a 2000
study of thirty NCAA basketball teams, researchers found that trust in a
leader was more important to winning than trust in one’s teammates.1®
Teams that trusted their coaches won 7 percent more games than teams that
didn’t. And the team with the highest trust in its coach won the national
championship, while the team with the lowest trust in their coach only won
10 percent of their games. As one player commented, “Once we developed
trust in Coach——, the progress we made increased tremendously because



we were no longer asking questions or were apprehensive. Instead, we were
buying in and believing that if we worked our hardest, we were going to get
there.”

This trust in a leader can translate to profits. In a study of 6,500
employees at Canadian and American Holiday Inns, respondents ranked a
manager’s behavioral integrity (how closely “words and actions aligned”)
on a 1-5 scale. An eighth of a point score improvement translated into a 2.5
percent increase in revenue. In dollars, that 2.5 percent amounted to
$250,000 more in revenue per hotel. Out of all the aspects of manager
behavior the researchers studied, trust had the largest impact on profits.1Z

Profits aren’t the only benefits of trust. In a meta-analysis of four
decades of trust and leadership studies, Kurt Dirks at Washington
University in St. Louis and Donald L. Ferrin at State University of New
York at Buffalo revealed that trust in leadership positively impacts
outcomes such as job performance, overall job satisfaction, commitment to
the organization, commitment to a leader’s decisions, and overall
satisfaction with a leader.!® The research shows trust has a huge impact on
individual behavior, but also on entities as large as national economies, as
Knack and Keefer found.

Yet companies do a miserable job of earning trust. According to the
Edelman Trust Barometer, an annual survey of trust and credibility that
captures data from more than 34,000 respondents in twenty-eight
countries,!2 over the past decade trust in business has hovered between 43
percent and 53 percent. In the 2020 barometer, businesses were rated as
competent but not trusted to be ethical.2? (In later chapters we’ll discuss
how competence is one part of trust but not all of it.) Business was actively
distrusted in twelve countries and trust had declined in eight more,2! while
56 percent of respondents felt that capitalism as it exists today does more
harm than good.?2

Part of the problem is that historically CEOs haven’t realized how
important trust is. PricewaterhouseCoopers has been surveying CEOs since
1997 to understand what is on the minds of business leaders, but it didn’t
ask about trust until 2002.22 This is not a coincidence. The questions were
inspired by the collapse of the dotcom bubble and a scandal-ridden
environment. In 2001 executives at Enron, a US energy and utilities
company, falsely inflated Enron’s revenue even though it was losing money,



eventually costing shareholders an estimated $74 billion.2* The following
year, WorldCom, a US telecommunications company, filed for bankruptcy
because it had cooked its books: it reported profits of $1.4 billion instead of
an overall loss.22

Yet despite these giant scandals, in 2002, when PricewaterhouseCoopers
asked CEOs what they thought about trust, only 12 percent of the surveyed
CEOs thought there was a sizable decline of public trust in companies, and
only 29 percent believed the reaction to corporate wrongdoing posed a
serious threat to business. However, nearly a decade later, some of them
were beginning to take notice. In 2013, following the financial crisis and
the subsequent slowdown in economies around the world, 37 percent of
surveyed CEOs thought that declining trust in business would hurt their
companies’ growth. By 2017, that number had leapt to 58 percent.2® The
increase is heartening, but it’s not enough. Our very economy depends on
trust. So, what can companies be doing better?

How Do People Decide Whether to Trust a Company?

My research over the past decade and a half on how companies earn, lose,
and regain trust forms the foundation for a framework to help companies
understand what trust is and how to earn it. The framework helps explain
dilemmas like why we continue to use Uber even though we are angry
about how it treats its employees and even when we have the option of
downloading Lyft. Or how is it that Recruit Holdings, a Japanese company,
can survive a scandal so large that the prime minister and his entire cabinet
have to resign, and yet go on to earn $20 billion in revenue?

Each of trust’s four components—competence, motives, means, and
impact—can be a reason why your company may (or may not) be trusted.
We’ve framed each as the kind of practical questions that customers,
employees, investors, suppliers, or government officials might ask
themselves to decide if your company is worthy of their trust.

Our goal is to provide you with a road map you can use in your own
organization to build, improve, recover, or sustain the trust of the people
and groups who rely on you, and whom you rely on, to build a thriving
business.



The Four Elements of Trust: Competence, Motives, Means,
Impact

Is your company competent? Does it have the ability to innovate, produce,
and deliver products and services and to navigate external circumstances?
We generally think of a company’s competence as being applied to external
customers, but a great deal of highly influential work goes into becoming
competent at innovating, producing, and delivering processes and operating
systems directed at your employees and organization. You might even say
that the ability to do this inside work is a prerequisite to building an
organization that is capable of being competent on behalf of its external
customers. This echoes one of our principles of trust: that trust is built from
the inside out. In our next chapter, we’ll examine how Uber was able to
capitalize on competence to build a company that changed taxis as we know
them, and how at the same time, operating on competence alone was not
enough to make us trust Uber.

Are you motivated to serve the interests of others as well as your own?
The motives of companies, like individuals, play a role in whether they earn
our trust. People don’t just care about what companies do; they also care
about why they are acting as they do, and whose interests they are serving.

Machiavelli makes several appearances throughout the book with his
advice that it is better to be feared than loved.?Z His additional warning,
however, is frequently, and dangerously, overlooked: “But the prince must
none the less make himself feared in such a way that, if he is not loved, at
least he escapes being hated.”?® Machiavelli’s lesson is that some actions
can be taken for motives that are so unacceptable that no response is
possible except to hate the person (or company) who made them. We’ll see
how this plays out in the chapter on competence with the story of Uber,
where self-interest led to Uber’s poor treatment of employees, customers,
and industry players such as regulators and competitors. In the chapter on
motives we will analyze the basic promises that customers, employees,
investors, and regulators expect from companies. We’ll introduce HDFC, an
Indian home financing company, which built a reputation for trust by
investing in the competition, and Honeywell, which took unprecedented
actions during the Great Recession in order to protect its employees and
create the road to a fast recovery.



Do you use fair means to achieve your goals? If motives explain why
someone should trust your company, the means you use are your “how.”
They are the way you show you can be trusted because you treat others
fairly. Fairness isn’t unitary; in fact, there are several different ways by
which people can be treated fairly (or not).22 We’ll break down the four
different types of fairness: informational fairness, distributive fairness,
procedural fairness, and interpersonal fairness. We’ll also go on a trip to
France, to see how Michelin, the famous tire manufacturer, used all four of
these types of fairness in the wake of layoffs that landed them in so much
hot water they had to rethink their entire approach to restructuring.

Do you take responsibility for all the impacts you create? The last and
arguably most important element of earning trust is the impact of company
actions. Impact has a two-part test that helps determine whether a company
can be trusted.

First, what impacts have company actions led to? What are the concrete,
real, and observable impacts the company has had on the individuals,
communities, societies, and countries where it operates?

Second, does the company take responsibility for these impacts, both
those that were intended and, even more importantly from the standpoint of
trust, those that were unintended? The issue here is not about companies’
feelings of responsibility. It is about whether and how they act on these
feelings to respond to the impacts they create.

We’ll discuss both intended and unintended impacts by comparing how
Facebook and Pinterest handled the unintended impacts when people used
their platforms to post false information. Facebook has been slow to take
responsibility for the issue. Pinterest, on the other hand, has given us an
entirely new way to think about what it means to take responsibility for the
spread of misinformation.

Each of these elements involves a different set of behaviors that you can
take, and that others can judge, to help you become trusted. As you think
about the four pieces of the trust framework, you may be wondering how
the pieces fit together. Do they work like an engine that needs all cylinders
to be firing? Not exactly. Rather, the elements are separate components like
the drive shaft, brakes, and steering mechanisms in a car, each of which
needs to work, but can work—or not—even if other parts aren’t. This
means you can be trusted on some elements but not on others, as we will



see. However, cars run best when all of their elements are working, and
trust is similar. The more elements on which you perform well in the eyes
of your employees or customers, the better.

In addition, since much of how companies earn trust is tied to how
leaders behave, we’ll also take a chapter to discuss what trusted leadership
looks like and what it doesn’t look like. Our journey will take us through a
variety of venues as we develop a clearer understanding of trust, from Saudi
Arabia to learn how a young woman turned around the country’s largest
investment bank, and time-traveling back to the 1970s to learn how
Katharine Graham, the publisher of the Washington Post, used these trust
elements to navigate the Pentagon Papers and the Watergate scandal.

Finally, we’ll conclude by painting the vision of trust’s true potential:
the possibilities trust unlocks, from creating movements to total
transformations of individuals, companies, and even industries. Trust, once
understood properly, is a powerful force that can unlock unprecedented
change.



COMPETENCE

The Art and Science of Excellence

It is easier to do a job right than to explain why you didn't.
—MARTIN VAN BUREN

COMPETENCE, WHICH REFERS TO SKILL OR ABILITY, IS the sine qua non—the

foundation of trust. Without competence, it is unlikely you will win other
types of trust. Once you are trusted for competence, it’s the go-ahead for
building other types of trust. Although a foundation is the starting point for
building a house, it still needs walls and a roof to make it complete.
Competence alone, as we’ll see in the case of Uber, is not enough to build
and maintain trust.

Uber, the uber-popular ride-hailing app, is perhaps the best illustration
for understanding the importance of competence in establishing trust, but
that by itself it is like a house lacking walls and a roof. Bear with us for a
second and no eye-rolling, please, since we understand that, at first blush,
Uber and trust can seem like oil and water. But, as we’ll see, Uber’s story
takes us a long way down the road of understanding how trust is built... and
lost.

According to company legend, Uber was born in 2008, when two
friends, Travis Kalanick and Garrett Camp, were attending a conference in
Paris on a cold night and couldn’t find a cab.! Since both were tech moguls,
instead of throwing up their hands, they came up with another solution:
build an app that lets you book and pay for a ride by pushing a few buttons.



In 2010, Uber launched its first ride in San Francisco.? Five years later,
Uber had reached 1 million drivers, and launched in 360 cities across the
globe.2

It was easy to see why Uber had become wildly successful. Instead of
trying to flag down a taxi that may or may not stop, where the driver may or
may not bark at you while overcharging you, or worrying about calling up a
dispatch service that may or may not send a cab in time, Uber offered a
completely different experience. The app let you book a ride instantly, see
the price upfront, track the car on a map so you knew where it was, and
automatically pay through a stored credit card. Uber offered a lot to love.

However, for anyone paying attention, there were a lot of reasons to
worry about what kind of company Uber was. A few of the highlights: Uber
earned a reputation for ruthlessness because it turned on surge pricing—a
feature where the price of an Uber increases when there’s more demand—
during several emergencies. During a 2013 snowstorm in New York City
the price of an Uber ride went up by as much as seven times,* while Uber’s
surge pricing kicked in for customers fleeing from a hostage situation in
Sydney.2 In December 2013, an Uber driver ran into a family in San
Francisco, killing a six-year-old girl and injuring her mother and brother.
The family sued Uber and the driver, but Uber decried responsibility saying
that since the driver didn’t have a passenger and hadn’t accepted the next
ride, they technically weren’t working for Uber at the moment.® (Uber did
eventually settle and change its policy to cover drivers who had the app
activated but had not accepted a ride, while the driver was charged with
vehicular manslaughter.)? In 2014, a passenger was raped by an Uber driver
in Delhi, leading Delhi to temporarily ban Uber in the region and raise
questions about whether Uber was doing enough to vet drivers.2 The same
year, news broke about Operation SLOG, Uber’s ruthless scheme to poach
drivers under Lyft’s nose, which we’ll cover later.2

This, however, all occurred during Uber’s golden era, when things were
going relatively well.

Uber’s fall came in 2017 when it went through a blood bath. One
disaster followed another. The year began with a social media campaign to
delete Uber, which an estimated 200,000 people actually did. In February,
Susan Fowler, a former Uber employee, published a whistleblowing blog
post about sexual harassment at the company, a culture that was toxic for



women, and full of political back-stabbing.1? In the same month, Waymo,
Google’s self-driving car project, sued Uber for stealing trade secrets.ll In
March, the New York Times broke the Greyball story: For years Uber had
used a tool called Greyball that specifically targeted city officials and
showed them a fake version of the app in cities where they were banned.
The city official would see icons of cars on apps but be unable to book an
actual car and ticket it.12 In June the news broke that Uber executives had
illegally obtained the medical records of the Delhi passenger who had been
raped.13 During the same month, the law firm Perkins Coie, which had been
hired to investigate Fowler’s claims about sexual harassment, found 215
human resources claims of sexual harassment, bullying, and bias. In 100
cases no action had been taken, and 57 cases were still open.1# At the same
time, former attorney general Eric Holder, whose law firm had also been
hired to conduct a separate investigation of Uber’s broken culture, released
his report and strongly recommended that Travis Kalanick’s role be
reallocated.12 Throughout the first half of the year a wave of executives
were fired or asked to leave due to charges of sexual harassment, stealing
medical records, and sexism, culminating in CEO Travis Kalanick’s ouster
in June 2017.1¢

The depth of Uber’s fall from grace can be seen in its loss of market
share to its competitor Lyft. In January 2015, Uber controlled 90 percent of
the market share of ride-hailing in America, while Lyft had about 9
percent.lZ Three years later, that had dropped to 69 percent while Lyft’s
market share had risen to 28 percent.18

In 2018, Uber had been preparing for its IPO. Despite the trials and
tribulations of the past year, bankers foresaw a rosy future for Uber. The
likes of Morgan Stanley and Goldman Sachs calculated that Uber’s debut
could hover around $120 billion. Experts wondered if Uber would
outperform Facebook’s 2012 IPO at $104 billion.12

And yet, Uber’s road to an IPO was rocky. Its biggest investor, Japanese
firm SoftBank, funded competition in China and Latin America—a huge
blow since Latin America was Uber’s fastest growing market. Meanwhile,
SoftBank poured money into the American company, DoorDash, one of
Uber’s competitors for its food delivery service. Uber’s growth began to
slow, blunting investor appetites. Meanwhile, early investors who had
acquired Uber’s stock cheaply were put off by the now higher prices.



On May 10, 2019, Uber went public and fell flat on its face.22 Uber set
the price at $45 per share, but when the day began the price started at $42
and dropped to below $42 per share. Uber closed the day valued at $69.7
billion.2! Uber’s IPO made history for a different reason: the gap between
its expected value and its actual valuation was larger than any other
American company’s initial public offering since at least 1975.22

Like many others, we’ve gone through our own tortured relationship
with Uber—we hate Uber one week and love it the next, which illustrates
the powerful yet limited ways in which trust in competence works.

In 2017 Shalene was one of the 200,000 users who deleted their
accounts when #DeleteUber went viral.22 When President Trump issued an
executive order banning all foreign nationals from seven different Muslim-
dominated countries, the New York Taxi Workers Alliance declared an
hour-long ban on pickups at JFK airport. On the same day, Uber tweeted
that it would be turning off its much-reviled surge pricing, where the price
of an Uber increases as demand for rides spikes—a move that the public
saw as Uber trying to capitalize on the strike so it could gain more business.
As a result #DeleteUber started trending, encouraging people to delete the
app.

A year later, Shalene moved. Her new apartment was farther away from
public transit and she didn’t have a car or a bike. Her only option for getting
to work was to walk—which was fine, until it rained or snowed, and since
we’re in Boston, that’s not infrequent. Shalene hesitated, stuck with Lyft,
and then when a particularly snowy week hit, and Uber offered her a
promotion that meant she could ride to work for a couple of dollars, she
capitulated. Cringing, she redownloaded the app and ordered an Uber.

Shalene isn’t alone. In 2014—before the crest of the Uber scandal wave
—the New York Times published an article on “Uber angst,” the
phenomenon of using Uber or wanting to use Uber while dealing with guilt
over its policies.?* Yet, in 2017, despite the slew of bad press and scandals,
Uber powered over 4 billion rides, with an average of about 75 million
active riders per month.22 We love Uber. We hate Uber. And we can’t walk
away. Why?

Trust Starts with Competence



In a word, because Uber is competent. Competence is a company’s ability
to create and deliver a product or a service. In the case of Uber this means
getting a customer like Shalene from her apartment to her office at Harvard
Business School. Competence is the bedrock that trust rests upon. Without
it, a company will not get off the ground. This looks like an obvious and
almost humorously “duh” insight. Why would anyone trust a company
that’s not competent? Yet, competence has its limits: it’s a big part of trust
but not all of it. Competence can take a company a long way—but not all
the way, as we saw with Uber, because it turns out, trust is multifaceted. It
relies on several different elements.

Scholars have long wrestled with the nature of trust. This perhaps is
because our understanding of trust is flimsy: we bandy the word about and
use it to refer to a potpourri of characteristics. In the days of togas and
laurels, Aristotle argued that in order to gain the trust of listeners a speaker
had to have ethos (character), pathos (emotion), and logos (logic). Ethos
refers to the moral character of the speaker, pathos to the emotions the
listener feels, and logos to the sound logic of the argument.2® In other words
—there’s more than one way to gain trust, and these ways vary vastly from
the moral domain, to the emotional, to the logical.

Many centuries later, specifically in 1995, three management researchers
—Roger C. Mayer of North Carolina State University, James H. Davis of
Utah State University, and F. David Schoorman at Purdue University—
reviewed over twenty academic studies to understand the elements of
trust.2Z They came up with a list of trust factors that included words like
ability, integrity, goodwill, benevolence, and openness. While this might
sound like a word salad, an overall theme of two types of trust emerged.

First, there’s competence-based trust: trust that’s based on skill and
expertise. This kind of trust is logic based—or logos based if you want to
get your Greek on—and comparatively amoral. Here we’re not concerned
with whether someone is right or wrong, just whether they are effective. For
example, think of a customer who is on a budget and looking for a way to
get from her apartment to her office quickly.

The second type of trust is bound up in our ideas of morality and has an
emotional aspect. This is trust based on our sense of how we are being
treated: Do we believe the other party cares about us? Are they fair and
principled? What is the overall impact of their actions on us? For example,



think of a customer who wants to know that when she pays for a taxi ride,
those dollars go to a company that cares about environmental sustainability
and treats its employees well. We will be covering the different elements of
this kind of trust in the next three chapters, where we discuss trust based on
motives (do we believe the other party cares about us?), trust based on
means (do we believe the other party treats us fairly?), and trust based on
impact (what is the effect of the other party’s actions on us?). However, for
now we’ll just focus on competence.

To really understand competence’s role in trust, we’ll start with one of
our core trust principles: trust is a limited relationship. To have trust in a
relationship we do not need to assume that the other person will be
competent in every way. If you’re running or working in a company, this
should be good news. Strategy 101: no company can be good at everything.
However, while companies don’t have to be good at everything, they do
promise to be good at certain things, and they must live up to those
promises. For example, this means we trust Uber will get us home from
work, or from home to the theater. It does not mean that we expect Uber to
safely move our furniture or watch our children or pets if we happen to
leave them behind in the car.

Shankar Ganesan, a business professor at Notre Dame, conducted a
study to examine why companies develop long-term relationships with their
suppliers.?8 He found two key factors fostered long-term relationships:
dependence and trust. Dependence makes sense: if you run a peach jam
factory and only one farmer sells peaches, you’re stuck buying from the
farmer even if you think she treats her employees terribly. In part, this
explains Uber’s appeal. Uber provides transportation between destinations
that are not linked by public transportation, often at the lowest price in the
market. (Anyone who has spent an hour on the Boston subway, which
operates on a hub-and-spoke model, will well appreciate the magic of Uber.
Instead of spending an hour traveling from Cambridge to Jamaica Plain—
which is all of six miles by road—an Uber can take you there in twenty
minutes, often for a much cheaper price than a taxi.) However, Ganesan
found dependence was not enough. Trust was required to develop a long-
term relationship.

But what kind of trust? Ganesan broke trust down further into cognitive
trust (trust in a vendor’s expertise and reliability) and affective trust (trust in



a vendor’s motives and actions). He found that a vendor’s expertise and
reliability was the most important aspect of trust between buyers and
vendors, and that makes sense. In order for buyers and vendors to do
business with each other they had to believe in each other’s competence.
Buyers and vendors needed to trust that the other party would stick to their
commitments and that they were good at their jobs. This applies to Uber
too: we may not trust Uber’s good intentions, but we’re still willing to use it
because it can get the job done. If Uber didn’t work and didn’t send us a car
whenever we ordered one, we would stop using it.

Competence, then, is the necessary first step for building other types of
trust. Daniel J. McAllister, a business professor at the National University
of Singapore, studied how trust between managers and their peers worked.
He surveyed trios of business managers and professionals on their
“cognition-based trust” and their “affect-based trust.” To measure
cognition-based trust, McAllister surveyed the managers about how they
felt about each other’s ability to do their job, including whether or not they
were perceived as dedicated, created more work for others, or needed to be
monitored to ensure they would produce.?2 To measure affect-based trust,
or how managers treated each other, he asked them whether they shared
ideas, if they could speak openly to each other, and if they trusted each
other to respond constructively and caringly to the other managers’
problems. He found that, overall, managers had more cognition-based trust
in each other than in the affective aspect of trust, which is consistent with
the idea that the ability to do one’s job is the foundation that affective trust
is built on. However, he found that higher levels of cognition-based trust
also tended to result in higher levels of affective trust in each other.
McAllister explained that people will not invest in others or develop deep
relationships unless there’s a baseline of trust in one’s ability to do one’s
job. Once that baseline has been met, people will start to develop other,
more complex types of trust.2? For example, managers who developed these
deeper types of trust took each other’s needs into account while making
decisions that affected both parties, considered problems to be communal
and a shared responsibility, and refrained from tit-for-tat thinking and
worrying about who got credit for work.31

While trust can be divided into different categories, the same is true for
competence. On one end of the spectrum there’s Uber, that can make a car



arrive at your door with the tap of a button, but leave you feeling rather
slimy. On the other end, there is The Ritz-Carlton (yes, they prefer that the
T is capitalized), which has spent so much time thinking about how to
provide excellent service that its care for people is palpable. Uber and The
Ritz-Carlton are examples of competence that manifest in very different
ways.

Technical competence is a company’s ability to produce a product or a
service, which Uber and The Ritz do extraordinarily well. However, there’s
a second type of competence: managerial competence. Managerial
competence is a company’s ability to adjust to shifting conditions and
manage relationships with different groups in order to accomplish set
goals.22 Uber’s take on managerial competence was purely self-interested,
while The Ritz coupled managerial competence with a genuine care for
employees and customers to deliver incredible results. We will explore how
both types of competence manifested in both companies.

Technical Competence: The Science of Process Engineering

I joined Fidelity Investments, as I noted earlier, after a ten-year stint in
fashion retailing. I continue to get excited about the rise and fall of
hemlines, the shift in silhouettes and colors that go with the times (khaki
military-style jackets for hard times, embellished velvet blazers in jewel
tones for when the economy is on the upswing), and the difference that a
new outfit can make in my sense of well-being. But after ten years, I was
eager to care about a different kind of customer need. Fidelity gave me the
opportunity to help customers who were saving for their retirement, or
putting their kids through college, or just trying to make the most of their
financial resources through wiser investing.

One of the projects at Fidelity that drove home the importance of sound
process design as the foundation for competence and trust was the transfer
of the assets of a deceased family member. This process was the brainchild
of Fidelity’s then chairman and CEO, Edward (Ned) Johnson III, who
realized that the spouses of customers who had recently died needed unique
types of support at a particularly fraught time in their lives. I blush to
confess that inside Fidelity this process improvement project was dubbed



the “Pearly Gate” or the “Death Gate.” But once we dug into the details of
managing the financial side of death, we realized we had an opportunity to
make a really, really tough time in someone’s life a little easier. We created
a specialized team in one of our call centers to handle this work. While the
team was trained to be sensitive, it was just as important that they were
effective. The last thing a grieving spouse should have to deal with is a
glitch in the system for handling financial assets. My personal aha from this
experience was that sound process design is the foundation of building trust
en masse. Ever since, processes have been dear to my heart.

Companies like Fidelity that become trusted for their technical
competence reliably live up to the promises they make to their customers.
They do what they are supposed to do extremely well, and can repeatedly
produce the same result for customers over and over again.

Returning to Uber, let’s take a moment to appreciate the magic of Uber’s
processes. Its technical competence enabled the creation of systems and
processes that produced experiences that built its business. Understanding
why Uber was able to gain an overwhelming position in the market requires
knowing a bit of history, so we’ll take a few steps back in time to discuss
the ride-sharing apps that came before Uber, as told by Brad Stone in his
book The Upstarts.

Stone tells the story of Tom DePasquale, who founded Taxi Magic in
2007. Taxi Magic was an app that worked with taxi companies to pair
customers and drivers. It allowed customers to use their phones to choose a
taxi company, book the taxi, and pay for the ride. However, the app
partnered with taxi fleet owners, not drivers.

When a customer booked a cab through Taxi Magic, the dispatch system
assigned drivers based on which ones had been waiting for passengers the
longest, instead of which drivers were closest. The Taxi Magic app didn’t
have a map that showed passengers the location of the driver. Instead,
customers received a status page with their driver’s name and an estimate of
how far away the driver was. Since drivers had no particular obligation to
pick up a customer or to use Taxi Magic, a driver might abandon a Taxi
Magic customer if he or she found another customer en route.23 Meanwhile,
as long as taxi drivers paid them rent, the fleet owners were satisfied and
had no incentive to think about the level of service taxi drivers provided.

Taxi Magic was followed by Cabulous in 2009, a company that was



developed in a Best Buy incubator program to find and nourish employee
start-up ideas.24 (Best Buy never took any equity in the company.) The app
allowed customers to see cabs on a map, and customers could use the app or
call the fleet to book a ride—and they could even hail their favorite driver.
Cabulous ran into a few problems when it started because at first it relied on
drivers to use their own phones, many of which did not work well so the
app’s performance was shaky. However, Cabulous faced a larger problem: it
had no ability to influence supply and demand. On busy nights, drivers
wouldn’t turn on the app and customers were left to old-fashioned human
ride-hailing: arm raised high in the air, urgent running to intercept an
approaching taxi, and all the other pre-Uber delights of getting a cab.

Uber developed a host of new processes to improve the experience of
ordering a ride. To begin with, Uber made sure there were enough drivers
on the streets through the much reviled surge pricing. It earned plenty of
bad press but solved an important problem, which was ensuring that Uber
could actually influence supply and demand. If there was a huge demand
for rides after a concert, by raising the price of a ride, Uber could motivate
more drivers to get on the road, while decreasing customer demand. Surge
pricing enabled Uber to manage the demand problems that Cabulous failed
to address. Then there’s everything from the work Uber did to make sure
passengers and drivers can find each other by providing an interactive map
and contact information, to transparent automatic billing, charging
passengers a fee for no-shows, and finally the rating system where both
customers and drivers rate each other, reinforcing good behavior from both
parties.

In order to make all these customer-facing processes happen, Uber
needed to create ambitious back-end processes. Uber collects a wealth of
data on driver behavior—everything from speed to harsh braking>—and
pairs them with processes to improve service.2® On the front end, drivers
receive messages urging them to take breaks and keep their smartphones
mounted to the car’s dashboard, as well as data on how their driving
compares to other local drivers.2” Uber’s processes are definitely subpar
when it comes to driver privacy concerns. But, solely from a customer
perspective, Uber’s innovations have transformed the taxi experience from
utterly painful to purely addictive. As one journalist wrote in Fast
Company,



Uber has made life dramatically easier on those who can’t afford a
Manhattan apartment or to live especially close to a subway stop. Back
in the old days, if you wanted to take a taxi home... the city’s iconic
yellow cab drivers generally flat-out refused to take you to a borough. If
you managed to get in the cab, they might simply drive around in
circles, with the meter running, until you got out, miles away from your
destination. And they also routinely racially profiled passengers and
refused to take anyone to neighborhoods like Harlem that are

predominantly African American.28

Love or hate Uber, their processes have transformed the taxi industry.
Uber’s processes are a continuation into the twenty-first century of the
principles of process design and improvement that came from the thinkers
and doers in the “hard” world of product manufacturing. The building
blocks of these systems and processes are people, physical resources, and
technology.

Technical competence is the science of combining people, resources,
and technology into a process that reliably produces a product or customer
experience. Hundreds of years of thinking have shaped process design, and
the weight of this thought has gone on to influence how we think about
processes today. It would take another book—or library—to catalog all the
thinking on how to craft a good business process. The sensibilities and
values companies think about as they design their processes will vary, as
will the constraints they are dealing with, such as limited resources in a
postpandemic economy or a start-up strapped for capital.

However, a good process is about reliability in delivering a product or
service that is fit for use; that is, it does what it is supposed to do. Whatever
industry you are in, many of the fundamentals are the same. Focus on the
needs of customers. Think about your business as a series of processes that
have the customer at one end, and at the other a web of functions,
departments, suppliers, and organizations that need to be linked together as
a smooth chain that connects your company to the experience the customer
has. Involve the people who do the work in improving how it’s done. Why?
They know the most about it. Drive out waste—wait times, excess materials
and scrap jobs that don’t contribute to creating value for the customer.



Waste is not just bad for costs; it’s a sign of processes that could be
improved. Collect data and study them to continuously improve the
processes and the work that people do, so you get better and better at
meeting customer needs.

Processes are not just reserved for creating products or technology: they
can also be applied to human behavior. The Ritz-Carlton’s “Gold
Standards” are a good example of the idea that technical competence is the
ability to create any of the necessary infrastructure to create a desired
customer experience. They are the brainchild of Horst Schulze,2? former
president and chief operating officer, a smallish, dapper, charismatic figure
who, after joining in 1984, created out of whole cloth The Ritz-Carlton
management and human resource systems and the values that drove them,
and championed the application of total quality management in the hotel
chain. The Gold Standards are the foundation for delivering on the
customer promise of The Ritz-Carlton.2? The first standard comprises their
Three Steps of Service:

1. A warm and sincere greeting.

2. Use the guest’s name. Anticipation and fulfillment of each guest’s
needs.

3. Fond farewell. Give a warm good-bye and use the guest’s name %!

This is a brilliant piece of behavior engineering—simple, clear, and
memorable—that allows the thousands of people who work at The Ritz-
Carlton globally to consistently produce customized personal experiences.

Schulze then created the more detailed The Ritz-Carlton “Basics.” There
are twenty of them. One requires Ritz associates to use the Three Steps of
Service in every interaction. Others provide concise principles to apply to
more complex processes, such as handling guest complaints. That basic
states, “Whoever receives a complaint will own it, resolve it to the guest’s
satisfaction, and record it.”

Behind that statement is a detailed procedure for handling guest
difficulties. It requires employees to break away from work—to stop doing
whatever they are doing to take care of the guest. This involves using a
process called LEAP when interacting with the unhappy customer: listen,



empathize, ask for clarification, and produce a solution. Employees then
follow up with the guest within twenty minutes to find out if the guest is
satisfied with the solution. Finally, they record what happened on a form
that includes a before and after spectrum of “guest temperature” on a scale
of “livid” to “calm”?2 and whether the problem was resolved to the guest’s
satisfaction.#> This form is distributed to all departments involved and
reviewed the next morning at the hotel’s daily lineup.

The daily lineup is a ten- to fifteen-minute meeting held by every
department, every day, in every Ritz-Carlton around the world. In addition
to discussing problems, the hotel’s employees will also discuss their
experience with The Ritz-Carlton’s Basics. The corporate vice president of
human resources explained why. “After cleaning 16 rooms to our standards,
you are exhausted.... If I don’t remind you that customers are important,
that being nice to them is critical, that eliminating defects is paramount, that
the genuine care of the customer is crucial, well, then you’ll forget. You’ll
think that you just come to work to clean rooms.”#4

The Ritz-Carlton twice won the US Malcolm Baldridge National Quality
Award, first in 1992, when it was the only hotel company to ever win the
award. Examiners identified more than seventy specific areas in which they
could improve. The Ritz worked on those and in 1999 became the first and
only service company to win the award twice.®2 Since then, its various
locations have racked up a long list of awards for quality, including the
Forbes Travel Guide five-star hotel award each year from 2002 to 2020,%
and multiple awards from J.D. Power and Condé Nast.#Z

Technical competence requires that companies engage in continuous
process improvement. It is a never-ending battle to keep doing what you do
extremely well.

Managerial Competence: The Art of Navigation

The Ritz-Carlton was one of the first companies I studied when I moved
from Fidelity to begin a career in teaching and research at Harvard Business
School. From the moment I entered The Ritz-Carlton in 2000, I knew I was
dealing with a company that embodied excellence in customer service. In
one especially striking instance, I got to walk down the stairs to the



ballroom level of the hotel in the West End district of Washington, DC, with
new employees who were about to start their training. It was one of those
wide and gracious “grand” staircases. Lined up on both sides were the local
DC managers as well as Ritz employees who had been flown in to help with
the training. As I passed, each person said, “Welcome!” “I’m so glad you’re
here!” and “Thank you for joining us!” I must confess that in a life blessed
with many, many happy moments (marrying a wonderful husband,
parenting two kids I treasure, being lucky to work with Shalene), I felt a
remarkable warmth and feeling of acceptance as I walked down those stairs.
And I wasn’t even an employee! Talk about an experience of excellence
that was filled with warmth.

While companies can build their processes in-house and exercise
unfettered control over them, they must also manage relationships with a
number of different groups in order to navigate an uncertain environment.
You need to understand what your customers want and how this varies from
customer segment to customer segment. You must be able to work with
suppliers and civil partners such as NGOs, media, and unions, as well as
government officials and regulators to be able to bring your product or
service to market. You must identify potential and existing competitors and
know how to deal with them in order to survive and thrive. Above all, you
must be able to motivate your employees so they will want to stay at the
company and do the best work possible. In short, managerial competence is
the art of managing internal and external relationships so the company can
achieve its objectives and adapt to changing circumstances.

On the most fundamental level of managerial competence, to
successfully deliver a product or a service you must understand your
customers’ needs in the present as well as the future. Understanding goes
beyond listening to what customers say they want. You need to read the
room and intuit what customers will want. Think Steve Jobs, who famously
said, “Our job is to figure out what they’re going to want before they do. I
think Henry Ford once said, ‘If I’d asked customers what they wanted, they
would have told me, “A faster horse!”’ People don’t know what they want
until you show it to them.”48

Thanks to Apple’s commitment to anticipating customer needs, we have
the iPod, iPhone, iPad, and Apple Watch, and the company has surprised
and delighted its customers for decades.



At heart, Jobs was discussing innovation. While we tend to think of
innovation as inventing clever new products and processes that make life
easier, that’s only one part of innovating—the technical competence part. In
order to convince customers to purchase something new that they don’t
understand—such as a car or an mp3 player—you have to be able to
understand what customers can and can’t absorb. (For those of you who are
too young to remember, an mp3 player is a device that plays mp3s, which
are digital audio files. People used them during the dark and dreary stone
age when phones could not play songs.)

Steve Jobs did not earn his fame because he was the world’s best
engineer or computer programmer. Steve Jobs is celebrated because he
understood how to create new products and turn them into essentials. When
the iPod entered the market, there were about fifty other digital music
players on the market. None of them were popular because there was no
efficient way to load songs onto these players. Broadband internet wasn’t
widely available, which meant it could take hours to download multiple
songs, and there wasn’t a major retailer selling mp3s. First, the iPod used a
FireWire instead of USB cables. At the time a USB could transfer about 1.5
megabytes per second, while a FireWire could transfer 25 megabytes per
second, making it much faster to load music on an iPod.*2

Second, Apple’s iPod entered the market in 2001, three years after the
first mp3 player was announced. However, by 2001, the number of homes
with broadband internet was growing, and two years later, Apple created the
iTunes Music Store where customers could purchase albums or songs
piecemeal. The iPod became the best-selling mp3 player on the market.2

Jobs understood that a music player without music was pointless. Apple
also couldn’t directly change the prevalence of broadband internet.
However, what Jobs could manage was adding a cable that was faster and
timing the release of the iPod with an ecosystem that would set it up to
become a product customers loved instead of an overpriced paperweight.

Companies that have made names for themselves for being innovators
are not only excellent at producing a new product or service—they’ve done
an extensive amount of work to create something that fills an existing
customer need, as well as make it intuitive and easy to use.

Once a company understands what customers want and need, they also
need to be able to take the product or service to market, and build an



ecosystem filled with competitors and regulators, both of whom have the
ability to stop a company in its tracks.

Here Uber is a complex case. It faced a highly regulated industry whose
players did their best to shield themselves from newcomers. Around the
time of Uber’s conception, the taxi industry was highly fragmented and
dominated by local operators.2! In a savvy move, Uber started off in the
black car service, which was less regulated than the taxi industry, and even
then, entering that market had several challenges. As Brad Stone relates in
The Upstarts, in 2003, Jason Finger, the cofounder of Seamless, an online
food delivery service, wanted to enter the black car business in New York.
Advisors warned him to be careful since rumor had it that the mafia was
involved. When Finger received a threatening message on his office
voicemail he exited the black car business. As Finger and his wife recall,
the message went something like this:

Jason, we understand you’ve been pitching a car service to large
enterprises in the New York City area. We don’t think that would be
a good idea. You’ve got such a beautiful family. Why don’t you
spend more time with your beautiful baby daughter? You’ve got
such a good thing going with your food business. Why would you
want to broaden into other areas?22

When Uber started in San Francisco, its executive team didn’t receive
death threats, but Uber did—in a manner of speaking. In 2010, Uber
received cease and desist notices from the California Public Utilities
Commission, which regulated livery service, and the San Francisco
Municipal Transportation Agency, which regulates taxis. Uber ignored
these and continued to operate even in the face of fines and possible jail
time. Travis Kalanick even humble-bragged at a 2011 conference, “I think
I’ve got 20,000 years of jail time in front of me.”23

Uber was on tricky terrain that required clever maneuvering. It
developed a strict process for entering new cities that included sending in
two teams that worked over six weeks to ensure Uber was ready to
operate,2* and wooing local influencers by offering them free rides and
hosting splashy launch parties. Its tactics were also aggressive. The



guidelines for entering a new city included hiring lobbyists and lawyers to
deal with anyone who protested the tactics Uber used, such as blithely
running over regulations, in accordance with its modus operandi of expand,
expand, expand.22 Perhaps there was no other way for Uber to take on
regulators, but Uber’s tactics went far beyond aggressive and into brutal
territory, and then went far past brutal into flat-out-wrong land.

On the brutal side, when New York City mayor Bill de Blasio proposed
capping the growth of Ubers on the road in 2015 to 1 percent until
September 2016 (at the time Uber was growing 3 percent a month),2% Uber
added a “de Blasio” tab to its app, which was available to about 2 million
New York City customers, showing how much wait times would go up if
the cap were approved by city council.2Z They coupled that with letters and
ads depicting de Blasio as being an “obstacle” for working residents of the
city.28 The tab was an innovative way to illustrate to Uber’s customers how
a cap would impact their lives. Effective? Perhaps. De Blasio ultimately
backed down.22 However, it didn’t win Uber any friends in the mayor’s
office, and the story has a sequel (stay tuned).

Apple was able to flatten the existing competition by sailing into the
market with a well-designed product at the right time. Poor design and high
prices hobbled the existing competition—for example, one existing player
stored fifteen songs and sold for $200, while the first iPod cost $399 and
held up to five gigs of music.22 By 2004, Apple had 92 percent of the
market.®l Meanwhile, its competition finally got its act together and started
to unroll new devices, but by then it was too late—Apple was deeply
entrenched in the market.2

Uber was in a different situation. It had a competitor that offered a fairly
similar service of booking rides through your phone: Lyft.23 Apple’s tactics
wouldn’t be as easy to apply here since Lyft offered a comparable service.
So, what next?

Here, Uber’s take-no-prisoners approach drove right into flat-out-wrong
territory. In 2014, before Uber’s campaign against the proposed NYC cap,
news reports revealed Uber had developed a process called Operation
SLOG (Supplying Long-Term Operations Growth) to stymie Lyft’s growth.
Uber gave contractors burner phones and credit cards. They booked rides
with Lyft drivers and tried to recruit them for Uber and received up to $750
for each driver successfully recruited.®¢ In true Uber form, the process was



incredibly well thought out, and Uber contractors working for SLOG
received a thorough briefing email that laid out exactly what to do, from the
questions to ask during small talk, to how to respond depending on what the
driver being recruited said.2

In addition, Uber employees booked rides with competitors Lyft and
Gett and then canceled them in order to throw a wrench into their
operations.®® Lyft estimated Uber employees booked and canceled more
than 5,000 rides in a period of almost a year, between 2013 and 2015.5Z

Uber’s ruthlessness also manifested in its treatment of drivers. It used
psychological tactics to manipulate drivers into working more. Typically,
there are laws preventing employers from doing this, but since Uber drivers
are contractors, they have fewer legal protections. Uber made merry with
driver data and designed processes to “gamify” driving so it became
addictive. When drivers reached the end of their shift, they received
messages urging them to stay on. Furthermore, drivers can receive badges
such as “Excellent Service” and “Entertaining Drive.” Uber driver Josh
Streeter reported receiving several messages like “Make it to $330. You’re
only $10 away from making $330 in net earnings. Are you sure you want to
go offline?”%8 Meanwhile the app also displays the number of trips drivers
have made during the week, how much money they’ve made, their overall
ratings, and how much time they’ve spent driving. In addition, Uber (and
Lyft) uses forward dispatching, which means that drivers are paired with the
next client before their current ride ends. This is ostensibly good for drivers
because idle time means they aren’t getting paid, but it’s also great for Uber
and Lyft because it keeps drivers on the road, creating a steady supply.
Meanwhile, drivers got to the point where they weren’t even taking
bathroom breaks, so Uber finally installed a pause button.22 These tactics
are clever, yes, but whom do they benefit? The drivers or Uber? As for
customers—is it even a good idea to get into a car where your driver is tired
and possibly needs to use the restroom?

Contrast this with how The Ritz-Carlton chose to motivate employees.
When I was at the all-hands meeting of new hires, Horst Schulze led the
new employees down the stairs then bounded to the stage to the familiar
motivational pull of Queen’s “We Will Rock You.” He began his address by
describing his philosophy of service:



You are not servants. We are not servants. Our profession is service.
You are Ladies and Gentlemen, just as the guests are, who we
respect as Ladies and Gentlemen. We are Ladies and Gentlemen and
should be respected as such.... If we do what we do right, we

become as important as the [guests] are.”%

The Ritz-Carlton’s values of equality and respect for the work of service
were married to a promotional system that encouraged and rewarded
excellence with upward mobility. Schulze, after all, had started his career in
Germany as a busboy. At the time I was conducting my research, 25 percent
of The Ritz’s managers had begun their careers in roles as housekeepers,
restaurant servers, and hourly supervisors.

After the all-hands meeting, Schulze met separately with the new
managers of the hotel, who he believed had deep obligations to the hotel’s
rank-and-file employees. “People have a right to come to work for a
purpose. The chairs you are sitting on are doing work. If you don’t give
your employees a purpose, you make them chairs.”

This is not to say that The Ritz-Carlton is solely focused on its
employees’ well-being. The Ritz’s standards are high. In Schulze’s address
to new managers, he told them point-blank that The Ritz existed to make
money, and employees had to perform to a high standard:

We still only deliver 92% of customers who are satisfied. That gives
us occupancy of 80%. Why not celebrate? Only 8% are not satisfied.
Of those, 2% to 3% want things we cannot do, or things that, if we
did them, would dissatisfy all of the other customers. But 5%
represent satisfaction that we want. Those 5% are dissatisfied
because of stupid, pathetic defects that are repeating—stupid,
pathetic defects that you should have eliminated permanently. That
5% translates into 200,000 dissatisfied customers. That is an army—
attacking us—saying that we are not good. If we satisfied this 5%,
within three years we’d run at 88% occupancy. What does 88%
mean in dollars? Three hundred million to the bottom line. We are
leaving $300 million on the table because of 5% defects.”t



When I teach this case study, I ask students for a show of hands of who
would want to be a manager at The Ritz-Carlton. Given the harshness of
Schulze’s tone, I always expect that number to be low, but it’s usually at
least 30 percent or more of the class. When I ask them why they’d want to
work as a manager at The Ritz, the students say that they’d love to work
somewhere where the management is so clear and transparent about what
they are trying to achieve. They get it that it’s their job to improve how
reliably and consistently the company proves its competence.

It’s not just my students. Employees respond well too: When I studied
The Ritz, the annual rate of employee turnover in the hotel industry for
hotels that had been operating for at least a year was 100 percent. In 2019 it
had dropped to 78.8 percent according to the Bureau of Labor Statistics. At
The Ritz, it was 20 percent, an average it has maintained.”? The Ritz was so
intent on treating its employees well that it held a “Day 21” event, a process
check three weeks after any new hire’s start date to confirm that the
company had lived up to the commitments it made during the employee’s
orientation and training.”3

The Ritz’s focus on excellence has three benefits. It benefits customers
who expect a top-quality stay. It benefits employees by giving them a sense
of equality and purpose to their jobs. And finally, it also benefits The Ritz’s
bottom line. Contrast this with Uber’s tactics. While Uber was able to
manage its relationships with regulators to enter new cities, drivers to get
them to stay on the road longer, and competition to make them less of a
threat, Uber’s tactics only benefited Uber. In the long term this self-interest
came with a high cost: an erosion of trust.

Competence Alone Does Not Beget Trust

Uber’s aggressive, brutal, and flat-out-wrong approaches to the managerial
dimension of business may have accomplished its objectives in the short
term, but in the long term Uber paid a price. The sequel to the de Blasio
story?

In 2018, in the wake of Uber’s manifold scandals, New York City
passed the first legislation in the United States limiting the number of app-
ride cars on the road for a year.”% In 2019, de Blasio moved to extend the



cap permanently as well as cap the amount of time drivers can spend
cruising the streets looking for new passengers.”2 A couple months before
the cap was extended, de Blasio commented that he wanted the cap
extended to prevent app companies from taking “advantage of hardworking
drivers, choking our streets with congestion, and driving workers into
poverty.”” In February 2019, Uber sued to overturn the caps,”Z and in
December of 2019 a New York state judge blocked the cruising cap.”2

We can’t know about the shadow life Uber would have led if it’d taken a
slightly less aggressive stance—perhaps calling the de Blasio tab the wait
tab instead. After all, the cap extension hurt both Uber and Lyft. However,
what we can see is that Uber’s actions have left a decidedly slimy residue
on the public. We don’t feel good about Uber as a company. What company
would want the New York Times to write a think piece about how customers
have angst about using their product or service titled “To Delete or Not to
Delete: That’s the Uber Question”? The article ended with a quote from one
unhappy customer who commented, “There is a difference between being
competitive and being dirty. It is bad-boy, jerk culture. And I can’t celebrate
that.”22

Cynics might point out that while there’s angst, and Uber’s received its
fair share of bad press, Uber hasn’t had to deal with any serious
consequences—after all, Uber still exists, and bookings grew 28 percent in
2019, while its revenues grew 37 percent.8Y

Yet what company would want to go through what Uber has gone
through? Aside from being bloodied in the headlines during most of 2017
and former CEO Travis Kalanick’s subsequent ousting in the same year,
Uber failed to reach projections of 44 million users in 2017, only reaching
41 million.8! Growth projections anticipate the slowdown will continue
until 2021, and Uber has ceded market share to Lyft.82 Meanwhile, from
October 2017 to October 2018, Lyft’'s revenue grew twice as fast as
Uber’s.82 What would those numbers look like if Uber hadn’t been through
a #DeleteUber movement, or if people felt good instead of slimy every time
they booked an Uber?

It doesn’t stop there. Two days before Uber’s much anticipated IPO fell
flat in 2019, Uber drivers around the world went on strike to protest their
working conditions.2¢ Uber’s first earnings report for 2019 revealed that it
had a net loss of more than $1 billion in its first quarter.2>



While competence is the bedrock for trust, Uber illustrates that it’s only
the beginning of trust. A technically competent company will produce an
excellent product or service. In order to get it to market, the company needs
managerial competence. However, managerial competence is not enough.
As we saw with Uber, a company that nails managerial competence may be
effective in the short term, but in the long term if its tactics are purely self-
interested, unfair, and don’t create a positive impact for customers, drivers,
employees, and investors, the company will pay a price.



MOTIVES

A Fine Balance

It’s motive alone which gives character to the actions of men.
—JEAN DE LA BRUYERE

WE ALL INSTINCTIVELY UNDERSTAND THAT COMPANIES have to make a p]_‘Oﬁ'[

to survive. Yet, a tougher and subtler issue raises its head. We want to know
—as customers, employees, investors, and members of the public—what
are a company’s motives beyond making money? That very question
became front and center for Tommy Adaptive, an initiative that seemed to
be on the side of the angels.

It all started with former Saks Fifth Avenue fashion stylist Mindy
Scheier. Scheier, who has a commanding voice and curly red hair, is
passionate about clothes: she believes they have a magical ability to
transform people. Yet for years, Scheier’s son Oliver had to dress in
sweatpants. Oliver was born with a rare form of muscular dystrophy. Oliver
struggled to manage buttons and zippers, and pants didn’t fit over his leg
braces. If Oliver wore jeans, Scheier had to accompany him to the
bathroom.1

And then, Oliver came home one day during third grade and declared,
“I’m going to wear jeans like everyone else gets to wear.” Oliver, too, had a
passion for fashion—but there was nothing he could wear that would allow
him to express it.

“It was such a kick in the stomach moment,” Scheier recalls. “Here I



was in the fashion industry and literally thought about what I wear every
day because I love to get dressed and I missed it with my own child.
Clothing is critically important to who you are as a person and how you
show up to the world.”

Scheier spent an evening retrofitting Oliver’s jeans so he could wear
them. She removed the zipper and added an elastic band so he could pull
them up and down, and cut up the legs and put Velcro in the sides so they
would fit over his braces. “When I showed Oliver my arts and crafts
project, he absolutely beamed. He went into school with his head held so
high. Those jeans transformed him. He was able to get dressed on his own,
he was able to go to the bathroom on his own; those jeans gave him
confidence.”?

And then Scheier took it a step further. She researched choices for
Oliver and found that there wasn’t much on the market, mostly hospital
gear or clothes for the elderly. And Oliver wasn’t alone. There are roughly
61 million people in the United States, or 25 percent of the population, who
have a disability.2 In 2013, Scheier started the nonprofit organization
Runway of Dreams to educate the fashion industry on how it could better
serve the disabled community. Scheier partnered with Maura Horton, a
designer who had developed a magnet system to close shirts instead of
using buttons. Horton’s husband had Parkinson’s disease, and she had
created the system so he could independently open and close his dress
shirts. Scheier and Horton approached several design labels with a plan for
creating adaptive clothing. The labels all turned Scheier and Horton down,
reasoning that if adaptive clothing was such a good idea, someone would
have done it before. Finally, the duo struck gold with Tommy Hilfiger.

In 2016, the Tommy Hilfiger team launched a children’s collection of
adaptive clothing with Runway of Dreams. The following year, the team
launched Tommy Adaptive, a line of clothing for people with disabilities.
The clothes included T-shirts that had magnets sewn behind decorative
buttons, so the shirts looked like standard polos but were easier to open and
close, and pants with hook-and-loop closures instead of zippers. For the
Tommy Hilfiger team, Tommy Adaptive became more than a new line of
clothing: it became a passion project.

To roll out the line, the Tommy Hilfiger team conducted extensive focus
groups with people who had disabilities to understand the products that



would best serve their needs. They investigated the barriers to purchase,
how to market the clothing to this audience, and offered their customer
service associates sensitivity training, as well as training on the new
products. Team members worked long weekends and looked into
partnerships with different organizations outside the fashion industry. “We
want to create a movement,” said Gary Sheinbaum, the CEO of Tommy
Hilfiger Americas.

Several members of the Tommy Hilfiger team explained that working on
Tommy Adaptive gave them purpose. They felt that they were making a
truly meaningful contribution to society. Employees were so passionate
about the product and so moved by the stories Tommy Adaptive customers
told them that one manager commented there was a long period of time
when there was no meeting without crying.

While the line was priced similarly to Tommy Hilfiger’s other products,
it yielded lower profit margins, a result of the higher costs of adapting
closure systems, fit, and other special features.

Overall, customers with disabilities loved the line. Usually customer
service centers for retailers can expect at least some complaints, along with
customer inquiries. However, the customer service team for Tommy
Hilfiger had the opposite experience with Tommy Adaptive: people called
to say thank you and share stories about how the product had helped them.

However, in a world where no good deed goes unpunished, Tommy
Hilfiger’s motives could be questioned by customers wanting to know if the
brand was producing Tommy Adaptive for the “right reasons.” According
to management consulting firm McKinsey & Company, “getting woke”
(that is, showing an awareness of social injustice) was one of the major
trends for fashion companies in 2019: socially conscious customers had
come down hard on fashion brands when they felt like the brands had failed
to deliver inclusion and diversity in an authentic enough manner. For
example, retailer Primark faced backlash in 2018 for releasing Pride T-
shirts produced in Turkey, which has one of the lowest rankings in Europe
for LGBTQ+ rights. Meanwhile, taking a stance on one issue doesn’t mean
a company is protected from other issues. Nike supported football player
Colin Kaepernick when he chose to remain seated, and later decided to
kneel, during the National Anthem to protest the oppression of black people
and people of color.* However, Nike still got slammed for failing to pay fair



wages in developing countries.2

The quality of Tommy Hilfiger’s adaptive line was undeniable, and so
was the benefit it created for people with disabilities, but an outsider could
question Tommy Hilfiger’s motives. Did the company really care about the
people with disabilities, or was it just out to make a profit? Why was
Tommy Hilfiger in the business of adaptive clothing anyway?

THERE ARE TWO SIGNIFICANT—AND VERY different—reasons why
understanding the importance of your company’s motives is so crucial. The
first is practical. Companies have enormous power over us, and we need to
know that their products and services will not harm us. For example, we
depend on cars and planes to transport us. But if safety guidelines are
abandoned, these cars and planes become killing machines. Consider
Boeing’s 737 Max 8 jet. On the morning of October 29, 2018, within
minutes of takeoff, a Lion Air flight from Jakarta tumbled into the Java Sea,
killing all 189 people on board. And only five months later, on March 10,
2019, a second Boeing 737 Max 8, flown this time by Ethiopian Airlines,
crashed shortly after takeoff as well; all 157 on board were killed. The 737
Max 8 jets had a faulty software system. The jets came with a new
automated system that pushed the nose of the aircraft down to prevent it
from stalling. However, the system only relied on one sensor. If the sensor
malfunctioned, the system continued to push the nose of the plane down,
causing it to crash.2 An investigation later revealed that Boeing had
bypassed safety steps in order to protect its bottom line, putting profits
ahead of customer safety.”

We expect when we buy a product or a service that it will live up to its
promise and that the company that sold it to us will not actively try to harm
us and will take a reasonable amount of care to ensure our well-being. We
cannot police each and every thing a company does, so in order to engage
with a company, we have to generally trust that they have good motives and
do not intend to hurt us.

For example, we expect that Facebook will allow us to contact friends
and family. We understand this may lead to occasional sticky situations
when Grandma reads something that was meant for our best friend. We
expect that Facebook will use our data if we give it permission to, and we



may even expect that Facebook will not be very clear about how to opt out
of giving it permission to use our data. However, we do not expect that
Facebook will allow a third party to collect and use our data without our
permission, as it did with Cambridge Analytica, the data firm hired by the
Trump campaign for the 2016 presidential election, which gained access to
private Facebook data on 87 million users and allegedly used these data to
create targeted political ads.2

Businesses create situations ranging from building products that can be
harmful (such as planes that weren’t built with adequate safety measures) to
taking actions that will impact the economy (like the risky mortgage
lending that led to the Great Recession). Given the enormous powers
businesses have, we want to know that we can trust a company to do right
by us regardless of the circumstances they face.

The second reason is emotional. As human beings we instinctively crave
morality: we want to know that people will do right by us simply because
they believe it’s the right thing to do. Aristotle called this disposition to do
the right thing for its own sake moral virtue. In her essay “The Discernment
of Perception: An Aristotelian Concept of Rationality,” American
philosopher Martha Nussbaum explains our craving for rightness using
Aristotle’s concept of virtue. She writes, “Even where correct choice is
reached in the absence of feeling and emotional response, Aristotle will
insist that it is less virtuous than choice that is emotional. If I help a friend
unfeelingly, I am less praiseworthy than if I do so with appropriate love and
sympathy.... Without feeling, a part of correct perception is missing.”2

Even though Tommy Adaptive created products that filled unmet needs
for a marginalized group, if it wanted to avoid the problems other fashion
brands had run into, it would have to make its mission of inclusive fashion
clear to the public.

We could argue that, logically, Tommy Hilfiger’s reasons for selling
adaptive clothing shouldn’t have any bearing on the positive effects these
products have and how they are perceived. We would, however, then miss
several of the more intangible benefits that come with being motivated to
do good. Because the Tommy Adaptive team was motivated to do right by
people with disabilities, they conducted an exhaustive market research
process including multiple focus groups. They pushed themselves to find
ways to better serve customers with disabilities. These efforts ranged from



ensuring their customer service and website offer best-in-class ADA
compliant processes to finding the most effective ways to create brand
awareness. Without these motives, it’s doubtful the team would have gone
the extra mile for a product that had lower profit margins.

In fact, one of the challenges the team faced was how to advertise
adaptive clothing to its target audience. There was no existing benchmark,
so the team had to create a marketing campaign from the ground up. In
focus groups and design sessions, people with disabilities stressed over and
over again that they did not want to be seen as different. Using a very
targeted message would be the obvious solution from a marketing
standpoint, but it would also contradict the wishes of the community
Tommy Hilfiger wanted to serve. As Sarah Horton, senior director of
marketing, who was deeply involved in the creation of Tommy Adaptive,
commented,

When we embarked on our adaptive clothing journey, we knew we
needed to speak to consumers with disabilities to ensure their needs
were met.... While it is not easy to build awareness for a new
product or idea, our goal has been to keep this conversation going,
and to share our story with as many people as possible. We are
proud that Tommy Adaptive was built by this community, for this
community.

While Tommy Hilfiger’s product was unique at the time (it has since
been joined by Nike, Target, Zappos, American Eagle, UGG, and a growing
list of other companies), its motive—a deep desire to help others—is
hardwired into us as individuals. According to research by experimental
psychologists and specialists in brain and cognitive science, we want to
help each other so much we’re willing to do it even when there’s no reward
and it may not be in our best interest.

David Rand, now a professor at MIT, and two Harvard professors,
Martin Nowak and Joshua Greene, conducted and reviewed studies on
human cooperation that were published in 2012. They aggregated data from
ten experiments on a game where groups of four people were given money.
Participants could choose how much money to put in a pool where it would



then be multiplied and divided evenly among the four people.l Even
though it was possible to make money by contributing nothing, most people
contributed something.ll There was no punishment if people didn’t
contribute, and no real reason to contribute, yet still the majority of people
chose to help the group.

In 2016, Rand published a follow-up experiment and found an
interesting wrinkle. He analyzed sixty-seven studies on economic
cooperation games and found that when subjects were given more time to
think about their decisions, they behaved more selfishly and gave less. This
makes sense (even if it is somewhat dismaying). If you sit and really think
about the economic game we described, why would you contribute money?
You don’t know anyone involved, and you can walk away with more money
if you don’t put anything into the pool. However, when people were given
less time and forced to use their intuition, they contributed 17.3 percent
more money to the group.12 We have a strong desire to help each other, but
as Rand found, we are also fully capable of overriding that desire if given
enough time to think.

However, overriding these instincts may actually hurt us. In addition to
our penchant for cooperation, we also tend to instinctively avoid people
with selfish motivations. In 2018, Swiss-Austrian economist Ernst Fehr and
then PhD student Ivo Schurtenberger published a review for the journal
Nature Human Behaviour summing up the research on anonymous
strangers playing one-shot social dilemma games for money.l2 One-shot
games are when participants must choose between contributing to the group
or keeping their money. Once the game is over, players don’t play again,
which means they have no incentive to worry about harming their
reputation.

Fehr and Schurtenberger found that across studies about 30 percent of
players are freeloaders who try to get something for nothing, and 50 percent
of players are “conditional cooperators.” That is, they will scale their
cooperation to that of other players, increasing or decreasing it depending
on how the other person treats them.

They also found that players have a strong desire to punish freeloaders.
This desire is so strong that people prefer situations where there are
opportunities to punish freeloaders, even if meting out punishment is
temporarily detrimental to the punisher and to the group’s overall welfare.



Motives are so important to us that if we know someone unintentionally
caused harm, we see the harm as less severe. In a 2013 study, Daniel Ames,
now a business professor at Columbia University, and Susan Fiske, a
psychology professor at Princeton, had participants read about a CEO who
owned a business where employee pay was partially based on company
profits. The CEO made a bad investment, which meant employees earned
less. Participants then rated the amount of harm caused from 0 to 100. Half
the participants were told the CEO intentionally harmed his employees
because he wanted them to work harder to increase profits. The other half
were told the CEO genuinely thought the investment would make money
and everyone would benefit. On average participants rated the scenario with
intentional harm at 66, while the second scenario of unintentional harm
earned an average score of 48—even though the result of less pay was
exactly the same.14

In a subsequent study, Ames and Fiske found the converse to also be
true. When people knew harm was intentional, they tended to overestimate
the extent of harm. They had a more accurate assessment when they knew
the harm was not intended. For example, Ames and Fiske gave participants
a story about a nursing home employee who gave residents the wrong
medicines. The cost of the actual harm was $4,433. Participants who
thought the mistake was unintentional estimated that the harm was $4,557.
However, participants who thought the mistake was intentional estimated
the damage as $5,224. Moreover, in a follow-up experiment where
participants could solicit signatures for a petition for the employee to be
investigated, participants who thought the employee intentionally created
harm worked four times as hard to get signatures as participants who
thought the mistake was unintentional 12

So, what’s the bottom line? Businesses would do well to act in the
interests of others, because we feel good about people who cooperate to
further our collective interests. We want to work with them and reward
them. When they cause us harm unintentionally, we will be more forgiving,
but if we believe they harmed us on purpose, we will magnify the extent of
the impact. We abhor those who are only interested in their own benefit,
and if there are opportunities to punish them, such as not do business with
them or go after them legally, we will.

This does not mean that we expect businesses to be completely



altruistic. Businesses and in fact humans require some level of self-interest
to survive, and a business that manages to stay open and profitable can do
more good (e.g., employ people, produce needed goods and services) than
one that goes bankrupt. Rather, we expect businesses to do what they need
to do in order to function while at the same time minimizing the amount of
harm they cause their stakeholders. Even in cases where businesses might
have a reason to do harm—say to stay abreast of the competition, we have a
limited tolerance for what is acceptable. When news stories broke that Uber
was deliberately booking and canceling rides from its competitor Lyft, as
well as creating a team to recruit drivers away from Lyft,1° this was not
celebrated as a clever technique. Instead, we thought Uber was a bully.

The Quakers, also known as the Society of Friends, are a sect of
Christianity devoted to peaceful principles. They are a striking example of
how being trusted for motives can lead to business success. The Quakers
were banned in England from attending universities and going into politics
until 1828,17 so most of them turned to business.1 During the days of the
Industrial Revolution, between the mid-1700s and mid-1800s, the Quakers
made a name for themselves as entrepreneurs because people trusted their
motives. People knew their business practices were faith-based and that
Quakers would keep their promises even if it wasn’t in their best financial
interest to do so.12 For example, the Darby family who founded the British
iron industry refused to follow the lead of their competitors and make
cannons, a clear statement that their business principles were based on more
than just profits. Instead the Darbys focused on domestic iron goods.2

Quaker business practices were also set up to ensure that the community
benefited from businesses. During Quaker meetings, everyone’s business
activities were reviewed by peers. This served two purposes: first, ensuring
that the business plans were solid, and second, ensuring that the Quakers’
interests as well as those of the broader community outside the Quakers
were protected.2l During meetings, members were warned against
speculation, reminded about the importance of paying bills on time while
avoiding large debts, and urged not to do business beyond their means,22 so
the Quakers ended up building solid cash reserves.22 There were also stiff
penalties for bankruptcy—usually expulsion from the group—which also
helped cement the importance of good business practices.?* Moreover,
Quakers were known for being honest and fair,22 especially with weights,



measures, and their pricing.2® In an economy where bartering was the norm,
Quakers were the first to set prices, providing a degree of certainty in what
was otherwise a highly variable deal-by-deal market. Their factories had
better work conditions than was common at the time, and Quakers
employed doctors and dentists to take care of their workers. Customers
believed the Quakers weren’t out to make a profit at their expense or at the
expense of their employees.?

Trust became a competitive advantage for the Quakers. In the 1850s
Quakers made up just over 0.5 percent of the British population,? yet they
started several business empires including Barclays Bank, Clarks shoes,
Cadbury chocolates (a gift to us all), and Carr’s Crackers, all of which are
still in business today.?2 The combination of business know-how plus
community-mindedness led a group of forty-five Quakers to each set aside
10,700 pounds to create a life insurance fund in 1832.2% This grew into the
English life insurance firm Friends Provident, which endured over the years
until it was sold to insurance group Aviva in 2015.31 And although it pains
us to recognize it, one of Harvard Business School’s competitors—
University of Pennsylvania’s Wharton—the world’s first collegiate business
school, was founded by a Quaker entrepreneur, Joseph Wharton, who
wanted to prepare graduates to become “pillars of the State, whether in
private or in public life.”32

Quaker management principles are alive and well in some corporations,
but not, to be sure, in most. Since the mid-nineteenth century, there have
been two main schools of thought in America about the role of businesses
in society: whether businesses should focus on making a profit or whether
they should serve a larger social purpose.

William T. Allen unpacked this duality in his famous article “Our
Schizophrenic Conception of the Business Corporation.” Allen was
particularly well positioned to comment since at the time he was the
chancellor of the Delaware Court of Chancery, a US court that is famous for
being the definitive voice for settling law cases between corporations and
other parties. Allen explained that there have always been tensions between
these two views of the firm in the United States. These views are known by
many names. Allen preferred the property and social entity views,32 while
others use the label of classical versus managerialism.2¢ However, the gist
is shareholder/property theorists believe the role of the company is mainly



economic. A company exists to create wealth and its first responsibility is to
its stockholders who “own” the firm, hence the term “property” view.
Employment, innovation, and other social goods are beneficial side effects
of business, but not its main purpose.22 Stakeholder/social entity theorists,
on the other hand, believe that companies have a social and moral purpose.
They are responsible for creating quality products and services at a
reasonable cost, providing long-term employment, and benefiting society.2®

Corporations have had dual purposes—the schizophrenia that Allen
writes about—pulling them toward duties to shareholders on the one hand
and toward stakeholders on the other. The corporation was born in the
nineteenth century in the US, and the initial legal conception was that a firm
is more or less like a limited partnership, established so individuals could
pool capital, invest it, and create returns for its individual investor-
owners.3Z At the same time, nineteenth-century companies were also state-
chartered institutions, and the earliest charters were quite specific, generally
granted to fund the building of something like a bridge—a public service
investment beyond the financial reach of individuals.

In the 1930s, the publication of The Modern Corporation and Private
Property by Adolf A. Berle Jr. and Gardiner C. Means codified the beliefs
of stakeholder corporations. The hallmarks were support for labor unions,
the creation of employee pension programs, and actions to enhance the
stability and prosperity of the communities that housed the companies. The
post-WWII cushy economic environment of prosperity, low competition,
and lack of powerful shareholders nourished the growth of stakeholder
corporations.38

However, the 1970s marked the return of the property/shareholder view.
Milton Friedman, a University of Chicago economist, spearheaded this
movement. He wrote, “There is one and only one social responsibility of
business—to use its resources and engage in activities designed to increase
its profits so long as it stays within the rules of the game, which is to say,
engages in open and free competition without deception or fraud.”32

By the 1980s, the economy had changed. Companies were facing
growing global competition, capital market innovation, and the growth of a
newly powerful class of institutional investors.2? Friedman’s ideas took root
and ushered in the return of the shareholder. Companies focused on
shareholders’ needs, squeezing their budgets to wring out every last cent of



profit. Around the same time layoffs increased, research and development
budgets were cut, and companies focused on short-term profits for
shareholder gain rather than the long-term interests of the firm.%

However, all of that came with a cost: the loss of trust in companies. In
1974, 31 percent of Americans said they trusted major corporations—which
is low and alarming if you think about the fact that that was trust’s heyday
—but by the 1990s this had dropped to 20 percent according to the
University of Chicago’s General Social Survey. (Unsurprisingly, trust hit an
all-time low during 2010, right around the Great Recession, when it was 13
percent).22 The relentless pursuit of wealth had consequences.

The Rise of Purpose-Driven Companies

Today, we’re seeing a backlash against the supremacy of shareholder
interests. Increasingly, people want companies to have positive social
motives. According to a survey conducted by American Express, 81 percent
of the US millennials surveyed said a successful company needs to have a
genuine purpose, while 78 percent said their employers’ values should
match their own.%3

As a side note, a company’s purpose is different than its motives.
Purpose defines the goal a company wants to achieve, while motives refer
to the company’s reasons for choosing that goal. A company’s purpose may
change over time and under different market conditions. For example, in the
1890s William Hesketh Lever founded Lever Brothers with the purpose of
making “cleanliness commonplace; to lessen work for women; to foster
health and contribute to personal attractiveness, that life may be more
enjoyable and rewarding for the people who use our products.”** Lever
Brothers ultimately became Unilever in 1930.%> Today Unilever has made it
a point to bake social and environmental goals into its corporate purpose. Its
Lipton tea brand aims to produce tea sustainably, while Dove, which sells
soaps and shampoos, aims “to make beauty a source of confidence, not
anxiety.”® Unilever CEO Alan Jope recently said that if its brands don’t
have a clear environmental or social purpose, they could be cut from the
Unilever product line.#Z Meanwhile Unilever’s overarching corporate

purpose is to be the leader in sustainable business and prove that brands



with purpose grow.®8 The purpose-driven corporation grew out of
stakeholder thinking, adding to it clear and simple statements of intent to
shape company actions and set expectations of what the company can be
held accountable for.

Some CEOs are getting the message that focusing purely on investors
has hurt business, and they are rethinking the role of the company and
moving back to a more stakeholder-centered philosophy. In 2018, Laurence
D. Fink, chairman and CEO of BlackRock, the largest investment manager
in the world, wrote a letter to major company CEQOs asking them to pay
attention to social, environmental, and legal concerns. The letter generated a
fierce debate.?2 Real estate mogul Sam Zell commented, “I didn’t know
Larry Fink had been made God,” and called the letter hypocritical.22 Warren
Buffett commented that he did not think investors should mix politics and
business: “I don’t believe in imposing my political opinions on the activities
of my business,” he said.2!

However, CEOs paid attention. In August 2019, the Business
Roundtable, a group of about 200 CEOs from America’s largest companies
including giants like Apple and Walmart,2? issued a statement defining the
purpose of a company. The statement declared, “While each of our
individual companies serves its own corporate purpose, we share a
fundamental commitment to all of our stakeholders.” The Business
Roundtable broke down corporate purpose into five elements: delivering
value to customers, investing in employees, dealing fairly and ethically with
suppliers, supporting the communities in which we work, and generating
long-term value for shareholders.22

While the members of the Business Roundtable were ostensibly
speaking about purpose, they hit upon the main complexity behind motives
when they broke down a company’s purpose into commitments to meeting
the needs and expectations of different groups. There are times when
stakeholders’ needs will conflict and companies have to make tough
choices about whose needs to prioritize. Yet, if a company wants to remain
trusted for its motives, it cannot actively harm its stakeholders either.
Companies are tasked with determining whether their motives are
trustworthy from the perspectives of multiple stakeholders by asking three
questions:



* Who are our stakeholders?
* What do we owe our stakeholders?
* How can we balance competing stakeholder interests?

WHO ARE OUR STAKEHOLDERS? Determining whether you’re
successfully doing right by stakeholders starts with a good understanding of
who they are. They include the usual suspects: customers, employees,
investors, and the communities where you do business. Companies,
however, have far-reaching impacts, and stakeholders also encompass a
larger ecosystem including suppliers, regulators and government officials,
and society. In the case of Tommy Adaptive, for example, the subgroup of
customers with disabilities was an important stakeholder. This meant
Tommy Hilfiger had to think through its marketing campaign as well as its
distribution processes and customer service in order to best serve customers
with disabilities.

HDFC Ltd. (Housing Development Finance Corporation Limited), an
Indian financial services company, has accomplished astounding results by
keeping in mind that one of its most important stakeholders was Indian
society at large, something that has been fundamental to the company since
its founding.

During India’s first years of independence, in the 1950s, Indians
invested about 3 percent of the GDP in houses. By the 1970s this had fallen
to 1.5 percent, and there was a pressing need for more houses.2¢ At the time
there was little infrastructure for home loans, while the existing banks,
mostly state owned, had little ability to enforce payments or foreclose on
defaulters.22

In 1977, H. T. Parekh launched HDFC to provide loans to people who
wanted to buy a house.2 Tn 1978, HDFC’s first borrower, D. B. Remedios,
took out a modest Rs. 30,000 loan at a fixed interest rate of 10.5 percent to
build an Rs. 70,000 house in Mumbai.2Z At the time, the typical borrower
was middle-aged and accustomed to using savings to purchase a house
since it was difficult to get a loan, and loans were also not part of the
culture.®® (It’s a testament to HDFC’s success that today home loans have
become an essential part of Indian life. Borrowers are in their early thirties
and tend to seek out loans that are about 65-80 percent of their house’s



purchase price.)?2

Soon, HDFC earned a reputation for high integrity and customer care.
At the time, the banks had a reputation for acting as if they were doing
customers a favor by serving them. Parekh instructed employees to “make
[the customer] feel that you need him more than he needs you.’@ HDFC
trained employees not to accept bribes, though bribery was a widespread
practice in India at the time. If customers offered a bribe, HDFC rejected
their application, while employees who accepted bribes were fired. And
while nationalized banks took six months to a year to approve a loan,
HDFC made approvals within six weeks.%.

HDFC was a massive success, and until the 1980s it held 100 percent of
India’s market for housing loans. Parekh could have decided it was better to
have a monopoly, but he believed that India needed a much larger industry
to meet its vast housing needs. In a highly unusual move, HDFC worked
with public sector—owned banks to invest up to 20 percent in three other
companies to create a home lending industry.%2 It also supplied the
companies with management and employee training, even though it would
end up competing with these three entities for business.

HDFC did in fact take a hit from investing in a home lending industry.
Its market share fell to about 75-80 percent, but its growth remained the
same: about 30-40 percent per year.?2 However, the investments in
competitors created so much trust in HDFC as a company that was actively
seeking to benefit society that the government regularly consulted it as an
advisor for various policies including extending tax benefits to borrowers
for home loans. HDFC had earned so much trust that the government
believed its recommendations would benefit the whole industry.®4 Today
HDFC has gone on to create several other subsidiaries including HDFC
Bank, India’s largest private sector bank.

As a side note, HDFC’s current chairman, Deepak Parekh (H. T.
Parekh’s nephew), is highly regarded and seen as the government’s
unofficial “crisis consultant.” Among other crises, in 2009, Deepak Parekh
was brought in as an advisor for the “Enron of India,” the Satyam Computer
Services scandal. Satyam Computer Services had a fictional $1 billion on
its books,22 and Parekh led the effort to sell it and rebrand it, in order to
help protect India’s reputation as a technology hub.2®



WHAT DO OUR STAKEHOLDERS EXPECT? A company has three major
responsibilities: economic, legal, and ethical. Economically, we count on
companies to create value. Legally, we expect them to follow the law. And
ethically, we want them to have a positive impact and use fair means to
achieve their ends and govern their interactions with stakeholders.

How this works in practice varies, depending on the stakeholder.
Providing economic value for customers means the company creates goods
and services that add value to their lives. Employees, on the other hand, see
economic value as a livelihood, as do suppliers on a much larger scale.
Investors look for returns, regulators expect companies to abide by the law,
and society expects companies to add to the economic development of the
regions they work in. Companies can’t build trust unless they understand
the implicit promises widely different stakeholders expect them to keep.
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If it seems surprising to see government as a stakeholder that companies
need to build trust with, consider the consequences when trust with
government regulators breaks down. At a recent transportation conference
we attended, a European government official told us about the fallout after
the Volkswagen diesel emissions scandal, where the German car company
installed software in the cars to help them cheat on emissions tests. “We felt
betrayed by Volkswagen,” the official said. He continued by pointing out
that regulators don’t write the laws expecting them to be broken. But once a
scandal happens, regulators tighten laws, limiting companies’ powers and
making it more difficult for everyone to do business, even those with the
best of intentions. The Volkswagen emissions scandal broke in September
2015, and by January 2016, the European Union was already working to
tighten regulations to ensure that the cheating could not be repeated.%” Lest
it seem that Volkswagen did not suffer consequences (by 2018, it was
growing again in the United States),22 we’d like to point out that in the
aftermath, Volkswagen’s profits tumbled by 20 percent during the first
quarter of 2016,%? it had to trim its workforce by 30,000 in 2016,22 and it
had to pay $35 billion in settlements and fines in 2019.ZL Ex-CEO Martin
Winterkorn was charged with fraud,”? while as of 2020, German authorities
have filed charges against six Volkswagen executives.”2 Meanwhile,
Volkswagen has stiffened its internal conduct rules. In 2019, the company
fired 204 employees for infractions like unexcused absences or ignoring
drug and alcohol bans.”# While Volkswagen’s sales may be climbing back,
it is still dealing with the reputational stains from the scandal.

HOW CAN WE BALANCE COMPETING stakeholder interests? Motives
will continually be tested over time. There’s no one-and-done test in the
eyes of stakeholders. And, for many, the moment of truth comes when
competing stakeholder interests have to be balanced. Since the needs of all
stakeholders can’t be met at every moment, and stakeholder expectations
may conflict, companies have to figure out how to balance expectations.
What this balance looks like varies from company to company, and may
change depending on the situation. It may be necessary to let a



stakeholder’s needs go unmet for the moment, or just aim for the bare
minimum, but there’s a difference between temporarily putting a group’s
needs on the back burner versus actively harming them. The challenge
companies face, particularly when they are in difficult situations or strapped
for resources, is figuring out whom to prioritize while paying sufficient
attention to other groups of valued stakeholders.

A prime example of elegant and effective balancing is the global
manufacturer Honeywell during the Great Recession of 2007-2009. Dave
Cote, Honeywell’s CEO at the time, was one of very few leaders who
recognized the damage layoffs caused and minimized their use, relying
instead much more heavily on furloughs. At the same time, he knew he had
to balance the needs of employees with investors, who were expecting the
company to produce returns. Cote is proof that doing the right thing can
make sound business sense. Tall and imposing, Cote is a clear, confident
speaker who tells great stories while communicating complex ideas. During
his tenure at Honeywell, particularly during the recession, his leadership
style demonstrated prioritizing doing right by each stakeholder in order to
ensure Honeywell’s survival.

First, some background. Cote stepped into his position at Honeywell in
2002 and inherited a mess. Honeywell had gone through three CEOs in four
years. It had billions in environmental, pension, and asbestos liabilities that
weren’t resolved; cultural warfare from a messy merger; and “unhealthy”
accounting practices.”2 Cote was an unlikely candidate for CEO. He grew
up in small-town New Hampshire. He dropped out of college as a junior to
become a commercial fisherman. After that, he worked night shifts as a
factory worker at General Electric. However, when his wife got pregnant,
and he realized he couldn’t support a family as an hourly employee at GE,
he went back to school. “I didn’t know what success was, because it was
hard to find anyone in town you’d describe as successful,” he said.Z®

He returned to GE as an internal auditor and worked his way up the
ladder, attracting the attention of CEO Jack Welch, who promoted him three
levels. Cote even made the list of contenders to succeed Welch; however, he
wasn’t a finalist and ultimately left GE.Z

After Cote joined Honeywell as CEO in February 2002 (and chairman in
July of that year) he realized that he’d have to reduce Honeywell’s earnings
estimate. In fact he ended up reducing the estimate two times—swiftly



losing the trust of investors, who already knew he hadn’t been a finalist to
run GE and was not the first choice to run Honeywell.Z8

One of Cote’s first tasks was to turn around a company that had divided
into factions. Honeywell had merged with AlliedSignal and Pittway, but the
three were at war with each other because of vastly different cultures. A
manager who had left AlliedSignal and then returned after the merger
commented, “When I left, there was a huge energy in the place. When I
came back the building was almost empty and a lot of people in it seemed
beaten up.”Z2

As Cote described it, the Honeywell culture focused on “customer
delight—new technology and creating the next great thing.” However, this
meant that Honeywell would make commitments to create new products
regardless of whether they could reasonably keep them. AlliedSignal
focused on productivity and making the quarterly numbers, prioritizing the
short term while neglecting to create a product pipeline. Pittway focused on
capturing market share through creating new products while maintaining a
healthy profit. However, they were fiercely independent and acted as if they
hadn’t merged with the two other companies.&®

Cote’s solution was to build a company culture where everyone focused
on the customer and decisions were based on what would be best for the
customer. As part of this he created the Honeywell Operating System
(HOS), which was based on Toyota’s lean manufacturing system, with the
aim of standardizing the manufacturing process across the company. He
also focused on developing talent within the company and instituted
disciplined hiring practices to break Honeywell of the practice of over-
hiring and then resorting to layoffs during downturns.8!

He also took on two highly fraught issues. First, he reformed
Honeywell’s “unhealthy” accounting and management practices. This
included discontinuing the practice of loading end-of-quarter sales that had
been used to enhance reported earnings. Cote also moved to a more
aggressive position on expense recognition, consistent with Generally
Accepted Accounting Principles (GAAP), to more accurately match
revenues with cash outflows and give Honeywell better information for
making decisions.

Second, Cote created a new process for settling environmental claims
brought against AlliedSignal, which had a long history of harm stemming



from its decades in the chemical business. He increased the budget for
environmental remediation, and instead of adopting AlliedSignal’s strategy
of challenging claims, he took a cooperative approach, spending $3.5
billion over fifteen years to resolve claims. He also worked with regulators
to come up with solutions for the environmental damage, which went above
and beyond Honeywell’s legal responsibilities. “When we engaged with
affected communities, we wanted to see if we could find solutions that got
the job done right, but did so in innovative, cost-effective ways. We wanted
everyone to win—the environment, local communities, and our
shareholders,” the ever-practical Cote later wrote in his memoir.22

As part of this, Honeywell cleaned up polluted sites and developed them
into neighborhoods that had small businesses and created jobs. Among
other projects, Honeywell invested $100 million in cleaning up hazardous
waste in Baltimore’s inner harbor, in a project that earned praise from local
politicians. One community leader commented, “Throughout all the years
that we’ve known Honeywell, we’ve developed trust and friendship.
Honeywell has done everything they said they were going to do and
more.”8 Making sure everyone was winning made Honeywell flourish: by
the time the Great Recession rolled in, Honeywell’s sales had increased
about 10 percent each year and cash flow had doubled.

When the Great Recession hit, Honeywell, like most other companies,
had to reduce costs as revenues fell. Again, Cote focused on how everyone
could win: customers, investors, and employees.

Cote prioritized customers’ interests during the downturn. “Our first
priority is customers. We need to make sure we can still deliver, that it’s
quality product, and that if we’ve committed to a project that it will get
done on time, if there’s a new project that we’ve promised that it’ll come
out on time.”® However, Cote realized that surviving the recession didn’t
mean ignoring the needs of investors and employees; it meant balancing
them. “We have to balance the pain.... Investors need to know they can
count on the company, that we’re going to be doing the right things for the
long term,” Cote said.

After all, they’re the owners of the company and we work for
them.... But at the same time we need to be recognizing that the



employee base is the base for success in the future... and we need to
be thoughtful about how we treat them. And I think if you get the
balance right between these two... investors might not be as happy
in the short term if you could have generated more earnings, but
they’re definitely going to be happier in the longer term. Employees
might not be as happy in the short term because they might have
preferred that you just say to heck with all investors. But in the long
term they’re going to benefit also because you’re going to have a
much more robust company.&

During the Great Recession, companies laid off 8.7 million
Americans.2® Layoffs, it almost goes without saying, are a trust killer for
employees. A 2007 study of employees laid off during the 1982 recession
found two decades later they were still earning 20 percent less than their
peers.&’

Honeywell took a different route. It furloughed employees. Furloughed
employees do not report for work and receive varying amounts of pay from
their employer depending on their country that can range from no pay at all,
as in the US and Canada, to partial payment, common in many countries in
Europe and Asia. Furloughed workers are eligible for government
assistance in the form of unemployment benefits or compensation based on
some portion of their normal pay.88 At Honeywell, the furlough’s length
varied depending on the business unit and how well it was weathering the
recession. None of the furloughs lasted more than five weeks. Painful
certainly, but better by far than being out of a job altogether.

To minimize the scale of the furloughs, Cote also used a number of other
cost-cutting measures, such as freezing hiring and eliminating salary
increases, and cutting the company’s retirement matching program from
100 percent to 50 percent. Meanwhile Honeywell distributed a reduced
bonus pool as restricted stock so employees could benefit as the stock price
rebounded during the recovery. Cote and his leadership team also refused
their 2009 bonuses. He didn’t share this with his employees until six
months into the recession because he didn’t want to look like he was
preempting the board, which set his bonus. Cote later wrote in his memoir
that this was a mistake and he should have let the team know early on,



because the assumption that he would get a bonus created resentment.82 (If
the perception that Cote had a bonus created resentment, imagine what
would have happened to trust at Honeywell if he had actually taken a bonus
while issuing furloughs.) Honeywell also placed advance orders with
suppliers that Honeywell could activate as soon as sales picked up.
Suppliers were happy with the guaranteed production, and Honeywell stole
a march on its competitors by filling customer orders faster as the recovery
began.

Cote’s balancing act paid off. During the recovery from 2009 to 2012,
Honeywell’s stock price shot up by over 75 percent, Honeywell
outperformed the total stock returns of its closest competitor by over twenty
points, and investors reaped the value of these benefits. Cote, who had
entered Honeywell mistrusted by investors, no longer had a trust problem.
In 2012, Morgan Stanley named Honeywell a star performer, noting there
was no debate, it had definitely changed.2 A year later, Morgan Stanley
analysts called the furloughs a “smart decision” during a 2013 five-year
review of Honeywell.2! In the same year, Chief Executive magazine named
him CEO of the Year based on nominations from a peer group.2? In
addition, Barron’s declared Cote one of the world’s top thirty CEOs for five
years running, from 2013 to 2017.23

It is important to note that throughout his tenure at Honeywell, Cote was
always balancing stakeholder needs. The cultural merger he orchestrated
when he first arrived set employees on a new path and aligned their efforts
toward a common goal. At the same time, he implemented policies that
were good for his investors so that when the time came to put their needs on
the backburner, he had built up enough trust with them to be able to do so.
Alex Ismail, then Honeywell’s president and CEO of transportation
systems, commented, “Dave told us we would continue to do the right
things in good and in bad times and that was critical.”24

Trust is the currency of business, and companies need to build trust with
multiple parties. We want to use the products and services we value from
companies, to work for them, to do business with them, and to let them
continue to exist. To allow any company to continue exercising the
staggering amount of power it has over us, all of these parties need to trust
in its motives. However, even if a company has the best of intentions, these
intentions do not matter if a company cannot execute fairly on its decision-



making—something we’ll discuss more in our next chapter.



MEANS

When All Is Fair

Being good is easy, what is difficult is being just.
—VICTOR HUGO

ON SEPTEMBER 8, 1999, MICHELIN, THE FRENCH TIREMAKER, had good news

and bad news, or good news and disastrous news depending on whom you
were asking. The good news: it announced a 17 percent growth in profits
for the first half of the year. The bad news: it would cut 7,500 jobs across
Europe as part of its plan to improve profitability by 20 percent over the
next three years.!

Earlier that year, Edouard Michelin had become co-CEQ, inheriting the
position from his father. Throughout the 1980s, sales in Europe had been
falling, while Michelin faced pressure from low-cost Asian competitors. In
addition, Michelin had been steadily losing market share to its main
competitor, Bridgestone-Firestone.2 So, even though Michelin was
profitable, the new CEO knew that if the company was going to
successfully compete in the new business landscape, something had to give.

Unsurprisingly, the news did not go down well. In fact, Michelin’s
announcement was a disaster. Two weeks after the announcement, 3,500 of
Michelin’s 15,000 employees in Clermont-Ferrand, Michelin’s
headquarters, took to the streets to protest the layoffs. They shut down shop
in five factories to march in front of the headquarters building. On Michelin
Avenue, employees ripped down street signs and replaced them with signs



that read “Avenue of Full Employment.” Protests erupted across France.

With all the union organizing actions and subsequent media attention,
politicians became involved. France’s prime minister, Lionel Jospin,
stepped in to comment that there was very little the government could do to
stop Michelin from restructuring. This generated so much outrage that
Jospin’s government revolted against his perceived weakness. The resulting
hullaballoo became known as 1’affaire Michelin.

Forced to respond, Jospin took action not just against Michelin, but
against business in general. He vowed to deny subsidies to any company
taking layoffs that wasn’t struggling financially and to limit the use of part-
time and temporary working contracts.

This would be a blow for any company, but it was particularly wounding
to Michelin, a company that had historically gone to great lengths to make
sure it was not just a good but an excellent employer. After its founding in
1889, Michelin built infrastructure in the surrounding communities around
Clermont-Ferrand to support its new employees, including housing,
schools, health clinics, and even swimming pools. For Michelin, employees
were people first who deserved to be cared for, and not “natural” resources
that could be used until they were depleted, or discarded like machines that
were made obsolete by cheaper and more efficient models.

Michelin even made it a point to use the rather old-fashioned term
“personnel” rather than human resources. Remi de Verdilhac, who worked
in Michelin’s personnel management for three decades, explained, “A
human being is not a resource.... People have the potential to develop.” As
such, employees were hired for their cultural fit and values rather than for
any particular role. They were assigned a career manager who worked to
match them to jobs that would fit their talents and stretch them so they were
always on a path to grow their skills and capabilities.

However, Michelin was also notoriously anti-union, and Francois
Michelin (Edouard Michelin’s father) strongly believed in the pro-employee
management philosophy that became known as paternalisme
(paternalism).2 “Unions,” he said, “aren’t at all necessary for the existence
of the company. They are only the expression of the inadequacy of
company owners.”* Consistent with this logic, Frangois Michelin was also
the CEO responsible for developing Michelin’s career management system.

Yet this time Michelin had failed spectacularly in its goal to treat



employees as “personnel.” With the announcement of impending layoffs,
Michelin seemed to be moving toward the philosophy of workers as an
expendable resource it had criticized and proudly stood apart from for more
than a century.

Michelin’s actions had angered its employees to the point of inspiring a
new federal law—a reality check like no other. What had gone wrong? At
the heart of the matter was Michelin’s employees and their judgment of the
company’s actions. Michelin had profited from their labor; why should they
be punished by losing their jobs? The layoffs simply weren’t fair.

To Be Trusted, Be Fair

Our sense of fairness runs deep and shows up nearly from the time we are
born. In a 2017 Scientific American article, researchers summarized the
“mountain of evidence” of how fairness is imbedded in child development.

Infants as young as 12 months expect resources to be divided
equally between two characters in a scene [that was playacted in
front of them]. By preschool, children will protest getting less than
peers, even paying to prevent a peer from getting more. As children
get older, they are willing to punish those who have been unfair both
when they are the victims of unfairness as well as when they witness
someone else being treated unfairly. Older still, children show...

they would rather receive nothing than receive more than a peer.2

(How, you might wonder, do researchers divine what children as young
as twelve months are thinking? By measuring what they look at, and for
how long. It turns out that multiple studies have shown that infants and
toddlers reliably spend more time looking at things that defy their
expectations and surprise them, which they do when they see someone
being treated unfairly.)®

Organizations that are trusted for their means, by which we mean the
way they do things, have processes for making fair decisions on behalf of
all their stakeholders. This is more difficult than it sounds. Business leaders
are often biased in favor of shareholders, which leads to prioritizing



financial returns over, say, employee well-being. Part of this is because of
CEOs’ compensation structure.

Over time, a larger and larger share of CEO compensation has been
given as stock awards. In 2010, stock awards made up about 32 percent of
CEO compensation for S&P 500 companies. By 2016 this had jumped to
47.4 percent.. Meanwhile, the consulting firm McKinsey analyzed how a
change in stock prices affected CEO compensation. They found that a 50
percent increase in stock price (hefty, to be sure) translated to a six-fold pay
raise for CEOs.2 In other words, CEOs’ incentives strongly favor just one of
their stakeholders: investors.

And if you really want to get into unfairness, consider the discrepancy
between CEO pay and worker pay. In 2018, the average CEO earned 278
times more than the average worker.2 This point-in-time statistic shows vast
inequities between what CEOs are paid compared to their workers.
Supposedly CEOs “get the big bucks” because they have hard jobs (and
really, they are hard: see Chapter 7 on leaders and trust). And there’s no
simple yardstick to use to determine just how much more in pay they should
receive for that harder work. But the real story of unfairness is revealed in
the rate of growth that each group has seen in its earnings, since that
statistic shows the trend in how the economic pie has been divided over
time. The average employee’s compensation in the United States has
increased by 11.9 percent in the forty years between 1978 and 2018, while
the average CEQO’s pay has increased by 1,007.5 percent over those same
forty years. Even though I’ve been an executive, I can’t imagine a rationale
that would explain how the contribution of CEOs warrants a rate of growth
that is 100 times that of the employees whose innovation and productivity
create the increased value and earnings that benefit companies and CEOs.

Meanwhile, companies do receive feedback if they are unfair to their
customers and can see a direct hit in sales. Netflix found this out the hard
way in 2011 when it decided to raise prices. At the time, customers paid
$9.99 for unlimited streaming and DVD rental services. Then, Netflix
decided to unbundle its services: customers could pay $7.99 for unlimited
streaming or unlimited DVD rentals. If they wanted both, they were
charged $15.98, a 63 percent price hike.l? Customers quickly voted with
their feet: Netflix lost 800,000 customers in the months following the
decision..! As a side note, in 2014 when Netflix next decided to raise prices



for streaming from $7.99 to $8.99, it tiptoed carefully. The price hike only
applied to new customers, while old customers were allowed to stay at
$7.99 for two more years. Netflix had learned its lesson about fairness the
hard way.12

Fairness to employees is trickier to manage than fairness to customers
because often the effects are indirect and emerge over time. To learn more
about the hidden impacts of unfairness to employees, in 2017, European
researchers conducted a field experiment by setting up a call center where
they hired 195 people. They then laid some of them off to see whether this
would impact the productivity of those who remained.l2 While real-life
“experiments” of this kind go on all the time in companies, in this case, the
researchers were trying to get a more precise understanding of how
unfairness in the conduct of layoffs would affect the productivity of staff
who were not laid off.

The researchers randomly selected 20 percent of the workers to be laid
off, and told the group the layoffs had been random and were needed to cut
costs. Productivity among layoff survivors (i.e., employees who were not
laid off while others were) immediately decreased by 12 percent. This may
not sound too bad, but imagine a drop of over 10 percent in the productivity
of employees and the hit in profits if that occurred. When the researchers
followed up, survivors were most unhappy about the random selection of
workers to be laid off. To them, it was completely unfair.4 While this was
just a research study (and one hopes that participants were properly
debriefed so it had no lasting emotional effects), layoffs like this are all too
common in real life.

Leaders would be wise to take note of this study’s results. A drop-off in
productivity will affect the company and its profitability, but since it is not
as visible and identifiable as plunging stock prices or lost sales, unfairness
to employees is easier to downplay or ignore—until, as in the case of
Michelin, employees make it clear they won’t tolerate it anymore. The call
center employees who were not laid off also expressed their displeasure but
in ways that show how difficult it can be to connect the dots. In response to
the layoffs they believed were unfair, they took longer breaks at the start of
their second shift and began to leave work early.12

On a societal level, it can be even easier for companies to ignore or
downplay the impact they have on the public and the communities they



work in. For example, since 1988, just 100 companies have been
responsible for 71 percent of global emissions.® To be sure, some
industries are more likely to pollute than others by virtue of the business
they are in. And these companies may very well have taken steps to lessen
their environmental impact. But we might expect that aggressive and
concerted action would lead to one or even a few of them dropping off the
list. That they are all still responsible for the majority of global emissions
indicates that whatever actions they’ve taken have not been sufficient, and
they continue to create emissions that damage the environment.

This is a good example of how patterns of trust betrayal may be even
harder to recognize than individual incidents, because you need to pull all
the data together—over time—to get the real picture. My Harvard Business
School colleague Steve Kaufman has wisely referred to this as “the tyranny
of incrementalism.” Take this as a warning to see whether there are trust
breaches that have gone on for so long in your company that you are
routinely acting unfairly, even if less so than in the past. This is a sign of a
“satisficing” mindset, a kind of blindness where modest (and even hard-
won) improvement becomes sufficient, rather than the larger changes that
may be needed to transform how fairly your company acts.

When unfairness reaches a tipping point and communities rebel,
companies can find themselves in hot water. For example, consider our
discomfort with Uber. Much of it is rooted in how Uber treats its
stakeholders. Among other harrowing details, Susan Fowler described how
HR gave her a choice between staying with a manager who allegedly
sexually harassed her and probably receiving a bad performance review, or
transferring to a new team since they weren’t “comfortable punishing” the
manager, who was a high performerl? Unsurprisingly, according to
Fowler’s blog post, the number of women at Uber during her time there
dropped from 25 percent to less than 6 percent of the workforce.l8 Even
when unfairness is directed at employees, where the costs can be hidden for
longer, companies will still see an impact.

This predisposition to fairness is why means—how we go about
achieving our goals—are so important to being trusted. When we trust
companies on the basis of means, we are trusting them to set rules of
engagement that treat us fairly. But what should guide these rules? What do
we mean when we expect a business to be fair?



There are many types of fairness, depending on the context, and the
ideas they represent are as complex as the situations we humans create. For
example, medical ethics is grounded in the principle of doing no harm, but
it also encompasses other types of fairness. The first is beneficence—
purposefully aiming to do good; the second is respect for patient autonomy,
which underscores the importance of the patient’s right to make their own
healthcare decisions; and the third is distributive fairness—how to
determine who in a society has access to medical care and at what cost. The
principle of distributive fairness is useful to challenge what might otherwise
be biased or “automatic” assumptions about how to ration the use of scarce
resources, such as intensive care unit (ICU) space during a pandemic, to
ensure that the needs of whole populations are taken into account. Respect
for patient autonomy, on the other hand, inspires doctors and other
caregivers to provide more rather than less information if wanted by the
patient, and requires that decisions about treatment are being made by the
patient or her medical proxies, with medical staff providing input, rather
than the other way around.l2

The same is true of fairness in business: fairness is not just one thing.
For decades the field of organizational justice, which studies questions of
fair treatment by organizations and their members, was riven by debates
about the definition of fairness in business and how many types of fairness
there might be.

This is not just a theoretical concern for academics. If you want to know
whether a certain type of performance appraisal is perceived as fair or
unfair by employees, you need to understand how they think about what is
fair. Consider the “rank and yank” appraisal system, popularized in the
1980s by Jack Welch, GE’s former CEO, which advised stack-ranking
employees by performance and removing the bottom 10 percent every year.
By the mid-2000s GE had abandoned the system,2? but that was after it had
become standard operating procedure at hundreds of companies whose
leaders wanted to match GE’s long record of increased earnings. But is the
system really fair? What happens if every employee performs really well: Is
it fair to penalize someone whose performance would be great in a different
division, but who has the bad luck of being with a whole team of star
performers? Is losing your job as a result of being at the bottom unfair or
the reasonable consequence of less-than-average performance?



In 2001, Jason Colquitt, a management researcher who is interested in
the benefits of managing employees fairly, broke new ground by creating
and validating a four-dimensional measure of fairness that has since become
the most widely used measure of fairness in the field of organizational
justice.2l Colquitt’s model divides fairness in organizations into four
categories. Colquitt uses the term “justice,” but we’ve taken the liberty of
using “fairness” for the sake of discussing trust in a business context.

The first category is procedural fairness, which is fairness in decision-
making: consistency, accuracy, and a voice for those impacted by the
decision. When The Ritz-Carlton’s managers invite, indeed expect,
employees to participate in continuous improvement, they are not just
giving the people who work in their hotels a voice, they are also ensuring
that the company has realistic data, informed by employee experience, to
help them make sound business decisions.

Second is informational fairness: how clearly leaders describe the
rationale for their actions and how truthful they are when they
communicate. Dave Cote strongly believed in using furloughs instead of
layoffs to help Honeywell recover quickly from the Great Recession, and
described his rationale to customers, employees, shareholders, and
suppliers. But be warned: candor that challenges conventional wisdom is
not always appreciated. In a 2015 interview he recalled ruefully, “It was in
the beginning of 2010 or thereabouts that it became pretty clear that the
recovery was real, that there was the potential for a V-shaped recovery...
(which T had said could happen but nobody ever thought it was possible),
but once it started happening then I looked pretty good. But for that 15-
month interregnum there were a lot of questions about my sanity.”22

Third is distributive fairness: an assessment of how fair the outcomes of
decisions and actions are. This is what so enraged the participants in the
layoff research study—that a decision about something as important as who
would keep or lose their job was based on chance. If a company lumps good
performers and bad performers together, or better trained employees and
just-off-the-street novices, they create an environment where effort and
achievement are not rewarded, eliminating any reason for employees to
work hard.

Fourth is interpersonal fairness: how individuals and groups are treated
in personal interactions with a company and its members. The Ritz-Carlton



treats even the employees they don’t hire to a respectful interviewing
experience, a box of miniature chocolates, and a fond farewell when they
leave. As the chief human resources officer explained, “If someone is not
hired and we just disregard them, what does that accomplish? You create
someone in the community who looks at you and says, ‘Those guys are
morons. They are arrogant imbeciles who don’t understand who I am, who
don’t value me as a person.” We don’t want that.”23

So, what does it look like to bake fairness into your company’s
processes?

After its disastrous 1999 layoffs, Michelin realized it would have to
continue cutting jobs in Europe to remain competitive. Michelin’s
restructuring was driven by two factors. First, Michelin’s production
footprint in Europe was dominated by small and inefficient plants, which
needed to be converted to larger and more productive facilities. The second
factor was the location of Michelin’s European factories. Michelin had
expanded over the years into small towns where they could be a dominant
employer with close ties to the community, and where they had a better
chance of avoiding the waves of unionization that had been sweeping
France and other countries.?* Those small and isolated factories were now
dragging down Michelin’s profitability. Edouard Michelin knew he needed
to transform the patchwork he had into an efficient production footprint.
Moreover, he was determined to create what he called an “all-terrain
capability” that would enable the company to anticipate market shifts and
changing economic conditions in order to manage through good times and
bad.

The question was how to do all of this without incurring further wrath
from their employees, the public, and the government. Thus began a ten-
year quest to find a way to restructure fairly as Michelin embarked on
fifteen separate layoffs that would affect nearly half of its 35,000 employees
working in Europe.2>

Procedural Fairness

Michelin began its quest for a fair layoff by developing a process in 2003
for planning restructuring projects. Patrick Lepercq, the former head of



public affairs for Michelin, along with other key senior managers, created
this process to ensure that the company had a defensible business case for
each restructuring project, starting with the creation of an internal team for
each one. Instead of automatically jumping to the conclusion that a layoff or
plant closure was the best solution, the task force asked themselves four
questions:

1. What is the business problem to be solved?

2. What are the root causes of the problem?

3. Why is downsizing the only or best alternative?

4. What could be accepted by the various stakeholders?

The team included all of the departments involved in the restructuring:
typically representatives of the business lines, social relations (unions),
public affairs, territory (country) development, economic development, and
corporate development in the event of a potential spin-off. The team was in
charge of the total project, from the anticipation phase through
implementation. One of their major goals, in addition to providing internal
guidance, was to ensure external parties Michelin had close relationships
with would understand the business rationale for the restructuring project
and have accurate information about Michelin’s actions.

This approach was called the Ramp Down and Up Model. Ramping
down meant eliminating product lines or closing a plant, while ramping up
involved transferring production and employees to other expanding plants.
Fifteen restructuring programs were implemented over a decade using these
approaches, in actions like the three-region plan for production in Spain,
Italy, and France. That plan required closing six car tire plants while
investing heavily in four other plants in the three-country region.

As Michelin continued to work on restructuring, it developed a second
model, the Turnaround Model. This model allowed local management,
unions, and employees to generate a plan to turn around a plant. For the
turnaround, the plant would change its mission and produce a different
product or set of products. The turnaround process was based on answering
the four questions listed above and encouraging an open and detailed
examination of the way that plant operated and how it could be improved.



Michelin wasn’t just being collaborative for the sake of being
collaborative. Its instincts were excellent. It turns out that involving people
in a process of making a decision gives them a greater sense of fairness
even if they have no control over the decision itself. In 1975, two
professors, John Thibaut and Laurens Walker, introduced us to this idea in
their groundbreaking (and aptly titled) book Procedural Justice. Thibaut
and Walker studied legal conflicts settled by a third party.2® They found,
surprisingly, that people believed a process was fair if they had control over
how their case was presented and for how long, even if they had no control
over the actual decision.?Z In organizational justice research this became
known as the fair process effect and also the voice effect, and it is one of the
field’s most replicated findings.?2 As Michelin and countless other
organizations have found, Thibaut and Walker’s findings aren’t limited to
the legal field.

In 2013, Michelin began the first public test case of its new turnaround
approach. Its French Roanne factory, located between Clermont-Ferrand
and Lyons, produced 16- to 17-inch tires and was struggling. Instead of
shutting it down and moving the production to a more efficient factory,
Michelin asked the plant’s managers and employees if they could come up
with solutions for keeping the factory open profitably. Remi de Verdilhac,
the director of the territory of France for Michelin, recalls several
discussions with managers and employees and union officials facilitated by
an outside consultant. The discussions included everything from new
quality standards, to production costs, the working environment, and safety
standards. De Verdilhac noted, “We worked all together, so it wasn’t just a
union diagnostic, or a worker diagnostic, or a management diagnostic. We
worked all together, with a mediator, just to trust each other.”

After the discussions came the planning. From October 2014 to March
2015, six working groups involving over seventy people from Michelin’s
headquarters, the local company, and its plant in Roanne worked to develop
a full turnaround plan. The plan involved changing the type of tire the plant
manufactured. However, the plan had to be approved by the executive in
charge of that product line for Michelin, as well as by Michelin’s executive
committee.

Finally, on May 21, 2015, the local company and unions signed a Pacte
d’Avenir 2019 (Future Pact 2019) with the approval of 95 percent of the



factory’s employees. In the agreement Michelin committed to invest at least
€80 million to create a new production line of premium tires from 19 to 21
inches for luxury vehicles, replacing the inefficient 16- to 17-inch tire
production line.

Under the plan, the total headcount at the factory fell from 850 to 720
through natural attrition. The plant reorganized into five teams, which
worked around the clock, seven days a week, compared with the previous
structure of four teams that worked Monday to mid-day Saturday. The
employees also agreed to work up to six additional days per year. These
changes gave Roanne the flexibility to increase or decrease its annual
production volume by 12 percent and respond rapidly to shifts in customer
demand. It created a real competitive advantage for the site against other
Michelin factories as well as the factories of competitors.22 As part of the
investment, Michelin agreed to €2 million to improve the quality of life at
work.20

The final victory came in the form of an endorsement from the head of
one of the unions, whose comment underscores how perspectives of
stakeholders can differ: “We maintained our level of wages and operating of
35 hours: it is a rather good agreement.”3!

Instead of closing down Roanne, Michelin got everyone involved to
come up with a solution that allowed the factory to continue to operate
without resorting to a single layoff and improved Michelin’s
competitiveness, a win for everyone.

So, how do you design a fair process? Researcher Gerald Leventhal and
colleagues brought greater precision to the idea of a fair process by
developing six criteria for judging what makes a process fair.22 In their
model, a fair process is consistent, free from bias, accurate, correctable, and
ethical, and allows for different voices.23 This model provides a useful
diagnostic to determine whether a process you are using would be perceived
as fair, using questions like the following.

» Are we being consistent?
Are we applying our process consistently across people and
time?
In Michelin’s case this meant that every site that was going
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»
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through a layoff analysis had an internal task force that asked the
same questions to determine its future.

Is our process free from bias?

Have we ensured that our processes aren’t being driven by
parties with vested interests in a particular outcome?

Michelin made sure several different parties from managers to
union members were involved in the decision-making process and
used outside consultants to facilitate the discussions.

Is our process accurate?

Have we collected and used accurate information in making
decisions in this process?

Michelin’s internal task force held multiple discussions in
Roanne to gather the information from a broad range of
perspectives, and spoke to enough people to ensure that the
information was correct.

Is our process correctable?

Do we have a mechanism to correct flawed or inaccurate
decisions?

Michelin’s process was to use an internal task force to study the
best business solution for a factory and investigate and discuss ideas
that came from factory employees. This allowed Michelin to self-
correct its strategic decisions rather than have a few executives far
removed from the situation make decisions.

Is our process ethical?

Does our process conform to personal, organizational, or
prevailing standards of ethics and morality?

Michelin’s relentless focus on making sure employees could
come up with a way to keep their livelihoods while also ensuring
Michelin was able to sustain a profit is just about as fair as business
gets.



» Does our process allow for different voices to be heard?

Does our process ensure that we take into account the opinions
of individuals and groups affected by our decisions?

We can'’t stress it enough, but think about all of the people who
were given a chance to speak up at Roanne and the seventy people
were involved in developing the turnaround plan.

Informational Fairness

When I left my job at Fidelity Investments to join the Harvard Business
School faculty, I knew I owed both my husband and children a
conversation. I used different approaches (key to maintaining a happy
family): full-on dialogue with my husband about pros and cons before
making the decision, and then a straightforward and low-key description of
the change for the kids. I knew I owed everyone similar content: an
explanation of why I’d made the decision, how I foresaw it impacting them,
and answers to whatever questions they had. Whether consciously or
unconsciously, I was practicing informational fairness. Informational
fairness is the art of communicating clearly and truthfully how a decision
was made and why it was made to the people the decision impacts—in this
case both my husband and children. (Note: My kids were strangely relieved.
“At last,” they said, “we can finally describe what you do for a living.”)

Informational fairness is the crux of the promise organizations make to
their customers. After all, customers make purchases under the assumption
that they can trust what a company says about its products.

Consider Alibaba’s redemption story. In 2011 the news broke that
Alibaba, the massive and highly successful Chinese e-commerce company,
had been accepting kickbacks and allowing fraudulent sellers to skip its
verification process and set up accounts while still being certified as a
“Gold Supplier.” Although only 100 of Alibaba’s 5,000 or so sales team
members were responsible, they allowed 2,326 fraudulent merchants on the
Alibaba platform, who set up accounts with the intent of defrauding
customers.34

This was particularly damaging because Alibaba’s promise to customers
was that its Gold Suppliers had gone through a certification process that



meant they could be trusted. The fraudulent sellers threatened the entire
credibility of Alibaba’s platform, and a slew of news articles followed
questioning whether Alibaba would be able to survive the scandal. After all,
if Alibaba’s sales team was telling customers that fraudulent merchants
were trustworthy, why would customers shop at Alibaba at all?

Jack Ma, Alibaba’s founder, knew he had to act quickly to prevent
Alibaba from losing its customers. He fired all the employees who had
knowingly set up the fraudulent accounts as well as any employee who had
known what was going on but not done anything. Alibaba’s CEO and COO
were also forced to resign even though they were not personally implicated
in the scandal.32

Ma’s vigilance was rewarded: in 2016 Alibaba briefly became the
world’s largest retailer, surpassing Walmart,2® though Walmart later took
back the crown.2Z However, had Ma not acted so swiftly and decisively, it’s
doubtful Alibaba could have achieved so much growth.

Informational fairness is just as important for employees within an
organization. Jason Colquitt and a colleague conducted a field study to
understand how the four dimensions of fairness (informational, distributive,
procedural, and interpersonal) relate to trust.28 They found informational
fairness was the most important dimension for nurturing employee trust.

This bears thinking about. Understanding why a decision was made and
how it was made was actually more important for employee trust than
distributive fairness, which refers to how resources and pain points are
allocated.22 This is not to say that if a company is being completely unfair
and senior leadership is raising its salaries while lowering everyone else’s,
employees will cheerfully swallow this news if there’s an explanation.
Rather, the point is that if a company is acting in good faith and makes a
difficult decision, they will have a good explanation. Helping employees
understand why a difficult decision was made and why this was the best
way to go, can help employees accept it.

Yet companies don’t tend to make use of this wisdom. Transparency
during a layoff can be hard to come by. Frequently senior management will
delay announcing layoffs until the last possible moment. Employees will
lurk in the hallways speaking in hushed voices, forced to exchange
information that is more rumor and gossip than fact. This situation is good
for no one. It only adds to fear in an already unstable situation, and



misinformation spreads.

Michelin went to extremes to make informational fairness a core part of
its new restructuring process. It developed a communication strategy that
took into account the needs and potential reactions of each of its different
stakeholders, ranging from investors and government officials to unions and
employees.

As a starting point, each of Michelin’s task forces had to build a
business case for restructuring. The task force documented the full history
of the plant, commitments Michelin was expected to meet, and its past
history of meeting those commitments.

In the case of a plant that it had to shut down, Michelin took special care
to develop a strategy for discussing the closure with employees. Bruno
Jacob was asked to develop the communication strategy for restructuring in
Europe. He noted the first step was to communicate the why of the
restructuring project. This entailed laying out all the facts for employees so
they could understand the economic and competitive conditions that
Michelin was responding to, rather than leaving employees to conclude that
Michelin’s decision was arbitrary or made because it prioritized profits over
people. Jacob commented, “It is important to make understood not only
what is happening in the closure, but also what is driving it—the external
reasons coming from the market and from competitors—to understand the
whole picture.”%2

For a plant that was going to be shut down, Michelin made sure that
each shift of employees all heard the message together. Then, managers
would deliver the message again to employees in their areas, so employees
could ask questions or simply react. Michelin wanted to make sure people
had enough time to absorb the news emotionally, process it, and then have
another opportunity to come back with questions and reactions.

Michelin also supplied managers with presentations of the restructuring
strategy and its rationale, complete with special guidance for how to
respond to questions of the employees, and built similar communication
materials for staff who dealt with other stakeholder groups like unions, the
press (of course), and members of the government. At first Michelin
focused its communication strategy on factory closures, but this evolved to
include any kind of major change. “We have gone from communication
about factory closures, to communication on changes in the company... to



communication about the global organization—that’s a key change,” Jacob
said.

In addition, Michelin extended its commitment to informational fairness
to its investors. Prior to 2001, Michelin had shrouded itself in secrecy. Its
particular form of incorporation meant that shareholders had limited
influence over the company’s management. Starting in 2001, Michelin
instituted regular lunches and meetings with analysts and fund managers to
help create more transparency and accountability with investors.

Michelin’s communication process is novel and thorough, but how can
you determine if your company’s communication is fair? The first step is
understanding that your audience members will have different reactions to
news. Some will be positive, others negative, and the amount of time and
ability of each person to absorb what they are hearing will vary widely. A
fair communication process should expect a range of reactions as well as
time and space for people who absorb information at different speeds to
react.

Anticipating how others might respond to news is especially important
when the information strikes you as both reasonable and right. This is an
understatement, based on personal experience. Speeches about
organizational change—at least in the near past—Ilent themselves with
numbing regularity to a two-column chart, with one side labeled “before”
and the other “after.” The before list was a description of all the stupid, or
poorly thought through, or inefficient, or somehow misguided actions that
created the sorry state of the business prior to the change. The after column
was usually a reversal of those critiques (say, “open” for “closed,” or “fast”
for “slow”) that depicted the new world that would unfold, brought about
by the new leader and leadership team.

The problem, of course, is that a good number (probably even most) of
the people in the room were part of that before time, so the kind of frontal
critique that makes so much sense to you as the new leader is an assault on
all the people from the before regime. What sounds objective to you may
come across as deliberate shading and exaggeration, leading those from
before to doubt not just your ability to say what is true but even to see it.

Communication is more likely to be perceived as fair if it is managed as
a two-way process, enabling people an opportunity to respond—to ask as
well as be told. Technology can be used to either help or hurt this process.



On the upside, technology can allow leaders to easily communicate with
lots of people at once. However, beware of the downsides. Town hall
formats and senior leader video communications aren’t great for two-way
dialogue. This can be managed to a certain extent with some thought: at
HBS, when we have a celebrity speaker, we allow students to submit
questions in advance. That way questions can be curated for quality and
relevance, and similar ones can be condensed. However, leaders delivering
unpleasant news should be aware that when there are curated questions,
employees may become suspicious that difficult questions are being
suppressed.

Michelin’s low-tech solution of delivering news twice had a simple
brilliance. It allowed employees time to process the information and come
up with questions. The second round, where the information was delivered
in small groups with a familiar manager, gave employees space to ask
questions without the pressure of speaking up in a large group or to
someone whom they may very well never have spoken with before.

Information fairness is rooted in respect for people. Above all, this
means showing that you understand that you are communicating with lots
and lots of individuals, who together make up a group. Some helpful
questions to consider when trying to create an informationally fair process
include the following:

» What information and evidence are we basing our decision on?
« With whom has this information been shared?
» What has been shared?
o How relevant is the information to the individuals who are told?
o How well does it answer questions that the person in that role would
be thinking about?

» What has not been shared? Why?
o Is the withheld information relevant and material to the individuals
impacted?
o What is the justification for withholding it?

* When has it been shared?



o How timely is the disclosure in relation to the action that is taken?
o How much reaction time is provided to individuals impacted by the
action?

« Have we put in place a process to receive, respond to, and act on
feedback?

Distributive Fairness

While the evidence is that informational fairness is a key factor for being
perceived as trustworthy, that doesn’t mean that transparency is enough.
Companies are still on the hook for how they make decisions about the
allocation of benefits such as opportunities, harms such as layoffs, or
resources such as pay. In other words, people still care about distributive
fairness. When companies get this wrong, their relationships with
stakeholders erode. Just as the babies in the earlier studies we described
judged whether the distributions they were watching were fair, resource
allocation decisions are similarly judged by the way the pie gets divided.
Take, for example, the uproar over equal pay that BBC News dealt with
beginning in 2017.

In 2013, Scottish journalist Carrie Gracie decided to take a newly
created position as a China editor with the BBC. Gracie was, to use the
technical term, a rock star. She had spent nearly three decades with the
BBC, was fluent in Mandarin, and had won a Peabody Award for her ten-
year reporting project on a rural Chinese community.

The new BBC post came with hardship. It required living 5,000 miles
away from her teenage children, and it was very likely that Gracie would be
subject to intimidation, surveillance, and police harassment from the
Chinese government. She accepted the offer on the condition that she be
paid the same salary as the BBC’s male foreign editors. The BBC agreed
and paid her a salary of £135,000.

In the summer of 2017, the BBC published a list of the pay of all of its
employees earning over 150,000 pounds, including its highest paid
journalists. The list comprised sixty-two men and thirty-four women.
Gracie didn’t make the list—nor did several other female stars. “I can only



describe the feeling of being kept on much lower pay than male colleagues
doing the same jobs for years,” Samira Ahmed, the BBC journalist wrote,
“as feeling as though bosses had naked pictures of you in their office and
laughed every time they saw you. It is the humiliation and shame of feeling
that they regarded you as second class, because that is what the pay gap
means.” 4

Middle East editor Jeremy Bowen earned between £150,000 and
£199,999, and Jon Sopel, North America editor, was paid between
£200,000 and £249,999. Gracie was making 50 percent less than her male
counterparts. Gracie was furious and heartbroken: “It’s such a deep blow
that your body kind of goes into a profound stop,” she told the New
Yorker .42

Gracie, however, did not stop. She and a group of colleagues sent a letter
to Tony Hall, BBC’s then director general. After the BBC responded by
offering Gracie a 33 percent pay raise, Gracie posted an open letter of
resignation. She wrote,

But for far too long, a secretive and illegal BBC pay culture has
inflicted dishonourable choices on those who enforce it. This must
change.

... It is painful to leave my China post abruptly and to say goodbye
to the team in the BBC’s Beijing bureau. But most of them are brilliant
young women. I don’t want their generation to have to fight this battle

in the future because my generation failed to win it now.%3

Her letter launched a national movement encapsulated by the
#IStandWithCarrie hashtag.#* On January 31, 2018, Carrie testified in
Parliament, which had demanded a hearing on the BBC’s pay practices. In
March, a group of BBC colleagues protested by visiting Tony Hall, the
corporation’s director general, with badges identifying each executive’s
salary.#2

However, when we reached out to the BBC for comment, they
maintained that at the time that Gracie was appointed she was paid the same
as the editors for North America and Europe, and it did not commit to
maintaining parity of pay. Rather, it tried to pay reporters according to their



skills, experience, and the demands of the role.

The question of what it means to be fair can be tricky. Does fairness
mean everyone receives the same salary? But shouldn’t a star performer
receive more than an employee who isn’t pulling the same weight? What
about a layoff—who gets to stay, and who has to go? What happens when
you have an average performer who has been at your company for over a
decade, versus a new hire with highly sought-after credentials? Do things
change if one of these two employees has a family to support or is a student
or has medical debt? These questions don’t have easy answers. In fact,
entire empires have started and ended because people have had different
answers to these questions.

In the field of distributive justice (yes, it’s a field of study—so don’t feel
too bad if you didn’t have immediate answers to our questions),
philosophers have come up with different types of principles that are used
by groups to distribute benefits, resources, and harms fairly:4°

« Strict egalitarianism, or total equality. Everyone receives the same thing
regardless of who they are and what they need or want. This gets
tricky because some resources are easy to measure and distribute
equally (money, time off), while others aren’t (authority to make
decisions, social capital). Moreover, people value resources differently.

» The difference principle, associated with the philosopher John Rawls.
He established his difference principle after stating two even more
fundamental principles of fairness or justice: First, each person has a
justified claim to the same basic human rights as any other person.
Second, there must be fair equality of opportunity, in which everyone
has the same ability to compete for ways to better themselves. Rawls’s
difference principle then allows for inequities in distribution as long as
the distribution makes all people better off, and especially those who
are the least fortunate in society. In other words, a distribution is fair in
which wealthy people are richer, as long as the poorest people are also
the best off that they could be, compared to any other distribution
scheme.#Z

 Equality of opportunity/resource egalitarianism. Everyone has the same
access to resources, but they can choose which resources they want.



Philosopher Ronald Dworkin used the metaphor of a fair auction to
illustrate this. Everyone is given the same amount to spend at the
auction, but they can choose what to buy, and will end up leaving the
auction with different resources depending on what they want and their
ability to bid strategically.

» Welfare-based, or distributing resources in order to maximize the
overall well-being of the group. This does not take into account
individual differences and needs but rather prioritizes the larger
picture.

» Just deserts. Under this principle, people deserve rewards because of
their contribution to the group through their actions or character. The
challenges with this are who measures the contribution and how. This
can also perpetuate inequalities because those who can give the most
are often the ones with the most resources, best education, and so
forth.

» Libertarian. Any distribution of resources is fair as long as the resources
are acquired through a legitimate process or transferred to them
through a legitimate process.

» Critical theories. There are a number of theorists who argue that due to
the injustices of the past, certain groups deserve remuneration, or
should be given extra consideration in the principles outlined above.

None of these principles provide the right answer for how a company
should practice distributive fairness. Rather, they present a menu of options
that can be taken into consideration in making decisions. A company could
practice distributive fairness by choosing among one or some of these
norms. However, what is important—as we just discussed in procedural
fairness—is that there is a process for establishing distributive fairness and
it is applied consistently instead of on a case-by-case basis.

First, it’s important to select a philosophy and understand which
distributive norms it will apply. For example, in the US government, pay is
driven by egalitarianism. The General Schedule lays out different pay
grades. Jobs are assigned a pay grade, and everyone in the pay grade
receives the same pay. The BBC’s pay, on the other hand, was theoretically
driven by just-deserts fairness—those who contributed more should receive



more. And Gracie was given assurances that her pay would be the equal of
other foreign editors, yet the BBC failed to deliver on just-deserts fairness,
not to mention its own word.

Second, it’s important to understand the criteria you use to allocate
benefits, resources, and harms, and the ways that these criteria will be
perceived. The government doesn’t have a reputation for hiring competitive
alpha types, but in many countries, it does have a reputation for paying
equitably. Meanwhile, while the BBC appeared to be rewarding merit, it
was actually rewarding gender: men earned more than women in
comparable jobs.

Third is the need to understand the context. What is the world you are
operating in? How will specific benefits, rewards, and harms actually be
perceived? This may feel straightforward, but leaders get this wrong all the
time—to the point that Jack Welch, the former CEO of General Electric,
devoted a few pages of his memoir to reminding business leaders that
rewards for employees should not be punishments. (It turns out Welch
wasn’t wrong about everything related to employee morale.) He waded into
the details and point-blank told managers to avoid “stilted, company-
orchestrated parties that everyone hates,” and think about something that
employees would actually enjoy: an all-expenses paid trip with their
families, or tickets to a show, or the latest tech gadget.*®8 Meanwhile, the
BBC rewarded gender, perhaps without even being aware of the bias in its
decisions, leading to the Carrie Gracie story in 2017.

Fourth is the need to get stakeholder agreement. The distribution of
benefits, harms, and resources is one of the powers that companies have,
and it has a huge impact on people’s lives. One of the key steps to ensuring
that stakeholders are on board and feel they are being treated fairly, is to
check in with them and ask what they think. When Dave Cote made the
decision to furlough employees at Honeywell, Honeywell held periodic
town halls and had a company hotline where employees could submit
anonymous feedback on how the furloughs were going.

When you do this, understand that employees (and managers, and
executives) rarely feel they are being treated entirely fairly when it comes
to distribution outcomes like pay. This conclusion is generally drawn in a
vacuum or with incomplete information, since distribution outcomes are
rarely made public.



I learned the power of seeing the whole picture myself when I served for
a while as a human resources vice president. One of my responsibilities was
to make recommendations to our president on increases in pay and other
financial incentives for our senior team. I began my career as a female
executive in the mid-1970s and believed I was simply being realistic in
assuming that I was being paid less than men in comparable roles given
how few female executives there were. When I finally opened the files with
everyone’s pay history, I was surprised—pleasantly so—to see how
appropriately I felt the members of our team were being paid. I must
confess I felt lighter after I had this realization. I had not realized the hard
rock of never-expressed resentment I had been lugging around, but it’s true:
it was only after I saw what my peers were paid that I finally believed I was
being treated fairly in my own compensation.

But my intuition that I might be underpaid because of my gender didn’t
come from nowhere. I was a lucky exception rather than the rule. Getting
lower pay was, and continues to be, an unfortunate and unfair reality for
many women, certainly then, and frustratingly, still now. Based on 2018
census data, on average, US women of all races earned 82 cents for every
$1 paid to men of all races. When you compound racial bias with gender
bias, the spread gets much larger: Black women earn a median wage of 62
cents; Native American and Alaska Native women earn 57 cents, and
Hispanic or Latina women earn 54 cents. Asian women as a whole are
closer to the wage for white, non-Hispanic men, earning 90 cents, but
subgroups such Nepali women earn just 50 cents.%2

Since 2017, the UK (home to Carrie Gracie and the BBC) has required
companies and public institutions with more than 250 employees to report
their gender wage gaps, but this additional sunshine (or name-and-shame)
strategy has yet to pay off, since their median gender wage gap numbers
were stubbornly stuck at 17.3 percent in 2019, down marginally from 17.8
percent in 2018.22 The Financial Times summed up the situation: “There
are still no sectors of the UK economy where women are paid the same as
men.”2L Nonetheless, you have to give the Brits their due. At least they are
moving the gender gap in both private and public institutions directly into
the broader court of public opinion where pressure for change can mount as
the yearly reporting goes on and the numbers don’t budge.

Many companies adopt practices that are transparent around pay, such as



publishing pay bands for specific positions and for a given level of
performance. Even then, it is worth asking questions like the following to
understand how the members of your organization understand and evaluate
the fairness of the distribution decisions you make.

« How do you understand our company’s philosophy for making
decisions around pay and promotions?

» Do you believe we are making decisions using the best (i.e., fairest)
criteria?

« How do you assess the outcomes we achieve through our pay and
promotions processes—are they fair?

Distribution is fundamentally an interaction, a decision made by one
party about the allocation of benefits, resources, and harms that creates an
outcome for another. Interactions are the give and take that trust is built
upon, so knowing whether you are succeeding at being perceived as fair is
worth finding out, especially if you’re not.

The Carrie Gracie story does have a happy ending: Eventually, after
nearly a year, Carrie Gracie and Tony Hall reached an agreement and issued
a joint statement on June 29, 2018. Carrie Gracie received 280,000 pounds
in back pay, which she donated to a charity established in 1866—the
Fawcett Society—which campaigns for gender equality in pay and women’s
rights. At her request, Gracie took an unpaid leave from the BBC to speak
and write about her work in China and about equal pay, and she wrote a
book about her experiences. In 2020, Gracie left the BBC.22

Meanwhile, the BBC continued its efforts to both report on and reduce
its pay gap, which declined from 9.3 to 7.6 percent in one year. Today it is
6.2 percent, substantially lower than the UK’s national average of 17.3
percent. The July 2018 report on highest earners also showed more women
than in 2017, though none were among the top dozen earners.22

It took the BBC several missteps to correct its error. By contrast,
Michelin’s approach to divesting its rubber plantation in Bahia, Brazil,
exemplifies what thinking about distributive justice on several dimensions
looks like.

In 2004, Michelin owned rubber plantations in Nigeria and Brazil. The



Brazilian plantations were under assault by the South American leaf blight
fungus, and Michelin wanted out of the plantation business in general.
Exiting, however, was not so simple.

Michelin was the largest employer within a radius of 150 kilometers.
The plantation’s 600 employees had few prospects of finding new
employment. Bahia was one of the least developed areas of Brazil and
home to an important hotspot of biodiversity and many endangered species.
The Bahia region was also dealing with deforestation by the local
agriculture industry.

Rubber is an environmentally sustainable crop, since once rubber trees
are planted, they have a productive life of between thirty and forty years.
Any other industrial activity that replaced the plantation would likely have a
negative environmental impact. Already, in its examination of the problem,
Michelin scores points for thinking about the distributive norms of equity
and needs of multiple groups at once—what did it owe its employees as
well as the surrounding community where it had worked for decades?

Michelin considered several options. The first was to transfer the
plantation to the government to be redistributed through the national land
reform program. This option posed environmental and social risks if the
people who received the land didn’t receive adequate sustainability training.
The committee also considered transferring the plantation to a conservation
NGO or selling it to another business. If they transferred it to a conservation
group, they would have allowed the plantation to revert to forest,
eliminating any employment. However, a new company might not commit
to environmental sustainability.

Michelin took a novel approach and decided to break up the land into
twelve smaller parcels, which it turned over to its employees. The owners
of these small-scale plantations would then be able to sell the rubber to
Michelin or to other buyers. Twelve owners would be selected using a
rigorous process (check mark for distributive fairness through just deserts),
each to manage one of the small plantations.

Michelin gave the selected candidates loans to purchase their plantations
and provided seeds and seedlings at cost as well as technical assistance.
Rubber trees take between five and seven years to reach maturity, at which
point they can be tapped for their sap. Michelin developed a rotation system
with other crops including bananas and cocoa that would allow the farmers



to earn income throughout the year while they waited for the rubber trees to
mature.

Approximately 95 percent of the Michelin employees were absorbed
into the new plantations. All employees were offered severance packages in
accordance with Brazilian labor law—check mark for distributive fairness
through equality. As a condition of the transfer of ownership, the new
owners had to apply the same labor rights to the workers that Michelin
provided, including the right to organize and to collectively bargain over
wages, hours, and working conditions.

No one would have blamed Michelin if they had chosen any of the
options they initially considered for the Bahia plantation. Instead, they
embarked on a journey into the unknown. In 2015, ten years after the
project began, the plantations were still operational. All the loans to the
plantation owners had been reimbursed. Michelin had 200 employees still
on site working in an R&D center and rubber processing plant. The small
plantations employed 350 more people than they did when Michelin owned
the plantation. And more than 1,000 farmers in Bahia had also benefited
from participating in the agriculture training programs Michelin started.
Both Michelin’s employees and the surrounding community benefited from
Michelin’s distributive fairness. Not only did Michelin manage to distribute
the pie fairly to multiple stakeholders, they also managed to do it so well
that they made more pie for everyone.

Interpersonal Fairness

The dynamic of interpersonal fairness—the respect and consideration we
are shown by others—is a concern for all of us. It colors our feelings about
people, based on how they treat us. And in the context of business, we are
quick to assess how we as individuals or as members of a group are treated
in personal interactions with companies and their members.

When a company has to restructure and can offer—as Michelin did—the
opportunity to move to another division or production site it engages in
interpersonal fairness. But an action that sounds so straightforward and
logical is in reality anything but. Imagine, just for a minute, what you
would have to give up if you were to move to another place. When you



think about how deeply you are imbedded in your home community, it’s
hard to seriously consider moving. (Relax. It’s not just you. According to
the Holmes and Rahe scale of the most stressful life events, moving is a
solid 20 points, the same as a major change in working hours.)

Michelin was dealing with a large population of blue-collar workers who
needed to be relocated. Thierry Chiche, Michelin’s former head of industry
for the European car and light truck business, described the scale of a
restructuring in human terms. “When you have to deal with 1,000 people,
which might be a collective of five different groups of people, that’s five
different sets of emotions at five different times, and also 1,000 individuals
with their problems, their families, their specific cases, with their mindset—
we have to manage that and we have to be prepared for that.”2%

To facilitate relocations, Michelin built processes to help their workers
learn about the new town they would be moving to. These included having
employees spend one or two weeks at the new plant, and giving them time
to visit the region to look for schools and housing and to get used to the
new environment. In addition, Michelin organized forums where people
already working at the plant would describe their region, factory, and jobs.
Franz Bléhaut, former head of the personnel department in France,
commented, “That’s useful to decrease employees’ fears of relocation.
Since people are talking together, things change. You have a personal
relationship with someone and it’s very helpful.”2>

Interpersonal fairness is judged by the respect and consideration we
show to others. But that raises an important question: How do we learn
what someone else would regard as respect and consideration? Please note
that I am using the word “learn” rather than “understand” deliberately.

Understanding is passive, especially when it comes to apprehending the
perspectives of others. Learning looks more like the expression “Walk a
mile in another person’s shoes.” One form of learning is to try to
imaginatively replicate someone else’s experience in order to understand it.
Or, as a particularly insightful MBA student pointed out in class, while you
can’t always replicate the experience of someone who is different from you,
you can identify the feelings that person is having, recall a time when you
felt like that, and learn where they are coming from through your shared
feelings.

From Michelin it would appear that there is yet another path, and that is



the path of learning through an active search for understanding. We see a
common approach in the stories recounted by the Michelin managers.
Whether it’s learning how much empowerment can strengthen workers’
resilience by being involved in turning around a plant, or what it takes to
motivate an employee to move from one factory town to another,
Michelin’s managers treat their goal of interpersonal fairness as an object of
study. They assume that what works will never be readily apparent, will
always need to be tried, and can always be done better.

Of course, Michelin’s approaches won’t necessarily work for other
companies, since they were specifically tailored to solve Michelin’s
problems. However, they serve as an excellent guidepost to show us what is
possible. In order to design our own processes that are interpersonally fair,
you can start with the list of questions below:

» Have we tried to imagine how we would feel if we were in the situation
of the other person or group?

» Have we asked any questions to find out how the other person feels
about the situation?

* Do we treat people with the respect we would want others to show to us
if our roles were reversed?

* Do our words and actions show consideration? How well do we take
others’ situations and needs into account?

* Do our words and actions show respect? Do we treat people as having
value because they are people—individuals who are worthy of respect
simply by virtue of being another human being?

» Do we assume that individuals and groups are different, and that we
will need to learn each time what allows them to feel understood and
valued?

Overall, Michelin implemented fifteen restructuring programs in Europe
between 2003 and 2013 and has conducted others since, improving its
process along the way. About half of the 35,000 people working in
European industrial facilities were involved in the changes, as workers in
sites that were closed or downsized, or in sites that were expanded through
the transfer of production volumes from other facilities. The true measure



of their success? Michelin stayed out of the papers, and as far as we know,
is still famous for their tires, their really cute logo, and the Michelin star
rating for restaurants instead of a slew of horrific layoffs. In other words,
the second time around, Michelin made a smashing success of being fair
and took it to an entirely different level, unlocking new avenues most
people would have never thought possible.



IMPACT

Our Actions Speak

It is not only what we do, but also what we do not do, for which we
are accountable.
—MOLIERE

WE CAN OFTEN FOOL OURSELVES INTO THINKING THAT gOOd intentions—

taking actions we believe are for the good of others—are all that matter.
The actual truth—the result of your good intentions—can be difficult to
foresee, something we’ve all experienced in our personal lives if we think
deeply about the past and are honest with ourselves. What people actually
care about, and what history will remember you for, is the impact you
create. Your intentions matter, but your impact matters even more, as Mao
Zedong discovered with his disastrous Four Pests campaign.

The year was 1958, the country China, and our protagonist, Chairman
Mao, had an ambitious plan to improve public health. The Communists had
been in power for nine years,! and China was in the midst of launching the
Great Leap Forward, a movement to industrialize and catch up with the
West. Strategies included switching to a communal lifestyle where everyone
turned into an industrialist:2 people dropped everything to make steel in
their backyards. Even pots and pans were sacrificed to the goal of making
more steel, while farmwork stopped.2

The Chinese were also grappling with a wave of deadly diseases that
had swept through the country: tuberculosis, plague, cholera, polio, malaria,



to name a few. The infant mortality rate was 300/1,000.# Mao’s government
had taken the first steps of creating a public health system, which included
vaccinating nearly 300 million people and building water sanitation
systems.2 Still, death and disease lingered in the air. Something had to be
done.

To address this, Mao’s government came up with the Four Pests
campaign. The campaign aimed to eradicate flies, mosquitos, rats, and
sparrows. Flies spread diseases like typhoid and cholera; mosquitos,
malaria; and rats, the plague. (Scientists now argue that human parasites
spread the plague, and rats have unfairly taken the rap.)® Meanwhile,
sparrows, while cuter than rats, mosquitos, and flies, nibbled the grain
peasants worked so hard to plant and harvest. At the time, scientists
estimated that each sparrow was responsible for stealing and eating 4.5 kg
(roughly 10 1bs.) of grain a year.Z Mao was determined: the sparrows had to
go.

Mao’s government put up colorful illustrated posters urging the public to
fight these four public enemies. Everyone from the elderly to the very
young got involved. Businesses, schools, and government agencies held
contests for cleanliness and handed out rewards to people who collected the
most flies, mosquitos, rat tails, or sparrow carcasses.8 Children would bang
pots and pans so sparrows wouldn’t be able to rest and would tumble from
the sky, exhausted.2 Overall, people collected 100 million kg of flies (220
million 1bs.), 11 million kg of mosquitos (24 million 1bs.), 1.5 billion rats,
and 1 billion sparrows.1? The campaign was a massive success.

Sort of. It turns out that sparrows are an integral part of a healthy
ecosystem: they eat insects, including locusts. Without sparrows to keep the
locust population under control, the locust population ballooned. Locusts
swarmed the land, gobbling up crops. Meanwhile, government officials—
either out of devotion to the cause or fear—exaggerated the amount of grain
they’d produced and even exported some.ll Combined together, these
actions triggered the Great Chinese Famine, which killed up to an estimated
45 million people.12

Journalist Yang Jisheng lived through the famine and spent over ten
years working undercover to collect evidence about it, which he later wrote
about in a book (which is banned in China). He recalls returning to his
hometown after being told that his uncle was dying of starvation and



finding a ghost town: the fields were bare,l3 there were no dogs or
chickens, and the trees had no bark because it had all been stripped off and
eaten.l4 “Documents report several thousand cases where people ate other
people.... Parents ate their own kids. Kids ate their own parents,” Yang told
NPR in 2012.12

Officials tried to blame the famine on natural disasters like floods, but
Yang found documents from the head of the statistics bureau written in
1958 that admitted “we give whatever figures the upper-level wants” and
evidence that reports of the incidents of natural disasters during the famine
years had been inflated to perpetuate the official narrative.l®

What officials were trying to hide was the enormous failure of Mao’s
policies, including the Four Pests campaign. The campaign exemplifies
good intentions and terrible impact—the annihilation of millions. The
campaign was incredibly effective: Chairman Mao was able to mobilize the
population to collect millions of pounds of dead insects, rats, and birds. If
that isn’t competence, we don’t know what is. Companies and governments
wish they could change people’s behavior on such a grand scale. The
campaign was well intentioned—the goal was to improve public health,
which can hardly be argued with. On the other hand, it unleashed wildly
destructive unintended consequences, and for that reason alone, the Four
Pests campaign is remembered as a spectacular failure, never mind Mao’s
good intentions or the excellent execution. It turns out, impact matters a

great deal. At times, it is the difference between life and death.

Judged by Our Actions

We certainly judge people on why they do what they do and find many
reasons, as we saw in Chapter 3, that convince us on the basis of intentions
alone that some people can’t be trusted. Yet the impacts of people’s actions
are deeply important to us. In fact, I had a student observe that her post-
millennial generation was even more sensitive to impact than to purpose,
the result of knowing it was up to them to fix the inequities and rapidly
escalating climate changes of the world they’ve inherited. While trust is
built from the inside out and starts with a company’s motives, for
customers, employees, investors, and the public, impact is motives brought



to life. When people experience negative impacts from a company’s
actions, they begin a process of unraveling trust, asking how competent the
company could be, and what, after all, were its motives—why did it act as it
did?

As we mentioned in Chapter 3, as human beings, we crave virtue. We
long to know that people are acting with good intentions, and when we
believe in their good intentions, we are willing to forgive them much.
However, if virtue is sufficient to have a positive view of someone’s
actions, we would be satisfied with Chairman Mao’s campaign to eradicate
the sparrows. Instead we are horrified, because we are practical and judge
by results and not just the aspiration or the journey. We may crave virtue,
but we are also deeply interested in the fruits of virtue, and at times conflate
the two, imagining that good intentions are enough to lead to good impacts,
when this is by no means always the case.

Craving virtue for virtue’s sake is woven into the history of philosophy.
Aristotle wrote about it, and humanist philosophers such as the Dutch
scholar Erasmus and English statesman Thomas More built their reputations
and work in the 1500s on their belief in the power of human virtue. In fact,
they were good friends, and both attempted to educate leaders in the virtue
of virtue: Erasmus wrote The Education of a Christian Prince in 1516,1Z the
same year that Thomas More’s “Utopia” was published. “Utopia” is a
thought experiment that describes a fictional world where no one owns
property and money does not exist but everyone has access to all of the
natural resources they need.!® Erasmus believed that education could
eradicate human evil by bringing out the best in people,’2 while More
believed in the power of human reason to mitigate human evil.2

As human beings, we love that belief, even though it may not be realistic
for a world that’s filled with plenty of vice. We have a history of canonizing
people who believe in virtue for virtue’s sake. We admire Thomas More
because he was such a staunch believer in his ideals and his religion that he
died for them. As the story goes, King Henry VIII wanted the pope to annul
his marriage to Catherine of Aragon (she had not been able to bear a
healthy male heir) so he could marry Anne Boleyn. When the pope would
not annul the marriage, Henry VIII rejected the pope and demanded that
More, his lord chancellor who oversaw the legal system, do it instead.2!
Eventually, after a five-year standoff, More refused, on the grounds that it



went against his religious convictions, and Henry VIII had him put to death.
Today, we remember him as a martyr.

Whenever I teach Thomas More in my Moral Leader class—complete
with students’ viewing the 1967 Academy Award—winning film A Man for
All Seasons—some students are inspired, and others are furious. It’s painful
to see a compelling character like Thomas More, especially Thomas More
as depicted by the British playwright Robert Bolt, die for what seems like
no good reason. Thomas More might actually be immoral, some students
argue, because what about the impact of his moral beliefs on his family?
(You have not truly lived until you’ve seen a classroom full of smart and
passionate students arguing that Thomas More is immoral.)

My students are getting to an important point, however, which is that we
care deeply about impact, and we may care even more about it than we’d
like to admit. It’s a concept that Machiavelli, a contemporary of More and
Erasmus, was quick to recognize and point out. Machiavelli’s The Prince,
written in 1513, led the British philosopher Isaiah Berlin to conclude (in an
essay aptly titled “The Originality of Machiavelli”22) that Machiavelli’s real
argument—the reason his book is so unsettling and continues to be debated
500 years later—is that “princes” must have a different kind of morality
than that which governs other people. They are, according to Machiavelli,
under a special obligation to ensure the survival of the state. Rather than
cultivating virtue through education or moral reason as Erasmus and More
suggest, Machiavelli believed that leaders should cultivate the appearance
of virtue. Machiavelli advised, “It is unnecessary for a prince to have all the
good qualities I have enumerated, but it is very necessary to appear to have
them.”23 In other words, Machiavelli would have figured out a way for
More to live while maintaining a reputation for virtue. Ironically,
Machiavelli’s blunt and practical take did not help his own appearance of
virtue. Instead, his name has become synonymous with connivance and
deceit. There is even a psychological metric named after him, the Mach
scale, which, according to the American Psychological Association’s
Dictionary of Psychology, is “a measurement of the degree to which
individuals condone, tolerate, or condemn the use of manipulation and
deceit in pursuit of material or other aims.”#*

When we combine the additional insights provided by Machiavelli with
views of the humanists, we have a more complete view of how we trust. We



may crave virtue, but that does not mean we are blind to the impact of
someone’s actions no matter how well intentioned. Machiavelli warns that
leaders earn hatred when they take away their followers’ land or women
(we prefer the term “loved ones”).22 In other words, we start to hate and
mistrust a leader when the impact of their actions hurts us.

We made the point in Chapter 3 that we want to know companies
operate from well-intentioned motives. However, that doesn’t mean that
companies are necessarily off the hook if they cause harm. In that chapter
we described an experiment designed to understand how people assess
harm based on whether it was committed inadvertently or out of bad intent.
In the study, a fictional CEO ran a company where salary was partially
based on profit-sharing and the CEO made a bad investment. When
participants were told that the CEO intentionally made a bad investment,
hoping that if employees earned less, they would work harder, to improve
future profits, they rated the harm of his actions from 0 (no harm) to 100 at
an average of 66. When participants were told the CEO made the
investment because he thought the gains from it could be spent in ways that
would allow his employees to earn more, participants rated the harm he
created at an average of 48.

Although it’s impossible to say what 66 points of harm means to each
person, if you compare 66 to 48, on average, good intentions did not
entirely wipe away the CEQO’s impact.

While this finding comes from an experimental lab where participants
are given a limited scenario to assess, it holds true in the world outside. We
can see how it plays out in companies and industries from the 2019
Michelin Movin’ On transportation conference. It was held in Montreal,
and business and government leaders and researchers and scientists who
work on transportation came together to discuss ideas. Amid a colorful
backdrop of circus performers putting on impromptu performances in the
hallways, and panels interspersed with local singers and dancers giving
mini shows, we attended a panel on the future of environmental
sustainability.

There, a senior leader from a major oil and gas company discussed his
company’s plan for environmental sustainability. He sounded great! He was
well versed in the vocabulary and actions of the fight to save the
environment, using terms like “clean energy” and “going green,” and



discussed how his company was committed to sustainability goals. We
nodded along happily because he sounded reasonable and we agreed with
the goals his company had set. Yet at the same time, it was hard to know
how seriously to take him and his company’s plans. After all, according to
the Carbon Majors database, ninety companies have been responsible for
over 63 percent of all carbon dioxide and methane emissions since 1751,
while the top twenty polluters have been responsible for 29.5 percent of
emissions.22

After he spoke, there was silence. Someone asked a polite question
about how he planned to implement the environmental sustainability goals,
and he responded with an even more encouraging reply. Then someone
from the audience went for the money: “Given the amount of damage your
company and companies in your industry [have] created, why should
anyone believe a word you’re saying?”

To the leader’s credit (and neither of us would have liked to be in his
shoes), he answered a difficult question deftly by pointing out that because
his industry had had such a large impact, it was in a prime position to lead
the charge for reversing the damage. A good answer, but neither the
audience member nor we were entirely satisfied. Good intentions could not
erase the impact of past damage in our minds. In part, this is why some
industries are judged more harshly than others—it’s hard to trust someone
from an oil and gas company when they talk about saving the environment,
or someone from a tobacco company when they talk about health, given
how dangerous their products are to public and personal health.

However, most people don’t have a clear view into the internal
motivations of a company. Instead our relationship with a company is based
primarily on how a company’s actions impact us and those around us. A
company’s impact will be used to assess its good intentions, as Boeing
learned.

Prior to the 737 Max 8 disasters, the public in general didn’t have any
questions about Boeing’s trustworthiness as a company. After two of its 737
Max 8 jets crashed in October 2018 and March 2019, killing nearly 350
people, countries all over the world grounded the Boeing 737 Max 8 jets.
The consequences didn’t stop there. Next came the questions. In the space
of two crashes, Boeing had lost the trust of the public, airlines,
governments, and regulators because of the horrific and unquestionable



impact of its planes. The 737 Max 8 jet had killed people. Boeing came
under scrutiny. What had happened, why, and who was responsible?

First, there was a competence problem. The jets had a flawed design.
Their new automated system relied on only one sensor. If it malfunctioned,
a crash could be triggered. This was “not a good engineering system,” an
aeronautical engineer told the New York Times, labeling the design a royal
screwup.2Z

But Boeing is one of the largest airplane manufacturers in the world. It
wouldn’t have gotten where it was if it was in the habit of designing faulty
planes and had a serious competence problem. What went wrong with the
737 Max 8 jet?

This question inspired a full-on investigation of what happened,
comparable to cleaning out the Augean stables. The resulting muck
included 117 pages of internal communications showcasing a fractured
culture at Boeing?® and a decade-old Dutch study that criticized Boeing but
was never published at the time.22

In the internal communications, a Boeing employee called the 737 Max
8 jet a joke as early as 2016, while others expressed concerns about the
safety of the planes and said they wouldn’t put their families on them.3%
Boeing executives had seemed to view the Federal Aviation
Administration’s regulations as a roadblock and made significant efforts to
get the FAA to drop requirements like requiring pilot simulator training for
the 737 Max 8, which also benefited Boeing’s bottom line. (Boeing used the
absence of pilot training as a negotiations carrot to increase their profits.
For example, Boeing promised Southwest Airlines a $1 million rebate on
each plane if the FAA ended up requiring that Southwest invest in simulator
training.)2! When an employee suggested adding more information in the
pilot manual for how to handle the 737 Max 8 during emergencies, the idea
was quashed because the extra information might make regulators require
Boeing to provide more training to pilots, an expense Boeing wanted to
avoid. “We need to sell this as a very intuitive basic pilot skill,” the
employee was told.22 In designing the 737 Max 8 jet, Boeing had thrown
both motives and means out the window. It worked to bypass rules set up
for customer safety because it wanted to increase its bottom line and win its
never-ending war with Airbus, its sole competitor.

Meanwhile the decade-old Dutch study suggested that this wasn’t



actually the first time Boeing had a problem.23 The study was
commissioned after a Boeing 737 crashed in Amsterdam in 2009 killing
nine people, and it revealed patterns similar to the 737 Max 8 crashes.3*
However, the report acknowledges a series of pilot errors, and Boeing tried
to deflect blame by drawing attention to those errors. That plane was also
designed with no backup for its single sensor. Boeing knew of the design
flaw and hadn’t included any information in the pilot manual to help in case
the single sensor malfunctioned.®> The Boeing crashes led to an
investigation that unearthed good reasons to distrust Boeing for both its
fairness and its motives.

Alongside the negative consequences of losing impact-based trust,
there’s a growing push for companies to create a positive impact. The
Business Roundtable’s statement defining the purpose of a company in
2019 didn’t come out of nowhere: It was a reaction to forces that had been
gaining momentum in the business ecosystem for years. These forces are
fueled by a growing awareness of the danger increasingly posed by climate
change, and in part by the need to attract and retain millennial employees,
who differ from the prior generation of workers in their desire to work for
companies with a clear social mission and a culture that promotes
authenticity and personal growth.2® According to Fortune, in 2019 only 7
percent of Fortune 500 CEOs reported believing that companies should
“mainly focus on making a profit and not be distracted by social goals.”3Z
In a 2019 survey of over 1,000 employees, the consulting firm McKinsey
found that employees’ top two priorities were contributing to society and
creating meaningful work.2®2 It’s not just employees: according to
McKinsey, 47 percent of customers who are disappointed with a company’s
stance on a social issue will stop buying its products, and 17 percent will
never return.22

Meanwhile, investors who have traditionally had a reputation for
thinking with their wallets instead of their hearts are becoming increasingly
interested in the impact companies have on the world. In response,
investment companies have created funds that seek to marry social or
environmental goals with financial opportunity. The funds, generally known
as “sustainable” or “ESG” investments (for environmental, social, and
governance) in 2018 captured $30.7 trillion in assets under management.2C
Sustainable investing refers to investments that take into account



companies’ performance on environmental impact such as carbon
emissions, social impact such as human rights, and corporate governance
practices such as executive compensation. The economic logic behind these
investments is that these factors, coupled with a company’s financial
performance, present a more complete picture of a company’s potential for
delivering long-term returns, rather than just looking at financial
performance alone. BlackRock has funds like this, designed to further
different types of goals ranging from reducing companies’ carbon footprint
to achieving the UN’s Sustainable Development Goals.

In addition, there is the much smaller segment of impact investment
funds, which invest in companies whose business model includes achieving
specific social goals. Goldman Sachs has committed $7 billion since 2001
to impact investments that have helped revitalize New Orleans, created
affordable housing in New York, and prepared students in Camden, New
Jersey, for college.#l In 2018, the impact investing segment as measured by
the Global Impact Investing Network was $715 billion.#2

As much as 40 percent of the $76.9 trillion in global assets under
management take sustainability data into account in their investment
strategies.?3 It’s clear that we’re moving more and more toward a model
where investors factor in companies’ behavior and impact on the world at
large into their decision-making, instead of just looking at financial
performance.

But how does one go about creating a positive impact? To understand
impact, we will examine the three actions that make it possible for this to be
a realistic strategy for business. First you must define and commit to the
impact you want to create—and commit means that you are willing to see
the impact through and put it before profits or short-term gain. Second, you
must measure the impact you are creating to see if you are actually making
a difference. Third, you must actually check to see if your impact really is
beneficial, or if it is neutral or even creating unintended harm. Just because
one person with power thinks it’s a good idea to kill all the sparrows,
doesn’t actually mean that it’s a good idea.

Define and Commit: Discovering the Boundaries of Impact



While being a purpose-driven company is becoming more and more
accepted, there’s a gap between saying you want to do something and
actually doing it. In McKinsey’s 2019 survey of 1,000 employees, 62
percent said that their company had a purpose statement, yet only 42
percent said that their company’s purpose statement actually resulted in
creating a positive impact.** Companies might be doing a great job of
saying they want to have a positive impact, but they are doing a mediocre
job of following through.

Closing this gap means companies have to make good on their
commitments. This might mean trading off some short-term profitability for
the long-term goal of creating a positive impact. Creating a positive impact
means companies and leaders have to be committed to rewarding
employees for creating the desired impact, instead of just paying it lip
service. Consider the difference between Volkswagen and Patagonia, the
American outdoor apparel company whose mission statement is “We’re in
business to save our home planet.”42

Volkswagen promised to make cars that met some of the most stringent
emissions standards in the world. Instead, VW ended up creating software
that cheated on emissions tests since it could not at the same time invest in
emissions reduction and achieve their promised growth targets.

Volkswagen’s goal in 2013, two years prior to its emission scandal, was
to “offer attractive, safe, and environmentally sound vehicles which can
compete in an increasingly tough market and set world standards in their
respective class.”®® Crystal clear and socially conscious. Then, Volkswagen
completely failed to follow through in the worst way possible. Not only did
Volkswagen fail to produce emissions-friendly cars, its employees used
considerable energy and ingenuity to create cars that actually cheated on
emissions tests. Rather than reduce emissions, Volkswagen made cars that
continued to pollute, adding tons of damaging emissions to the environment
the more cars they sold.

How did things go wrong? To begin with, Volkswagen was driven by
ambitious but potentially conflicting goals. Former CEO Martin Winterkorn
announced in 2015, “We want to be volume number one but we also want 8
percent in operating profit.”#~ Volkswagen wanted to sell the most cars
without sacrificing profit, and at the same time, it wanted to meet some of
the most stringent emissions standards in the world.?8 Executives described



how the targets turned Volkswagen into a pressure cooker. “If you didn’t
like it, you moved of your own accord or you were performance managed
out of the business,” one said.*2 Others spoke about how Winterkorn was a
perfectionist who took bad news poorly.22 The combination of exacting
standards and an environment where people were afraid to deliver bad news
and failure was punished, was a ripe breeding ground for falsifying results
rather than creating environmentally sustainable cars.

In 2014, three West Virginia University graduate students, Hemanth
Kappanna, Marc Besch, and Arvind Thiruvengadam were doing research on
car emissions.2l When they tested two Volkswagen cars they found both
cars were far over the legal requirement for emissions.22 Spurred by these
results, further investigation revealed that Volkswagen had installed
software that helped it cheat on emissions in 11 million cars globally,23 and
the cars emitted up to forty times more pollution than the legal limit in the
United States.2* For Volkswagen to install software that helped it cheat on
such a large scale meant that corruption must have been entrenched
throughout the organization on multiple levels. Volkswagen’s goal to offer
“environmentally sound” vehicles was about lip service rather than saving
the environment. The company was committed to a different type of goal:
working to further profits no matter what the cost to customers, the public
in every country where the cars were sold, regulators, and governments
around the world that were already struggling with goals to reduce
emissions.

By contrast, consider Patagonia, founded in the 1970s by Yvon
Chouinard, a California rock climber. Chouinard got his start by selling
climbing pitons. As demand grew, he started selling clothing and recruited
others to help. His plan was to give the money he earned to environmental
causes. However, a consultant advised him against this and told him to sell
Patagonia and start an environmental foundation instead. Chouinard
decided to go in a completely different direction. He decided to mirror the
values of an environmental foundation: he wanted Patagonia to be a
company that created products in an environmentally friendly way.22

Unlike Volkswagen, Patagonia’s track record shows a commitment to
this mission—despite some missteps along the way, which we’ll touch upon
later in the chapter. Since 1985, Patagonia has donated 1 percent of its sales
revenue to environmental conservation groups and given over $89 million



to these groups.2® In 2016 it donated 100 percent of its Black Friday sales to
environmental nonprofits: about $10 million. In 2013, it created a venture
capital firm that invests in start-ups with an environmentally friendly
mission such as Bureo, which makes sunglasses out of old fishing nets.2Z
Meanwhile, Patagonia hasn’t been afraid to take a political stand to defend
its values. In 2017, Patagonia sued President Trump after he issued a
proclamation decreasing Utah’s Bears Ears National Monument by 85
percent and its Grand Staircase—Escalante National Monument by 50
percent.22 (As of this writing, the case is still under way.)

Inside the business, Patagonia’s commitment to the environment can be
seen in its processes and business model. In 1993, Patagonia was the first
company to create synthetic fabric to make fleece out of recycled plastic
bottles.2? Three years later, Patagonia decided to switch to organic cotton to
reduce its environmental footprint. This increased the cost of production,
since organic cotton fabric was triple the cost of regular cotton, while the
limited supply of organic cotton meant that Patagonia had to cut its product
line from ninety-one styles to sixty-six styles. In the short term, these
actions cut into Patagonia’s profits.% In 2005, it created an initiative where
employees teach the public how to repair their gear, even though this might
mean customers would purchase fewer new products.2! In 2012 it created a
Worn Wear program where customers could trade some of their gently used
Patagonia pieces for store credit, and the used clothing was resold at a
lower price. This had the bonus of making Patagonia accessible to
customers who would not otherwise be able to afford its products.52

In 2011, Patagonia ran an ad campaign with the slogan “Don’t Buy This
Jacket,” which openly encouraged customers not to buy their products
given the environmental impact of producing new clothes. Cynics might
point out that Patagonia has built a billion-dollar company out of
environmental sustainability and the campaign was nothing more than an
attention-getting ploy. We’d argue that given a choice between having
outdoors enthusiasts buy from a retailer with no proven commitment to any
social cause—environmental or otherwise—and having them buy from
Patagonia, which donates to environmentally friendly groups, is willing to
cut into profits to reduce its environmental footprint, and encourages
customers to repair and re-wear their goods, we’d vote for Patagonia any
day of the week. And so, it would appear, do a number of customers: in



2012, after the “Don’t Buy This Jacket” campaign, Patagonia’s sales
increased by 30 percent to $540 million.83

Creating an impact doesn’t mean only sticking to a defined vision. More
broadly, it means assessing the current situation and recognizing you have
the power to do something about it, even if it’s “just” making policy
changes that can impact the lives of the public.

For example, Walmart has become an unlikely advocate for gun control.
Walmart has had an on and off relationship with gun sales. In 2006,
Walmart stopped selling guns at a third of its stores. However, it started
selling guns again during the recession to bolster flagging sales.24 In 2015,
Walmart, the top gun and ammunition vendor in America,®> announced it
would stop selling some semiautomatic rifles, which has been the weapon
of choice for 115 mass shootings since 1999.%° Used in mass shootings
from Connecticut to Las Vegas, they have long been on the list of weapons
that gun-control advocates have wanted to ban.%Z Walmart claimed the ban
was because of declining demand. Analysts were, however, skeptical given
that gun sales in America were holding steady®® and background checks for
gun sales actually increased the summer Walmart made its decision.?2 Then
in 2018, Walmart spoke again through its policy. After a nineteen-year-old
shot and killed seventeen people at his former high school in Parkland,
Florida,”? Walmart raised its minimum age for purchasing guns throughout
the US from eighteen to twenty-one.”L

A year later, on August 3, 2019, an armed man shot and killed twenty-
two people and injured twenty-six more at a Walmart in El Paso, Texas.’2
Three days later, Thomas Marshall, an e-commerce specialist for Walmart,
pushed the company to do something about tragic situations such as this. He
sent an email and message through the company’s messaging system to the
company’s entire e-commerce team pushing for a strike to “protest
Walmart’s profit from the sale of guns.” He wrote that “as associates, we
have the power, ability and opportunity to change this company for the
better.”Z2 Walmart reported no changes in employee attendance, and so it is
unclear whether the call to go on strike had an impact.” What we do know
is that Marshall wasn’t alone in his call for action. In September following a
petition signed by 128,000 people urging Walmart to stop selling guns,’>
Walmart announced it would cease the sale of handgun ammunition and
short-barrel rifle ammunition. It also stopped selling handguns in Alaska,



the only state where it still did so. In the short term it wasn’t a winning
proposition for Walmart’s profits. The changes were expected to decrease
its market share for ammunition to between 6 and 9 percent, down from 20
percent.”®

Walmart’s response might seem tepid—after all, with the relentless
frequency and large number of shootings in the United States, why not just
stop selling guns altogether?”Z On the other hand, when you consider that
Walmart was making a solid profit from selling guns and ammunition, and
that 28 percent of Americans don’t think gun laws should be tougher,”8 its
policy changes are a fairly loud statement for a major corporation. The
changes have a nontrivial impact on how easy it is to get a gun, which in
turn can impact the number of shootings in America. Shortly before the new
changes were announced, a Business Insider reporter tried to buy a gun at
Walmart to find out just how easy it was. It took her an hour and a half of
phone calls to find a store that sold guns. When she arrived, she was told to
come back the next day because none of the employees who were
authorized to sell a gun were working. When the reporter came back two
days later, she failed the background check because her home address didn’t
match the address on her license. She left the store empty-handed and gave
up.Z2 We can’t know how many shootings Walmart stopped in making it
that much harder to buy guns, but at least it’s a start.

Measure

“What gets measured gets done.” The truth of this adage is obvious to
anyone who has worked in any kind of an organization. After all, how do
you know if something has (or has not) occurred if you don’t measure it?
Measurement is a powerful tool for creating behavior change. If you know
the kind of impact you want to create and how much of it has already taken
place, then half the battle is knowing what further changes need to be made.

You can achieve powerful results when you collect data and use them to
highlight a problem. At Siemens, the German manufacturing conglomerate,
new CEO Peter Loscher made one small change in measurement that
effectively got his senior leadership team to become more customer
focused.



When Loscher entered Siemens in 2007 he had a giant mess to clean up:
bribery was endemic at every level of the global company.2® From the late
1990s until 2007, Siemens made it a practice to bribe government officials
all over the world to win contracts.8L Ultimately, in 2008, the US Securities
and Exchange Commission charged Siemens with allegedly spending $1.4
billion in bribes between 2001 and 2007 across six continents.82

Loscher was the first outsider to become a CEO at Siemens. To
understand what was going on at Siemens and what changes he would need
to make to eradicate the culture of bribery, Loscher made it a practice to
travel to Siemens locations across the globe and talk to people. In the
mornings he had breakfast with customers, followed by meetings with more
customers and politicians. At lunch he met with rising-star employees; after
lunch he conducted business reviews with local teams and town halls. This
was followed by dinner with local senior leaders, and after dinner, Léscher
would catch a plane and do it all over again the next day in a different
city.22 Phew. Grueling.

One of the many changes Léscher decided Siemens needed was in its
approach with customers. Historically, Siemens cultivated customer
relationships through the local Siemens organization. Léscher favored a
more hands-on approach from the top, and instead made specific managing
board members responsible for individual customer accounts. However, he
was unsatisfied with how much time managing board members were
spending with customers. Traditionally at Siemens, the top 600 to 700
managers gather in Berlin for a leadership conference. Before Loscher’s
first one in 2008, he collected Outlook calendars from all of the division
CEOs and board members, graphed how much time everyone had spent
with customers, and ranked them. At the conference, he projected a giant
graphic with everyone’s rankings on a screen for all to see. Loscher had
debated with his team whether to use names, since that could be
embarrassing, but ultimately decided that to make the point clearly, and
inspire individual action, it would be most effective to use the executives’
names.

Using names proved to be the right move. The first year Loscher did the
exercise, he was at the top of the rankings: he’d spent 50 percent of his time
with customers—a first-place ranking he found unacceptable. If his senior
leaders were in charge of specific accounts, he reasoned, they should



actually be spending more time than he had with their customers. When he
repeated the exercise in 2009, 2010, and 2011, most leaders had either
surpassed Loscher or spent about as much time as he did with customers.24
No one wanted their name to be ranked last. In Loscher’s case, a very
simple measurement was able to drive enormous behavioral changes.

Loscher nailed both of two main questions a company needs to figure
out: what to measure, and how to measure it. Moreover his simple ranking
exercise displayed all the hallmarks of a good system of measurement.
According to HBS professor Robert Simons, who wrote an excellent book
on this topic, there are three lynchpins of an effective system of
measurement: it is objective, complete, and responsive.

An objective system of measurement enables different people to
measure the same thing and get consistent results. A complete system of
measurement is one that accounts for all the different aspects of what you
want to measure. Finally, a responsive system of measurement is one that is
able to gauge changes in what is being measured.

The right metric is a compass point guiding a company toward carrying
out the impacts it wants to have. Creative and thoughtful metrics can fold in
a company’s values while also improving its business performance.
However, without a system of measurement, it’s impossible to say what
impact companies are making. Skeptics can easily argue that there’s no
impact at all. Worse, no one in the company (or outside it) has the
satisfaction of knowing the kind of impact that is being made over time.

A visible and external system of measurement can demonstrate how
much a company cares about its impact. In 2007, Patagonia launched “The
Footprint Chronicles” to provide transparency about its supply chain and
the amount of resources it consumed in making products.22 The early
version of the report explained how Patagonia measured its energy
consumption, carbon dioxide emissions, waste generation, and water use (a
later addition) as well as listing the numbers.28 It also included seventeen of
its products on the website, and customers could read about the
environmental impacts of each of these products.8’? The Footprint
Chronicles has since gone through several evolutions. The latest gives a
comprehensive list of Patagonia’s programs for sustainability, has a map
that identifies each of their suppliers by name and address, and reports the
number of workers they employ and the amounts of the goods they



produce.2

Robert Eccles, at the Said Business School at Oxford University, a
passionate evangelist for integrated reporting and a leader on how
companies and investors can create sustainable strategies, champions
combining traditional financial reporting with sustainability reporting, so
investors and the public can see the full extent of a company’s impact.

George Serafeim of Harvard Business School has taken the idea of
reporting environmental sustainability one step further, by proposing that
companies use “impact-weighted accounts”—Iine items added to a financial
statement that translate a company’s impact into a dollar value.22 For
example, to describe the impact of its efforts to eliminate waste production
and reduce water consumption and emissions, Vodafone translated these
impacts into a financial value. It lists how much waste it has created,
explains its methodology for translating this into a financial amount, and
lists the final amount in dollars (well, euros).22

It’s a view we fully agree with. Companies have a much larger impact
on society than their financials. This includes companies that work hard to
have a positive impact like Patagonia, as well as actors on the other side of
the ledger, like Volkswagen and the ninety companies that account for most
of the world’s pollution. If you want to have a positive impact on the world,
you need to look to other measures beyond financials, such as
environmental impact—what kind of an environmental footprint does your
company have? How much wastewater do you use? What steps are you
taking to reduce your footprint? Then, you report these metrics, hopefully in
concert with your financial reporting. Finally, there is the new promise of
impact-weighted accounts, which allow companies to measure the dollar
impact of their activities and hold themselves, and be held, accountable for
them.

Check: Not All Impacts Are Created Equal

The third step is to check that your impact actually benefits the people you
claim to serve. It’s easy to declare that a company wants to make a
difference, but the proof is in how employees, customers, suppliers,
investors, regulators, and the public experience a company’s actions. This is



a startlingly simple concept, but the discrepancy between what companies
say they want to do and what they actually do can be shockingly large.

Take, for example, Wells Fargo. Wells Fargo’s vision statement is “to
satisfy our customers’ financial needs and help them succeed financially.”2L
Wonderful! Except, how to explain Wells Fargo’s now notorious fake
account scandal? From 2002 to 2016 (yes, that is a period of fourteen
years), employees opened some 3.5 million accounts that were not
authorized by their customers.22 Employees reported that they felt they had
no other option except to cheat, if they wanted to keep their jobs.23 At one
Wells Fargo branch employees reported they’d been told to hit the targets or
risk getting transferred to a store “where someone had been shot and
killed.”2* A former war veteran wrote to the then CEO, John Stumpf,
saying a war zone was actually less stressful than Wells Fargo: and indeed
between 2011 and 2016, Wells Fargo fired over 8,000 people for “subpar”
sales.2> It’s no surprise that fake new accounts kept getting opened by the
remaining employees who were desperate to keep their jobs.

The fake accounts had devastating ripple effects on customers. In some
cases, the new account had annual fees, but since customers didn’t know
about the accounts, they didn’t pay them and their credit scores took a hit.
In other cases, Wells Fargo employees transferred money from existing
customer accounts to cover the fees associated with the new account, which
resulted in insufficient funds notices that resulted in further fees. Credit
scores are scanned by landlords, and someone with several overdraft fees
from unauthorized accounts could have trouble moving to the apartment of
their choice.2® To make matters worse (and in violation of their fiduciary
duties), investors were fed false information about the company, because
the fake accounts made its performance appear to be far stronger than it
really was. And once the company’s sales practices came under scrutiny,
executives tried to hide the fraud by changing the description of what sales
associates were being asked to do.%*

Like Volkswagen, Wells Fargo did the opposite of what it claimed. Nick
Hanna, the US attorney for the Central District of California, called the
company’s fraud “a complete failure of leadership at multiple levels within
the bank.”® (And in a rare note of poetic justice, CEO John Stumpf was
fined $17.5 million and banned from the banking industry, while five other
executives were also slammed with fines.)2



Now, Wells Fargo is an extreme example. It was practicing out and out
fraud that was baked into its entire system. There are also cases where
companies don’t practice fraud, but the “good impact” they imagine they
are creating may not actually be all that great in the eyes of their
community, as we saw with Chairman Mao’s sparrows.

In 2011, Patagonia conducted internal audits of their supply chain and
found evidence of human trafficking, forced labor, and other forms of
worker exploitation. A quarter of Patagonia’s mills for producing fabric
were based in Taiwan, and the majority of them relied on brokers to hire
workers. These brokers often charged migrant workers enormous fees for
jobs, while suppliers also confiscated worker passports, essentially
eliminating their freedom of movement. Labor brokers are legal in Taiwan;
there is, however, a cap on the fee they are allowed to charge, and Patagonia
found during their audits that brokers were exceeding this fee by up to
$7,000.

The audits were the result of an initiative that started in 2007, when
Patagonia began to ramp up its internal investigations after coming under
fire for labor problems in its factories. Patagonia cut its suppliers from 108
to 75, which helped ensure it was working with factories that treated
workers well. Concerned that there may be more infringements of human
rights further down in its supply chain, Patagonia investigated the mills and
suppliers who work with raw materials and send them to factories to be
turned into clothing. (Do not imagine this is standard behavior. The urge to
look under the hood [as it were] on this problem is not universal: in 2013,
Patagonia invited forty other companies to discuss suppliers’ using forced
labor, but only seven companies attended. )12

Once Patagonia received the audit results, it created a new set of
employment standards and asked suppliers to reimburse workers for illegal
fees. Beginning in June 2015, Patagonia required all of its suppliers to
eliminate job fees. Patagonia also partnered with Verité, an NGO with
supply chain expertise, to get help understanding hiring processes and the
laws surrounding them, training suppliers, and auditing them.1%l Patagonia
also began working with the Taiwan Ministry of Labor Workforce
Development Agency, which helps employers hire migrant workers without
using labor brokers. Patagonia has also applied its standard and approach
for workers to the rest of its global supply chain, and published its standards



so other companies could adopt them as well.1%2

A reasonable person might consider Patagonia a hypocrite: How can it
claim to be about impact and then use forced labor? We would argue surely
we should be glad that a company like Patagonia goes one step further into
its supply chain to root out worker exploitation at the level of the
manufacturers of the raw materials that go into its products—a second level
down in its supply chain. Patagonia did not intentionally use forced labor,
and it took the extra step of conducting internal checks two levels down in
their supply chain to find the problem and make sure to root it out.
According to a 2020 Cornell study that examined 40,458 supply chain
audits from apparel brands, 45 percent of them contained inaccurate
information. The inaccurate audits painted a rosier picture of working
conditions, suggesting shorter workweeks and higher compliance with labor
laws than in actuality.l?2 However, these inaccuracies mean it is hard for
apparel companies to understand problems with working conditions and
address them. The fact that Patagonia conducted a thorough internal audit,
found problems, and investigated them is a sign that they are doing more,
not less, than the typical clothing brand.

However, internal checks are only half of the equation. There are times
when companies act with the best of intentions but fundamentally
misunderstand how others will perceive their actions. To make sure you
understand how your company’s impact is being judged, it helps to develop
the skill of perspective-taking to develop insight into how others might
think about the impacts you are trying to create. Otherwise, you are in a
hermetically sealed echo chamber. It takes a curious (or worried, or caring)
mindset to want to learn about how others think, and deliberate action to
create practices that help you see the world as someone from outside your
world might see it.

I learned this the hard way when I joined Fidelity in December 1986,
where I was the head of quality for our three call centers. We had a far-
sighted head of marketing who pointed out that the bull market would soon
end. In January 1987, in order to get our customers to think more about the
future, I asked our quality team to give additional points for service quality
to any representative who closed their call by asking the client, “Have you
invested in your IRA this year?” (And sure enough, the Dow Jones
Industrial Average [DJIA] dropped 508 points in October 1987.)104



What I didn’t consider was that in our pre-computerized world, lots of
our mutual fund investors would call several times a week, some even daily,
to ask whether their mutual funds had increased in value. (Remember, this
was a bull market.) I was so bent on helping the company increase assets
under management that it never occurred to me that I was in essence
tormenting our clients with the same question, repeated call after call, about
whether they had invested in an IRA. Customer complaints took a few
weeks to mount, and I then learned that as hard as it was to get behavior in
a group to start, it was even harder to convince the phone representatives
that we really, really wanted them to STOP asking that question about
investing in IRAs. I may very well be the worst quality professional the
world has ever seen. And, at the same time, I also know what it’s like to be
caught up in a way of thinking that was blind to the effect of my/our actions
on others.

Why, you might ask, did no one speak up? There are several answers to
that question. One might be that we had a culture at Fidelity that
discouraged candor in bringing problems to the attention of managers. As
someone whose sole function was to encourage our managers and
employees to do just that, I would rule out that cause, although we
shouldn’t underestimate it. We saw at both Volkswagen and Wells Fargo
how long toxic, truth-shutting-down, psychologically unsafe cultures can
survive.

Instead, let’s turn to a helpful concept for people who work with others
and who care about impact. It’s called the Abilene paradox. This is the
phenomenon where a group decides on something no one is very
enthusiastic about but everyone believes everyone else wants to do.12> The
creator, Jerry Harvey, a professor of management science at George
Washington University, introduced the Abilene paradox to the world in
1974 with this hilarious, but alas, too often true, story. On a hot July day in
Texas (and by hot, Harvey states, it was 104 degrees), Harvey’s father-in-
law suggests driving fifty-three miles to the town of Abilene in a car with
no air conditioning for dinner. Harvey’s wife thinks it’s a stupendous idea,
and her mother-in-law agrees. Everyone piles in the car, drives to Abilene,
and enjoys a subpar dinner.

Upon their return, the group collapses around a fan, exhausted. Harvey
asks if everyone enjoyed the trip. Finally, his mother-in-law confesses: she



never actually wanted to go, but just agreed because everyone else seemed
enthusiastic. Harvey’s wife admits she thought it was a crazy idea, but she
wanted to keep everyone happy. Everyone turns to Harvey’s father-in-law,
who suggested the idea—and he admits he would have rather stayed at
home, but he brought up Abilene just in case anyone wanted to go.1% The
Abilene effect for a family trip is painful, yes, but multiply it across an
organization, Harvey notes, and it can cause an enormous amount of
“human misery and economic loss.”1%

So, how do you engage in good perspective-taking while avoiding the
Abilene paradox? There are many different answers, but global mining
company Anglo American developed a tool in 2003 to help them
understand the impact they had on the communities they operated in, which
required extensive communication with local communities.!?® Mining
companies know they are in the business of extracting local resources and
that their presence has both immediate and far-reaching impacts on the
communities they operate in that need to be managed. Concerned
executives at Anglo American created an award-winning impact assessment
tool with the acronym SEAT (Socio-Economic Assessment Toolbox), which
laid out a detailed process for understanding the communities they were
working with. SEAT aimed to minimize or avoid adverse social impacts,
and to build better long-term relationships with stakeholders.

Managers were required to complete SEAT assessments for their
operations every three years, regardless of whether they were just getting
started or had been working there for years. SEAT had a seven-stage
process that included the following:

» profiling the Anglo American site, assessing its socioeconomic impacts
and social investments;

» profiling the local area and developing a stakeholder engagement plan;

* assessing issues and impacts;

» managing critical social performance topics including complaints and
grievances, emergency planning, conflict management, resettlement,
mine closure contractor management, indigenous peoples, and the
voluntary principles on security and human rights;

» supporting socioeconomic benefit delivery including creating a process



for increasing local procurement as well as processes for improving
everything from microcredit, local infrastructure development, low-
cost housing, and sustainable energy, as well as community health;

* developing a comprehensive social management plan; and

» creating a SEAT report to share results from the process with
stakeholders.

If there was one critique that could be leveled at SEAT, it’s that it was too
detailed.

The Business for Social Responsibility, an independent NGO, found that
trust had increased in 80 percent of the stakeholder sites where Anglo had
used SEAT.19 Anglo American executives knew the company had to
rethink how it did business to make sure it could have a positive impact on
the communities it worked in. In January 2020 Anglo American updated
SEAT, creating the Social Way 3.0, which has processes that are more
specific to Anglo American. However, SEAT is still available on Anglo
American’s website for other companies to use.

Making sure perspective-taking happens requires baking it into the
company processes. Some thoughtful companies put stakeholder maps right
into their annual reports to show their understanding of who their
stakeholders are and their importance to the company’s performance. For
example, BMW has made a practice of holding stakeholder dialogues,
where they meet with different interest groups including scientists,
members of NGOs, politicians, sustainability experts, and investors.11

BMW has a separate sustainable value report, where they review the
outcomes of these meetings. They also describe their sustainability strategy
in detail and have created metrics to measure its progress: the report covers
BMW?’s progress on the environment, employee welfare, and social issues
such as product safety, human rights, and combating corruption and
bribery. 11

In its 2018 sustainability report, for example, BMW discussed how
during their meetings with stakeholders they received feedback advising
that they concentrate on fewer but more relevant sustainability issues.12
The groups suggested that BMW continue its focus on urban mobility,

including the challenges presented by traffic jams and poor air quality, as



well as automated, connected, and electric cars. In particular, stakeholders
wanted BMW to focus on producing emission-free cars.l3 As a piece of
feedback, this is gold. It allows BMW to dig deeper into understanding the
sustainability issues that matter to its stakeholders, while giving it
permission to narrow its focus and actions to ones that will really make the
kind of difference they are in the best position to make as a car
manufacturer. This is the kind of feedback that can only come from
respectful and candid exchange, where the parties are working hard to learn
about the perspectives of the others.

Unintended Impacts

When actions create harm, despite the very best intentions, it’s essential to
take responsibility rather than have senior leadership wringing its hands and
shifting the blame, or retreating into a stony silence. In 2015, PETA, the
animal rights activist group, published a video of a Patagonia wool supplier
abusing a sheep. Patagonia announced it would stop doing business with the
supplier. It created the “Patagonia Wool Standard,” a set of principles
around their expectations for wool suppliers regarding animal treatment,
land use, and sustainability.11# However, not every company does this.

Consider how Facebook handled its fake news problem. Some history
first. In 2011, Facebook’s CEO Mark Zuckerberg crafted a strategy for
Facebook to become the top platform for spreading news, in response to
Twitter’s growing popularity.12 It involved adjusting Facebook’s news feed
(usually filled with cat pictures and various friends and family members
humble-bragging) to give hard news stories more visibility.11®

However, Facebook hadn’t given all that much thought to what it means
to be a news distribution site: How should stories be presented compared to
op-eds or satire? It decided the best option was to be neutral and allow all
posts. A hard-hitting news story and Grandma’s garden pictures would be
presented in the same way. This opened the door for fake news sites to
spread their content: after all, how was the average reader supposed to tell if
a story from the Washington Post was any different from the Denver
Guardian (a fake news site)?17

Then, in early 2016, John Thune, a South Dakota Republican senator



and chairman of the Committee on Commerce, Science, and Transportation,
wrote Facebook a letter. He was worried that Facebook’s Trending Topics
section, which was moderated by twenty-five individuals with backgrounds
in journalism, was politically biased against conservatives. Facebook
responded by inviting a group of seventeen Republican media stars and
analysts, including a Trump campaign advisor, to its headquarters for a
feedback session.118

During the summer of 2016, the Trump presidential campaign did a
much better job of connecting with voters than Hillary Clinton’s campaign.
The Trump campaign used data it had on potential voters to match them to
their Facebook accounts and then used a tool to group voters according to
their traits and sent out targeted messages to each group, and also tested its
ads, making sure to kill ones that weren’t working and spread the ones that
were 119

At the same time, scammers started pushing fake news stories on
Facebook that went viral—for example, a website told readers the pope had
endorsed Donald Trump, and the story got nearly a million reactions on
Facebook. Overall, fake news stories got more engagement than real ones.
When Donald Trump won the election, blame was heaped at Facebook’s
door.

Meanwhile, don’t forget the Cambridge Analytica scandal. This data
firm was hired by the Trump campaign and had obtained access to private
Facebook data on over 87 million users.12) Cambridge Analytica used an
app that paid users to take a personality quiz to siphon personal data from
the quiz takers, and all of the quiz takers’ friends—even though none of
them had consented to having their data collected.12! Cambridge Analytica
then allegedly used the data to build psychological profiles of voters, and
would have been able to target the voters with specific messages to swing
votes. For example, someone who cares about gun rights would
theoretically get ads about gun rights, while someone who cares more about
religion might get more pro-life ads.!2¢ (This wasn’t just an American
problem. In India, there were reports of voter manipulation during the 2018
legislative election via WhatsApp, a messaging platform owned by
Facebook.) While multiple platforms helped spread fake news including
Google, Twitter, and Reddit, Facebook received the lion’s share of the

blame.123



Zuckerberg was slow to react. “The idea that fake news is on Facebook
—of which, you know, it’s a very small amount of the content—influenced
the election in any way, I think, is a pretty crazy idea,” he said.l12* Still,
Facebook tried to take some steps. In December 2016 it introduced a system
where users could flag a story they thought was fake. Stories with enough
flags were sent to experts who would fact-check it.122

In 2018, Zuckerberg declared that fixing Facebook would be his
personal project. He had limited success. In January, Facebook hired
Nathaniel Gleicher, the former director of cybersecurity policy for President
Obama, to staunch the flow of fake news. That summer Facebook removed
hundreds of accounts with ties to Russia or Iran that were spreading
misinformation.12® In April 2018, Mark Zuckerberg was asked to testify
before Congress, where he was grilled for two days and asked 600
questions on topics including Facebook’s ability to protect users’ data and
control the spread of misinformation.!2? The overriding theme was that
Facebook needed regulation, something Zuckerberg concurred with as long
as it was the “right regulation.”128 (In 2020, Facebook called on
governments to regulate it and provided a list of proposed regulations—
most of which it already complied with.)!22 However, Zuckerberg’s success
at “fixing” Facebook is debatable. The same year Zuckerberg declared he’d
fix Facebook, Wired counted twenty-one major Facebook scandals
involving data privacy, fake accounts, fake news, and hacking.@

As of 2020, Facebook still has a major fake news problem—this time
about COVID-19. Avaaz, a nonprofit that organizes community campaigns,
found that over 40 percent of the misinformation about coronavirus on
Facebook—that was debunked by fact checkers—stayed on Facebook and
continued to be shared—an overwhelming 1.7 million times.13! Facebook
announced it would take steps like pinning government public health
warnings to the top of people’s news feeds, which led to 350 million people
being redirected to reliable information, but experts think Facebook can do
more.122 While Facebook now reviews content for fake news, fake news
continues to spread. Despite the massive extent of its problems, Facebook
still hasn’t learned its lesson.

Contrast Facebook’s fake news problem with Pinterest, the popular
social media platform where users share pictures of hobbies. In early 2018,
Pinterest emerged as an unlikely hero in the battle against fake news. When



anti-vaxxers started using Pinterest to spread misleading information about
how vaccines are harmful, Pinterest took action. Since it was unable to
completely remove the anti-vaccination content on the platform, it blocked
vaccination searches.133 It made a similar decision to block searches for
bogus cancer treatments, and blocked accounts that promoted such
treatments or linked to websites that did.134 Users are still allowed to post
content, but the content no longer appears in searches.l32 Similarly,
Pinterest took action for COVID-19. When users search for COVID-19 or
related terms, they can only see Pinterest boards owned by leading public
health organizations such as the Centers for Disease Control, the World
Health Organization, and the American Academy of Pediatrics. “There’s
nothing inspiring about harmful misinformation that might affect your
health or your family’s health or your community’s health,” said Sarah
Bromma, Pinterest’s head of policy.13°

Pinterest has a team of human reviewers who determine whether a post
violates its misinformation guidelines, and training material for the
reviewers is updated every six months to keep up with the ever-evolving
underworld of fake news.13” In addition, its guidelines for what is and isn’t
appropriate content for the platform are detailed and thorough. The
guidelines are divided into categories covering content safety, paid
advertising, spam, and more. Under each category Pinterest elucidates what
is and is not acceptable.138 At one point they even had examples of what
pictures were not permissible on the site.

While Facebook knowingly exposed its users’ data, it probably never
intended to swing an election, or spread massive amounts of false
information (we hope). Yet when the time came for Facebook to do
something, it stood still and issued a denial. Finally, when it acted, its
actions were tepid, especially compared to Pinterest’s swift and decisive
action. Out of fairness to Facebook, it did try similar tactics, and for
example tried to block nudity and then ran into trouble for blocking pictures
of breastfeeding.132 However, experts point out that Facebook’s policy
simply isn’t nuanced enough.14°

Given Facebook’s enormous amount of power, its slow and ineffective
response is deeply worrying: it’s still dealing with a fake news problem four
years after the presidential election, and it’s no surprise that Facebook is
struggling to retain users’ trust.



After news of the Cambridge Analytica scandal broke, trust in Facebook
dropped 66 percent according to the Ponemon Institute, a research firm that
specializes in data privacy and protection.!4l After Zuckerberg’s testimony,
only 28 percent of Facebook’s users believed Facebook was committed to
privacy, a steep drop from 79 percent the year before.1#2 This doesn’t seem
to be a blip. News site The Verge found that Facebook was the least trusted
tech company: only 41 percent of those surveyed trusted Facebook, and 72
percent thought it had too much power.142

To get a sense of how much Facebook has blown it, compare Facebook
and Google. When a New York Times journalist downloaded the data
Google and Facebook kept on him, he found Google had an unnerving 8
gigabytes (eighty-three days of music) compared to Facebook, which had
650 megabytes of data (think six days of music).1#* Yet, in a 2019 NBC
News/Wall Street Journal poll, 60 percent of Americans said they don’t
trust Facebook with their personal data compared to 37 percent of
Americans who lack trust with how Google handles their data.14> This is
high, but given how much data Google has on us, the wonder is that we
actually trust it as much as we do. Even though Facebook has a fraction of
our data, it is much less trusted.

All is not lost for Facebook if it can get its act together. The actual work
of repairing trust once a company has caused harm is long and complicated,
but it can be done. In our next chapter we’ll cover what recovering from a
trust breach looks like: everything from how to apologize to long-term trust
repair. However, when damage is done, the very first step a company needs
to take is to acknowledge that yes, their actions made an impact for better or
for worse and that impact is their responsibility. Our relationship with a
company is defined by its actions and how we feel about them. That’s why
it matters so much that companies think about the multiple relationships
they have with customers, employees, investors, and the public and hold
themselves accountable for the impacts they have on each of these groups.
It’s essential that a company does everything it can to manage its impact, or
it will soon find that no one wants to interact with them at all.



RECOVERY

Regaining L.ost Trust

Betrayal is the only truth that sticks.
—ARTHUR MILLER

IN 1988, A CORPORATE SCANDAL SO LARGE ROCKED JAPAN that the prime

minister resigned and a suicide followed. A reasonable person might think
this would spell certain death for the company involved, but the scandal-
plagued company, advertising and media conglomerate Recruit Holdings, is
flourishing.

Today, you can find Recruit’s headquarters a few steps away from
Tokyo’s bustling Tokyo station. The company is housed in a skyscraper
where a steady stream of employees and customers flows through the doors
and up through glass-paned elevators that provide a dazzling panorama of
the city.

Recruit is the quiet tech giant most Westerners have never heard of: It
specializes in platform businesses that connect sellers to buyers, such as
websites for making restaurant reservations or hair salon appointments. It
also owns the job search site Indeed and job review and recruiting company
Glassdoor.l All in all, it provides information and services through 264
magazines that are mostly digital, over 200 websites, and about 350 mobile
apps. In 2019, its revenue was north of $22 billion.2 It is loved both by
customers, for its quality services, and by employees, who know that
sporting the Recruit brand on one’s resume is a mark of distinction.



This makes sense. Recruit was created to be loved. Recruit was founded
in 1960 by Hiromasa Ezoe with inspiring intentions: its company mission
was to add value to society. True to form, its very first product solved an
inequity in Japanese society. At the time, major companies such as
Mitsubishi and Matsushita (now Panasonic)? recruited new talent by
hosting exams at top universities. Candidates who were lucky enough to
land a job could expect to work from nine a.m. to midnight. A few times a
week, they’d go out drinking with their bosses for another couple of hours,
finally returning home at about three or four a.m.? In return, the so-called
salarymen could expect lifetime employment, with a steadily increasing
salary, a hefty pension, and company-subsidized housing. When students
sat to take these exams, they understood they were choosing a “company
not a career.”2

The process locked out smaller companies that could not afford to host
exams and students at less prestigious universities. Ezoe started a job
advertisement magazine for small and medium-sized companies so they
could post their job openings at a much lower cost than hosting exams,
reaching students at a wide swath of colleges and universities. The
magazine was so successful that by the 1970s, Recruit launched several
other magazines to solve other (in tech speak) “matching” problems of
connecting individuals with needs to companies that could satisfy them.
They included a first-ever job magazine for Japanese women so they could
broaden their career options, and a magazine for buying and selling used
cars. Recruit trained its salesmen to listen to customers and brainstorm
creative solutions to industry-wide problems, which gave it a competitive
edge.

Then disaster. The charismatic Ezoe sold 2.8 million shares of a Recruit
subsidiary before it went public in 1986 to 159 members of Japan’s
political, business, and media elite, in exchange for insider information,
beneficial business relationships, and appointments to four government
committees. When the subsidiary was listed, the investors made between
$165,000 and $350,000.8 The debacle, known as the Recruit Scandal,
forced the prime minister, Noboru Takeshita, and his entire cabinet to
resign.Z Takeshita’s secretary, Thei Aoki, committed suicide.2 Ezoe was
arrested.

On the heels of the scandal, Recruit’s senior leaders discovered it was



mired in debt worth roughly $14 billion. Ezoe had invested heavily in real
estate, and one of Recruit’s subsidiaries had failed. They had not realized
how extensive Ezoe’s investments were. The company now owed annual
interest payments of roughly $637 million, but its operating income was
only $607 million. Disheartened employees gave Recruit six months to live.

Given the extent of the problems, it would be natural to assume
Recruit’s employees were right and that the company went out of business
in short order. Yet during the nineties, Recruit clawed its way back to
solvency through tight budgeting and prescient decision-making about
which new businesses to build and grow.

What Recruit pulled off sounds impossible: it regained the trust of the
public and is still going strong despite its legendary mistakes of the past.
We tend to believe that trust, once broken, cannot be regained, when
actually the truth is somewhat more complex. Trust, once broken, cannot
easily be regained. We fall into this fallacy for two reasons. First, trust is so
hard to regain that so few do it, making us think that broken trust is truly
lost forever. Second, because trust is so hard to regain, it makes more sense
to focus on protecting your reputation and avoiding losing trust in the first
place. However, consider Boeing, Volkswagen, Wells Fargo, and Uber. All
of these companies are battered but still in business. A trust betrayal does
not necessarily mean game over.

Still, be warned: trust regained looks different than trust that was never
betrayed. Boeing, Volkswagen, Wells Fargo, and Uber are still in business,
but they were condemned for very good reasons and dragged through the
mud because of their wrongdoing. Their cleanup jobs were massive, and
they are still dealing with the fallout of their actions. In particular, Boeing
and Wells Fargo are struggling to shake off the shadows of the past and find
their way forward. Meanwhile, the Recruit scandal was such a watershed
event for the country that it makes an appearance in history books for
elementary school students.2 If you ask someone in Japan about Recruit,
their reply will probably be, “Scandal?” Companies can be forgiven for
their sins, continue to operate, and even cultivate a reputation for excellence
as Recruit did, but it does not mean that those sins will be entirely forgotten.

A breach of trust involves much more than the risk of bad publicity. It
can be an open invitation for customers to switch to another brand,
employees to leave, investors to pull their funds, and governments to slap



down sanctions, and it can lead to your company’s demise. Death may not
be immediate or happen at all, especially for large, well-capitalized firms.
For example, British Petroleum is still around despite the explosion of the
Deepwater Horizon oil rig in 2010 that spilled millions of gallons of oil into
the Gulf of Mexico.l2 However, BP has had to suffer the consequences. In
the months following the oil spill, BP’s share price dropped 54 percent,l
and it had to sell $60 billion in assets to cover its liabilities.12 And it is still
dealing with costs from the cleanup almost a decade later.13 According to a
study by The Economist, which compared the financial impact of scandals
on eight major companies (including BP, VW, Wells Fargo, and United
Airlines) to the performance of peer companies without one, a scandal cost
the median company 30 percent of its market value.14

Trust breaches can also be an opportunity to rebuild for the better. When
I was at Fidelity Investments, we conducted a study to find out how
customers felt about the company after we had made a mistake in their
account, such as a funds transfer that went to the wrong institution, name or
address errors in opening a new account, and other problems that can be
common to financial services institutions. We were amazed to discover that
customers were more loyal to Fidelity if we had made a mistake and then
fixed it to the customers’ satisfaction than a control group of customers who
had never experienced a problem with the company at all. This was
immensely reassuring, because we learned that it was not the mistake that’s
the problem (or, at least, that it’s not fatal)—it’s how the company managed
the mistake that mattered.

This finding initially sparked brief and silly speculations of the kind that
managers indulge in when faced with a problem that almost looks like an
opportunity: “Does this mean we should try to create problems to increase
customer loyalty?” Instead, the response to the loyalty data was a company-
wide initiative to identify where we were making the most mistakes, and
where errors had the most severe consequences, and then to systematically
improve the processes that created so many problems for our customers—
and us. Granted, what was going wrong at Fidelity were mistakes due to
poor process design and execution, and while individual customers were
mightily ticked off at times, there was never a sense that the mistakes added
up to something customers viewed as a scandal. But they were a serious
blow to Fidelity’s generally high ratings for competence, a core dimension



of trust. So, the point still stands. Trust repair can be an opportunity to find
redemption and rebuild for the better, whether it’s at the level of scandal or
more garden-variety mistakes.

Rebuilding trust has two dimensions. There’s the short term, which
involves addressing and remedying the incident that caused the problem,
typically with an apology. Then there’s the long term, which requires
addressing the underlying causes of the problem to prevent a mistake of that
kind from being made again. In this chapter we’ll first address how to
diagnose a trust breach and the type of solution that’s needed. Then we’ll
cover the nuts and bolts of apologies: when to apologize, when not to
apologize, as well as how to deliver an effective apology. Finally, we’ll
move on to rebuilding trust for the long term.

The Anatomy of Betrayal

While trust can be regained, what we often see is companies fall flat on
their face (if companies had faces) because they do such a poor job of
recouping the public’s trust. They default to assuming all is lost, or worse,
botch repair attempts by waiting until the problem has been fully tried in the
court of public opinion before they communicate and act, as was the case
with Takata, a Japanese airbag and seatbelt manufacturer.

In 2004, after a Takata airbag exploded, injuring an Alabama driver, the
company performed internal tests that showed that its bags were faulty and
could explode upon impact.l> Engineers prepared for a recall, but
executives instead ordered them to delete the data from the tests and
continue to sell the bags.l® The first Takata airbag recalls occurred at a
glacial pace: four years after the initial findings from the test, and it was
tiny—only about 4,000 cars were recalled.1Z In 2011 Honda expanded this
recall to include over a million cars,!® but Takata continued to drag its heels
and obfuscate. It finally filed a defect report in 2013 with the National
Highway Traffic Safety Administration (NHTSA),12 nine years after the
first airbag explosion. In 2015, under intense pressure from the NHTSA,
Takata admitted there were defects in its airbags, leading to nationwide
recalls of 22 million cars.2? In 2017, Takata filed for bankruptcy, unable to
keep up with the court fees, fines, and recall costs it had to pay.2l At the



time of its bankruptcy, its airbags had been linked to 16 deaths and 180
injuries.?2 A year later, nearly 42 million cars had been recalled.23

Yet, picture what would have happened if Takata had acted the moment
it discovered the problem. Certainly recalling 42 million cars and admitting
the problem would have been a long and difficult journey, but Takata might
have had a fighting chance for survival. However, Takata turned away from
that road, probably because it would be so unusual to imagine admitting
fault and making plans to remediate the problem at anything near the
eventual scale that was required. Companies try to slow-walk their way
through these situations for many reasons. There are serious reputation
costs to being known as a producer of a dangerous product. They want to
avoid setting aside large reserves for potential lawsuits, which would come
right out of their profits. They try to minimize the number of times they are
exposed to the expenses of repair or recall. And they refuse to admit harm
out of fear that the admission will be used against them by plaintiffs’
lawyers to win more cases and exact higher awards than they might
otherwise have to pay.

But it seemed as if there might be something else at work in how the
leaders of companies respond, time after time, to situations that end up
costing them far more than they might have if they had taken a different
approach at the beginning. So, we looked to the research on cognitive
biases to see if there is some way that we systematically depart from
rational thought in responding to situations of this kind, when something
really big and really bad could happen to us and we nonetheless refuse to
accept and acknowledge the danger we are in.

It turns out that there is something called the normalcy bias, which has
come out of the research into how people respond in the face of disasters—
imminent catastrophic dangers like being caught at the World Trade Center
as the planes flew into it on 9/11, or being stuck in a shipwreck, or in a
plane that catches fire while still on the runway. Roughly 70 percent of
people in these situations respond like the proverbial deer caught in a car’s
headlights; in fact, one of the articles about this bias was called “The
Frozen Calm of the Normalcy Bias.” The most common reaction is
disbelief, leading to an inability to respond to the situation at hand, and to
hope, instead, for reassurance that what you think is happening really isn’t.
As a woman caught in the World Trade Center on 9/11 recalled, after



yelling, “What’s happening?” “What I really wanted was for someone to
scream back, ‘Everything is OK! Don’t worry. It’s in your head.””24

It’s called “normalcy” out of our strong desire to believe that the normal
world we live in is still intact, and it’s a “bias” because it leads us to deny
the new reality that exists. Our next reaction is to seek out information
about the situation, and it has to be a lot to convince us that what seems to
be happening really is happening. Research finds that people acting with a
normalcy bias seek out four or more sources of information before they feel
ready to act.22 Some people who escape the normalcy bias may have had
prior experiences with dangerous situations, giving them the advantage of
pattern recognition to see what others don’t. What seems to help is good
information that people take the time to focus on and believe, which is
really, really hard to do; ask anyone who works for an airline and has to
deliver the potentially lifesaving information of where the exits are in a
plane.

So, if you are in a company that is facing an imminent catastrophic
disaster, like exploding airbags on millions of cars, try to watch for signs
that you and others are trapped in a corporate version of the normalcy bias.
Red flags will include a narrative of denial that the situation is even
occurring, accompanied perhaps by demonizing those who present
confirming information about it. Especially worrisome will be the tendency
to minimize the potential scale of the harm, since this will lead to stalling,
minimal levels of response, and the inability to act big that is so
characteristic of company-created disasters that destroy trust. What you can
do is to seek out information that would shed light on the potential size of
the disaster and the resulting scale of the trust betrayal. We imagine all
kinds of things in companies, from how a new product might work, to the
impact of a really smart move on the part of a competitor, or even how to
respond to a novel coronavirus. Armed with the defense of understanding
the normalcy bias, you might be able to extend your imagination to areas
that matter at least as much, since they affect your impact on others and,
fundamentally, whether you will be trusted.

GIVEN ALL OF THIS, REPAIR is complicated and doesn’t happen overnight. The
organization has to prove over and over again that it’s made lasting



changes. In addition, different types of people trust differently. A group of
business professors dove deep into the mechanics of how we trust and how
we forgive by observing how MBA students behaved during a
negotiation.2

They found that people tend to fall into two groups. The first, those with
a fixed mindset, have difficulty changing their mind. They need a lot of
information. On the other hand, those with a growth mindset change their
minds quickly as soon as they get new information. It comes as no surprise
that the two groups react differently to a trust breach.

It tends to be harder to lose the trust of people with a fixed mindset: they
will give others the benefit of the doubt and come up with reasons to
explain away the trust violation. For example, if they heard about an airbag
exploding, they might assume it’s a one-off incident. Companies might
know these people as loyal customers and employees. However, if trust
violations keep happening, such as if airbags keep exploding, they will
eventually change their minds, and winning them back will be a long and
slow process.

Conversely, it’s easy to lose the trust of people with a growth mindset.
Given information about an airbag exploding, they’ll check their car to see
if they have a faulty airbag. However, it is easier to regain their trust. If the
company were to come out and say they had identified what had caused the
airbags to explode, and that they had data (available to all) that showed that
a new and improved production method had eliminated the reason why the
airbags had exploded, this group would be likely to buy cars with airbags
from the same company again. People with a fixed mindset, however, might
avoid the company for life.

Corporations looking to regain trust should keep in mind that they are
dealing with both groups of people. They shouldn’t assume that if they
continue to make mistakes, loyal customers will stick with them. Moreover,
once they’ve started to regain some trust, they cannot assume that the battle
is over: they must maintain a consistent enough record to regain the trust of
people with a fixed mindset.

The path to regaining lost trust is made all the harder by the fact that
people tend to place more weight on negative events than positive ones
(except, as we have seen in the discussion of the normalcy bias, if the
events challenge their assumptions about what is normal to occur). But in



general, it is much harder for positive trust-building stories to get the
attention we pay to stories of trust betrayal—it’s built into our psychology.
And little wonder: think about how important it would have been for the
evolution and survival of humans to learn to pay greater heed to dangerous
events than to those that augured good news.

Psychologist Paul Slovic studies trust in nuclear power plants. He asked
college students to rate the impact of forty-five different hypothetical news
stories about a power plant on a scale from 1 to 7, where 1 meant a low
impact on trust and 7 would signal a very powerful impact. The stories were
designed to either increase trust or decrease trust. Stories to increase trust
might say there were no safety problems at the plant last year, employees
are carefully trained and selected, managers live near the plant, and the
county medical examiner reports that the health of people living near the
plant is better than average for the area. Stories to decrease trust included a
potential safety problem covered up by plant officials, delayed safety
inspections, a plant in another state that had an accident, and the county
medical examiner’s report that the health of people living near the plant is
overall worse than average for the area.?Z Half the respondents gave the
negative stories a 6 or 7 impact score. By comparison, less than one out of
five respondents gave the positive stories a 6 or 7.2

The challenge that a company like Boeing or Wells Fargo faces is that it
takes a sustained history of right to wipe out one wrong, and it will be
judged by people who change their minds more or less easily. To meet this
challenge, the company will have to be on the right side of trust again and
again.

The first step for managing a trust breach is understanding the kind of
trust breach your company has committed. Tolstoy’s famous opening
observation in Anna Karenina that all happy families are alike but that each
unhappy family is unhappy in its own way, provides a useful way for
leaders of companies to think about the trust problems they create. While
each trust betrayal has its own characteristics, breaking them down into
types based on the four dimensions on which trust can be built—
competence, motives, means, and impact—can provide a path for moving
toward a solution. Betrayals on each of these dimensions have different
characteristics, and thus apologies and repair strategies will be more or less
effective depending on the dimension violated.



COMPETENCE: TRUST BREACHES DUE TO ability. The failure of a product’s or
service’s reliability and fitness for use is a trust breach of competence. The
product or service did not work well or failed to live up to the promises you
made about it. It’s a trust breach that can be easier to fix because an apology
and fixing the problem can go a long way toward making amends, as we
will see below with the 2017 Academy Awards ceremony.

Apologies aren’t always effective but can be an important first step for
bridging a competence-trust breach. However, we often shy away from
making apologies because we’re afraid they will make us seem incompetent
or guilty. This is faulty thinking because with a trust breach due to
competence, the best course of action is to apologize. (This is not the case
for trust breaches due to integrity, and we will explain why later.)

Apologizing indicates a willingness to take ownership for a mistake, a
valuable trait we count on when working with others. We are much more
likely to take risks with people who own up to mistakes than with those
who don’t. That’s because they are more likely to be candid about problems
that may be occurring, meaning you can count on them twice: once to let
you know what’s going on, and then again because they are willing to
acknowledge their own role in what’s happened.

Companies often refrain from making apologies out of fear that it will
be seen as an admission of guilt and used against them. But apologies
enhance, rather than detract from, the perception of the organization that
made a mistake.

During the 2017 Academy Awards, PricewaterhouseCoopers mixed up
the envelopes for best picture and best actress, leading announcers to
mistakenly say La La Land had won best picture instead of Moonlight.22
This was clearly a competence issue, rather than one of integrity: PwC
didn’t switch the envelopes on purpose!

However, PwC still took a lot of grief. Leslie Moonves, the chief
executive of CBS, gave an interview to ABC news saying, “If they were my
accountant, I would fire them.” On Twitter #envelopegate and #Oscarfail
trended (it doesn’t count as public outrage without a hashtag trending on
Twitter). Meanwhile people joked that PwC could stand for “probably
wrong card.”3Y

PwC responded swiftly. By early morning it had an apology up on its



website:

We sincerely apologize to “Moonlight,” “La La Land,” Warren Beatty,
Faye Dunaway, and Oscar viewers for the error that was made during
the award announcement for Best Picture. The presenters had
mistakenly been given the wrong category envelope and when
discovered, was immediately corrected. We are currently investigating
how this could have happened, and deeply regret that this occurred.

We appreciate the grace with which the nominees, the Academy,
ABC, and Jimmy Kimmel handled the situation.3!

For the 2018 Academy Awards, PwC unrolled a multistep process to
prevent a mix-up from happening again. Employees were forbidden from
using cell phones, because PwC had discovered that the partner in charge of
the envelopes in 2017 had been on his phone shortly before the mix-up. In
addition, PwC employees involved with the ceremony were required to
memorize all the winners. PwC made a mistake, admitted it, apologized,
and fixed it, and society let them move on (and handle the Oscars again). A
win all around.32

MOTIVES AND MEANS: TRUST BREACHES due to integrity. Recovery is much
harder when customers, investors, or employees think your trust betrayal is
deliberate. Intentional trust betrayals, whether caused by malicious intent or
unfair means, are seen as integrity violations. Even unintentional trust
betrayals caused by unfair means can be seen as integrity betrayals. Boeing,
it goes without saying, did not intend to create planes that killed people. But
it prioritized profit over safety by cutting so many corners. The crashes of
its 737 Max 8 planes were seen as an integrity issue because of what was
motivating their cost-cutting, as well as how they designed, manufactured,
and sold the planes. Boeing will have to prove over and over again that it
has changed both its motives—why they do what they do—and its means—
how they accomplish their goals. However, this will be a much trickier road
to recovery, because while apologies are effective for competence errors,
they are not as effective for failures of integrity.

In a study about the effectiveness of apologies versus denial, researchers



found that in the case of a betrayal of trust due to integrity, it is better to
deny if you are innocent. The researchers found that innocent people are
seen as having less integrity after an apology even though they are
innocent.23 It turns out, the people who eschew apologies because they
think they confirm guilt are onto something. The logic is as follows.
Integrity is viewed as a sign of moral character, so when someone denies a
problem because they are innocent, that is the kind of consistency that is a
hallmark of integrity—I didn’t do that thing, so of course I deny it. But if
the innocent person instead apologizes, people are, at best, confused, and
could conclude that the person can’t be trusted if they can’t even own up to
a situation in which they are innocent!

However, be warned: this is not encouragement to deny instead of
apologize. When the researchers gave participants clear evidence that the
applicant was guilty, participants were far more willing to hire guilty
applicants who apologized than guilty applicants who denied. (And rest
assured, in this day and age where anyone can publish online and data are
easily available, if someone is guilty, the truth will eventually come out.)

So, when a trust betrayal happens, make sure you understand the type of
problem you are dealing with—one of competence or one of integrity—and
adjust your strategy accordingly. A trust breakdown can be cast as an error
in competence only if it is actually true and can be supported with evidence.

On the other hand, if a company or individual is being accused of
wrongdoing and they are innocent, they should deny the charge. Back in
1996, for example, rumors swirled around Tommy Hilfiger, claiming he
said he would not have designed his clothes to be “so nice” if he’d known
people of color would wear them. Investigations later debunked this, and
the Anti-Defamation League confirmed that the rumors were an internet
hoax.2# In 2007, Oprah invited Hilfiger onto her show so they could address
the rumor together. While there, Hilfiger set the record straight, and Oprah
denounced the rumor as baseless.22 At the time the brand had a reputation
for using a diverse cast of models to advertise its clothes, something not as
common as it is today, which was just one sign of the way that Tommy
Hilfiger thought about the power of diversity.

You should of course apologize if your company is guilty of an integrity
violation, but be prepared for a long and difficult road. Even if your
apology is a work of art, it is a necessary step toward rebuilding trust and



can still be panned. Yet, if you don’t apologize, that will be even worse
because you’ll be seen as uncaring. Meanwhile, you can expect that it will
take a long record of consistency and doing right to regain the public’s trust.
How hard this is will be determined by the next element: impact.

IMPACT. THE SEVERITY AND FREQUENCY of the trust breach significantly
impact how hard it is to repair the problem. The greater the impact someone
had suffered, the greater the negative reaction. Which is to say, a good
apology is important, but a company is much better off if the impact of their
trust betrayal is relatively minor—swapped envelopes at an award
ceremony as opposed to death or fraud. This is common sense, and for
those of you who love basing your actions on hard research, Debra L.
Shapiro, a professor at the University of Maryland, found the most
important factor for accepting an explanation was the severity of the harm
the individual had suffered.2®

The persistence of trusted behavior can inoculate a company from a
momentary betrayal—up to a point. If a company with a long and rich
history of doing right by its customers, employees, and shareholders
violates trust, it is more likely that it will be forgiven. However, if trust
violations keep happening, each violation creates more evidence that the
company is not to be trusted and, taken as a whole, as proof of the true
nature of the company. But that decline starts with a single act of betrayal.

In Recruit’s case, its salespeople had developed uniquely strong
relationships with their customers. Recruit’s sales team was trained to visit
customers in person to more fully understand their problems, often leading
to changes in how they advertised and used the data they received, both of
which created greater value for their customers. When the scandal occurred,
Recruit did not lose many customers because they felt they had a good
relationship with the company and the trust violation of Ezoe’s insider
trading did not directly impact them. Ezoe’s insider trading impacted
members of the Japanese elite and some in the overall Japanese public. But
its customers did not suffer harm or undergo any additional risk from using
Recruit’s advertising platform (compared to say a car with a faulty airbag).
Moreover, the quality of Recruit’s product and services remained
unchanged.



The Art of Constructing Apologies

An apology is an important first step. The emphasis is on first since both the
short- and long-terms effects of a trust betrayal have to be dealt with.

Apologizing is tricky business, and can be a thankless task. If you do it
wrong, be prepared to suffer the consequences. When a corporate apology
backfires, this can further damage a company’s reputation, sometimes even
leading to ousting the CEQO.

Recall Tony Hayward, the CEO of British Petroleum, and his disastrous
apology after the BP oil spill. In 2010, a BP oil drilling rig exploded in the
Gulf of Mexico due to the failure of a critical part.2Z The explosion killed
eleven workers and spewed 4 million barrels of 0il28 across the wetlands of
the Gulf from Texas to Florida.22 It contaminated an estimated 1,300 miles
of coastline.®? The spill destroyed countless species including killing off
half of the bottlenose dolphin population,?! leading to a 38 percent decline
in reef fish diversity,*2 and killing up to 800,000 birds.%2 It was the worst
environmental disaster in US history.*4

In the wake of all of this destruction, Hayward apologized by saying,
“I’m sorry. We’re sorry for the massive disruption it’s caused to their lives.
There’s no one who wants this thing over more than I do. I’d love my life
back.”® In any situation, this would be an awful apology, but given the
extent of the disaster, Hayward’s focus on the effects of the oil spill on his
own life was especially obnoxious. Hayward made so many missteps in his
apologies that he was dismissed shortly after.

If your company has caused great harm as BP did, an apology is
necessary, but even so, expect backlash. That said, it’s still imperative to
give one and to do it right. A bad apology stating you want your life back
will make people even angrier and earn you a place in the history books—
for all the wrong reasons.

So, what is a good apology? A good apology will take a multipronged
approach and try to address a variety of different needs, as we’ll see below
with JetBlue. In 2016, researchers published two studies to understand how
755 participants reacted to different types of apologies. They tested six

elements of apologies:#®

* Expression of regret: The offender expresses how sorry they are.



* Explanation: The offender describes the reasons for the problem.

* Acknowledgment of responsibility: The offender makes a statement that
demonstrates they understand their part in the trust betrayal.

* Declaration of repentance: The offender promises not to make the same
mistake again.

* Offer of repair: The offender offers a solution for rebuilding trust.

* Request for forgiveness: The offender explicitly asks for pardon.

The most effective apologies contain all six elements. In the event that it
is not possible to use all of the elements, the researchers found that the more
elements an apology incorporated, the better. Apologies that used only one
component were the least effective.

When an apologizer used only a few elements of apology, the most
effective combination was acknowledgment of responsibility followed by
an offer of repair, then an explanation. For example: “I’m so sorry I didn’t
invite you to the meeting. Do you have time now for me to tell you what we
discussed? I forgot you had joined the team since your division hadn’t
participated before.” The least effective was a request for forgiveness.
(“Please forgive me for not inviting you.”) The researchers combined
different sets of elements and found that some combinations were more
powerful than others depending on the scenario they had given subjects.
However, combining the most powerful elements (an acknowledgment of
responsibility, with an offer of repair and an explanation) was always more
powerful than the combination of the least powerful elements (an
expression of regret, a declaration of repentance, and a request of
forgiveness).

Finally, it’s important to keep in mind that the sooner the apology
occurs, the more effective it is.# It’s understandable that companies are
tempted to wait before issuing an apology because more facts may come
out, but the point is that as a company you are deeply sorry for the harm
you caused, and while you may not have a fix, an apology shows you
understand that there is a problem, which is important to establish as soon
as you can.

JetBlue’s 2007 apology for its disastrous performance serves as a model.
It combined an acknowledgment of responsibility, an explanation, and an



offer of repair. On Valentine’s Day, an ice storm hit the East Coast. While
most airlines canceled flights, JetBlue tried to keep flying. Nine planes were
stuck on the tarmac at JFK for up to six hours as their planes waited for
conditions to clear.?8 In the following days, JetBlue ended up canceling
about 25 percent of its flights anyway.22 CEO Dave Neeleman offered an
unflinching apology for the way they had treated their customers.

Last week was the worst operational week in JetBlue’s seven-year
history. Following the severe winter ice storm in the Northeast, we
subjected our customers to unacceptable delays, flight cancellations,
lost baggage, and other major inconveniences. The storm disrupted
the movement of aircraft, and, more importantly, disrupted the
movement of JetBlue’s pilot and inflight crewmembers who were
depending on those planes to get them to the airports where they
were scheduled to serve you. With the busy President’s Day
weekend upon us, rebooking opportunities were scarce and hold
times at 1-800-JETBLUE were unacceptably long or not even
available, further hindering our recovery efforts.2Y

Neeleman didn’t stop there. In the same apology, he announced the
creation of a JetBlue Airways Customer Bill of Rights. JetBlue promised
customers compensation for delays of over an hour. For delays over four
hours, customers were promised a refund on their whole trip, even though
JetBlue fares are all one-way.2l Ultimately, JetBlue’s board removed
Neeleman. But although Neeleman lost his job, history has been kind to
him. Fast Company’s headline succinctly summed up public opinion:
“Firing Neeleman; JetBlue Just Blew It.” The apology has gone down as a
textbook case of how to make things right.22 While even the best apology
may not be enough to regain the public’s trust or save someone’s job, given
a choice, it’s better to be remembered as a CEO who was unfairly ousted
than as one who blew it by asking for his life back.

But Is It Our Leader?

Speaking of ousting leaders, dismissing a leader may be the right thing to



do in the face of a trust betrayal, but it needs to be carefully thought through
to ensure that this consequential decision doesn’t come with unanticipated
costs. Business is not a democratic institution. Leaders have the power to
make decisions that affect employees through all the levels of the
organization’s hierarchy. Their actions, and what they choose to praise or
turn a blind eye to, go on to shape what is seen as acceptable and
unacceptable behavior. This in turn molds the very identity of the company.
After all, does anyone think about Apple without bringing up Steve Jobs
and the legacy he left there? Letting go of a leader is a quick way to signal
to the public that the company’s mistakes are in the past and it is turning
over a new leaf. However, if the leader has done good work and knows the
company inside and out, companies often lose a key resource in the
recovery.

One of Recruit’s first actions was to promptly get rid of its charismatic
founder and CEO, Hiromasa Ezoe (this of course was not hard, as he was
going to prison). At the same time, employees were advised by their
managers that they could honestly plead ignorance of the situation that had
brought disgrace to Recruit. It wasn’t their decision to offer the subsidiary’s
shares in exchange for favors, they told customers. The CEO’s mistake had
nothing to do with their work together, and the actual quality of the service
they provided.

Dismissing the CEO is often the right answer. A group of trust
researchers examined what happens to organizational trust when a CEO is
dismissed.23 The researchers had participants learn about a fictional CEO
trust betrayal. The CEO issued 10 percent pay cuts, and said he too would
participate, but did not actually take the cut. The scenario was loosely based
on American Airlines CEO Don Carty, who issued pay cuts for 100,000
workers while giving himself and other senior executives hefty bonuses in
2003. Participants were told either that the CEO was dismissed or that there
was no action.

Dismissing the CEO resulted in higher trust scores for the organization.
But dismissing a CEO is not just good for the company, it’s also good for
the CEO. When a CEO was dismissed, their trust scores rose too, which
isn’t as strange as it sounds. The scenario of a CEO who repents and is
punished for wrongdoing is a classic example of retributive justice, or
having people get what they deserve. It satisfies our need for fairness and



reinforces our preference to live in a world where moral rules of cause and
effect hold sway.

However, what gets interesting is that the researchers also tested another
condition: one where the CEO apologized and was punished (a 20 percent
pay cut) instead of being dismissed. Surprisingly, trust scores for the pay
cut versus dismissal were similar, showing that our main interest is in
seeing the CEO punished, rather than in the particulars of how that occurs.

It’s worth keeping in mind that this experiment was limited to one
scenario, and the merits of dismissal versus lesser forms of punishment will
of course vary according to situation. In a case like Recruit, the need for
CEOQO dismissal was clear-cut: Hiromasa Ezoe committed a crime. He had to
serve a jail sentence, and even if he didn’t, the scandal was so large that
continuing to employ him would have shown that the company “just didn’t
get it” and undermined any efforts at trust recovery it might take.

However, in the case of JetBlue’s Dave Neeleman, who used the
Valentine’s Day ice storm to actually improve the lot of customers,
JetBlue’s board would have done well to penalize Neeleman rather than
dismiss him, as Neeleman still had plenty to offer. A penalty would have
shown that the board found the actions to be unacceptable—Neeleman had
made the decision to operate during the blizzard while several other airlines
had closed because he didn’t want to lose revenue. He had prioritized
company profit over customer comfort and safety. On the other hand, his
apology and especially his reparation in creating a passenger’s bill of rights
was groundbreaking. It was a both new and innovative way for customers to
hold JetBlue accountable for how they were treated; it also established a
system and culture of customer care that JetBlue still relies on today.

The decision to dismiss or punish is highly dependent on the situation,
but boards should take into account the scope and severity of the problem,
the frequency of the issue, and the CEQO’s past track record, as well as the
perceived potential for redemption.

The Wild Blue Yonder: Long-Term Trust Repair

Change in leadership may be just the first step in the long and rocky
journey of rebuilding trust. The big challenge is the crucial process of



figuring out where trust was broken and what dimension you have to repair,
and then turning inward for repairs to ensure the problem doesn’t happen
again. PwC didn’t simply apologize for flubbing the 2017 Oscars. It
instituted a host of new processes in 2018 to try to ensure that 2017 would
never happen again.

There is, however, no set of keys to Aladdin’s cave that reveal the quick
and easy way to rebuild trust. Usually, a trust betrayal is the result of a
systemic failure, and it will take nothing short of a system overhaul and
delivering continuous positive results to regain trust. But what you need to
think about in making these systemic changes is not some exotic or new
territory. The elements are the basic building blocks of any organization,
and so you have a head start in understanding how important they are and
the shape they take in your own organization. This four-step framework for
long-term trust repair is in part inspired by the work of two trust
researchers, Graham Dietz and Nicole Gilespie, and their extensive study of
the academic trust literature, as well as the research we conducted on
companies that have successfully recovered from trust breaches.

Recruit didn’t recover and become a $20 billion company in the wake of
a scandal simply by apologizing and dismissing its CEO. (If only it were
that easy!) It recovered after a far-reaching examination of the four
fundamental building blocks of companies: strategy; culture and values;
structures, policies, and procedures; and external governance.

STRATEGY, THE GOALS A BUSINESS sets, includes plans to allocate resources to
different problems and opportunities as well as the specific tactical actions
taken to produce results. Changing strategies requires a solid understanding
of the industry’s future, as well as a very real understanding of the
company’s capabilities and what it will need to do to execute. A good
strategy positions the company a few steps ahead of the competition.

To get past its emissions scandal, Volkswagen went the route of
appointing a new leader (more than one, actually) and developing a new
strategy. In the past, Volkswagen had become the world’s largest carmaker
by focusing relentlessly on empire building: more cars, more brands, and
more people.2* Its strategy in the wake of the scandal was a 180-degree
pivot: Volkswagen decided to slim down and aim to become one of the first



companies to produce affordable electric cars that turn a profit.22 There’s a
narrative brilliance to this strategy change. Volkswagen ran into trouble for
cheating on emissions, but now aspires to make a name for itself by
becoming the gold standard for producing environmentally sound cars.
What better redemption story is there?

However, it remains to be seen whether Volkswagen can make good on
its strategy. Volkswagen had to delay the launch of its first electric vehicle
twice due to software problems.2® Meanwhile, Volkswagen has faced
production problems. It laid off factory workers while hiring software
engineers to create its own software in-house, and like companies
everywhere, has had to respond to the revenue fallout and employee
attendance/safety issues brought on by the coronavirus pandemic.2’
However, there’s some hope: it did manage to unveil its first electric SUV
in September 2020.28

Recruit used two different and very effective strategies during its
recovery. On the product and services side, Recruit realized that it was in
the print business but digital would be the future. It made a quick pivot to
start going digital, and in 1995, during the same month Yahoo went live,
Recruit released its first website, Mix Juice.22

However, while Recruit had lost very few customers, managers realized
Recruit had a bigger problem. Employee morale had plummeted. The
children of Recruit employees had trouble at school since they were seen to
be tainted by association with the company. In order to retain talent, Recruit
would have to make some large changes.

Mitsuru Murai, now chairman of Japan’s professional football (soccer)
league, was then head of human resources for Recruit. He, along with other
senior managers, recognized that Recruit could no longer guarantee lifetime
employment—the fundamental promise Japanese employees expected from
large employers. Instead, they decided to change strategies and make
Recruit a good company to be from. If Recruit could no longer promise
employees lifelong tenure, it could instead provide employees with the
training and skills to make them highly sought after by other employers.
“Instead of guaranteeing lifelong employment, we focused on developing
employability for your whole life,” Murai said.

The strategy change capitalized on Recruit’s existing culture and
required an overhaul of its policies, but it was worth it. Today, Recruit’s



alumni network, informally known as the Recruit Mafia, includes people in
the top echelons of politics, business, and media and even includes an
Olympic medalist. Applying for a job at Recruit is now a highly
competitive process. In fact, the Recruit brand and development experience
is so valuable that the company created a highly sought-after three-year
employment program. This program is geared toward atypical job
candidates, such as people who may not have relevant experience or strong
academic resumes, or who come from underprivileged backgrounds. During
their three-year contracts, they receive the same focus on their development
and future employability as regular employees.

Recruit’s culture gave it a distinct advantage in carrying out its strategy
of becoming a good place to be from. The company had been founded on
the premise that the most motivated employees were the ones who believed
their work made an impact on the business and for society as a whole. So,
Recruit intentionally gave large, high-impact opportunities to young, less
experienced employees, so they could learn how to do hard things that
stretched them. Employees would complain that the most common response
from an executive of whom they asked a question was, “What do you think
you should do?” Masumi Minegishi, who was in his mid-twenties at the
time and eventually became CEO, pointed out that the scandal only
reinforced this culture. Employees created their own solutions to rebuild
Recruit. “The scandal made us become autonomous,” he said. “The
managers thought of the company’s survival as their own problem to
solve,”%Y

BECAUSE CULTURE CAN BE SO hard to pin down and so difficult to see, it’s
often one of the hardest facets of a company to change, because it
permeates every level. A leader can announce that changes are happening,
but they have to execute, which requires two elements: buy-in and
consistency. If employees don’t agree with the changes, they will not
implement them, or will be slow to implement them, creating friction
between those who comply and those who don’t and endangering the future
of the new culture. Furthermore, if management doesn’t follow through by
consistently rewarding and motivating the behaviors that mark the cultural
change, the change won’t happen.



In 2010, Japan Airlines (JAL) declared bankruptcy. It had once been a
top airline, but was taken private in the late 1980s.2l During its
privatization, JAL overspent: it had one of the largest fleets in the world,
employed 30 percent more people than the industry average, and had many
unprofitable routes.22 At the time of its bankruptcy, JAL had already been
bailed out by the government four times over the course of just ten years.%
Meanwhile, JAL had a culture problem: employees were divided into
factions and there was little accountability.

The government brought in Kazuo Inamori as the new CEO. Inamori, a
Buddhist priest, had founded multibillion-dollar electronics and ceramics
firm Kyocera.24 He had zero airline industry experience.

Inamori used methods similar to Recruit’s to change JAL’s culture: To
get buy-in, he focused on employee happiness. He believed it was important
for employees to believe that the work they were doing had social impact.
He pointed out that JAL had a significant impact on the national economy,
keeping the company afloat was necessary for protecting everyone’s jobs,
and it was employees’ duty to provide stable air travel.>2 He also made
employee growth a priority. He commented to the Wall Street Journal, “We
put that at the very beginning of our philosophy statement. “This is your
company, and its goal is to make all of you happy.” To share the idea that
the company’s goal is to make all employees happy is a prerequisite, before
sharing any other ideas. The whole philosophy wouldn’t work without this
prerequisite,”%®

Inamori printed books for each staff member explaining the social
significance of their work, as well as Buddhist principles for how to live,
such as being humble and moral.®Z Inamori underscored his commitment to
JAL by refusing pay and requiring senior managers to take leadership
training courses.%8

To fix the lack of accountability, he introduced the Amoeba
Management System, an invention from Kyocera. Under Amoeba, each
division was given autonomy and came up with their own goals and plans
for their unit. At the same time, each division head had to share their
expenditures and earnings in a monthly meeting so everyone knew just how
much each division contributed to JAL’s bottom line.22 Within a year, JAL
was profitable again, and by 2012, JAL was the world’s most profitable

airline.Z0



RECRUIT WAS ABLE TO TURN itself into a company that was good to be from
because it also paid close attention to its structure as well as its policies and
processes for helping its employees develop themselves.

Recruit scaled back on standard perks like company housing and instead
converted those expenditures into increased pay. It started a business
college and brought in experts from around the world as speakers. To
encourage innovation, it created the New Value Creation Compensation
System, which rewarded employees for innovation. It started a “happy exit”
program, where employees, beginning in their thirties, who wanted to leave
were given a lump sum to help them with their next endeavor. It also
created a fellowship program, which allowed employees to work part-time
while pursuing another passion.

To this day, Recruit has maintained a number of creative and effective
systems for managing employees. Its performance evaluation system, Will-
Can-Must, was created with the goal of helping employees clarify their
career goals so they can achieve them. Every six months employees are
asked about “Will” (what they want to do now and over the next three
years), “Can” (their current strengths and weaknesses), and “Must” (what
they need to do to bridge the gap between “Will” and “Can”). Recruit also
uses this performance system with its contractors to focus them on their
career goals so they can be successful when their contract with the company
is over.

When Recuit’s managers meet twice a year to discuss their direct
reports, they are evaluated not only on their ability to comment on the
people who report to them but on their knowledge of their peers’ reports as
well. This forces managers to get to know everyone in more junior
positions, not just the people they work with directly, enabling the fast-
innovating company to be able to promote talent from throughout the
organization as needs arise.

There are times when a scandal or a trust breach doesn’t demand a major
overhaul of its strategy or culture. Instead, the fixes are at the granular level
of policies and procedures that create a new contract between the company
and its employees and customers. David Neeleman’s passenger’s bill of
rights at JetBlue is one example. Another is Airbnb’s safety guarantee.

In 2011, Airbnb, a platform that allows people to rent their houses and



apartments to strangers, had just entered the billion-dollar valuation club.
However, investors had identified one of the largest risks as safety: What
would happen if a guest destroyed someone’s home?Zl Airbnb’s business
model depended on people trusting strangers to stay in their homes. In late
June, investors’ fears proved to be well founded. A blogger named EJ wrote
about how her home had been completely destroyed by an Airbnb guest.

They smashed a hole through a locked closet door, and found the
passport, cash, credit card and grandmother’s jewelry I had hidden
inside. They took my camera, my iPod, an old laptop, and my
external backup drive filled with photos, journals... my entire life.
They found my birth certificate and social security card, which I
believe they photocopied—using the printer/copier I kindly left out
for my guests’ use. They rifled through all my drawers, wore my
shoes and clothes, and left my clothing crumpled up in a pile of wet,
mildewing towels on the closet floor.”2

Airbnb bungled its response. First it said that it did not insure hosts
against losses and wouldn’t reimburse EJ. However, founder Brian Chesky
then told a TechCrunch reporter that Airbnb would help EJ financially and
help her find new housing or anything else that would make her life
easier.”2 The day after, EJ posted on her blog that she had not received the
promised compensation or accommodation, but Airbnb’s cofounder had
called and requested she shut down the blog or limit access since it reflected
poorly on Airbnb.Z% Airbnb eventually reached a settlement with EJ, but the
incident prompted the company to create a new safety policy.”2 Under the
new policy Airbnb guaranteed hosts a reimbursement of up to $50,000.
(This grew to up to a million dollars the next year.)Z®

Airbnb didn’t stop at the policy. They also took steps to create other
safety structures including a twenty-four-hour customer service line,
expanding the size of its customer service staff, and creating a trust and
safety department, as well as working harder to verify users’ identities.”Z
However, the policy was important for codifying—and putting a dollar
value on—Airbnb’s commitment to protecting hosts, and regaining trust.



EXTERNAL GOVERNANCE INVOLVES THE WAY a company deals with laws and
standards set by other bodies. This, in combination with internal
governance, is how a company and its board create an infrastructure of
oversight and controls, and work together to make sure the company
doesn’t go off track.

In a well-regulated industry, stakeholders know what they can and
cannot expect from companies. Moreover, they know if the company
crosses certain lines, their claims against the company have legal standing.
Many companies see regulators as opponents who implement standards and
regulations to curb their powers and place obstacles in their path. But
companies that view regulators and regulation as antagonists miss a
valuable opportunity to build trust.

While it may seem counterintuitive, willingly allowing monitoring by an
outside body can increase trust. During his work on studying the risks
associated with nuclear power plants, psychologist Paul Slovic found that
there was one method that had a “substantial” impact on increasing trust in
power plants. When local citizens and environmentalists were allowed to
create an advisory board that had the authority to monitor the nuclear plant
and shut it down if they thought it was unsafe, the impact on trust was
substantial. In fact, trust in the plant doubled.” All right, you might be
thinking, that’s all well and good, but Slovic was studying nuclear power
plants. No one trusts them. But there’s evidence from other industries that
replicates Slovic’s results.

Two researchers conducted studies examining the impact of external
governance on trust on an unlikely pair of businesses: a piano manufacturer
and a chicken restaurant. In both cases, the researchers found the same
result: being forced into monitoring did not inspire trust, but voluntarily
agreeing to monitoring and offering to shut down facilities if there was any
problem went a long way to inspire trust with regulators.”

Companies that find themselves in hot water are better off stepping
forward to work with regulators and opening themselves up to comply with
the results of external monitoring rather than trying to wall themselves off
or treat monitors as adversaries. Picture a world where Takata had actually
worked with regulators instead of trying to hide the results of its tests.
Takata would have saved lives and probably gone down in the textbooks as



an example of how you do a recall correctly.

Demonstrating that you believe you have nothing to hide and that you’re
willing to do all that it takes to fix something wrong goes much further to
signal you are trustworthy than being forced to do so by regulators or other
forces such as mass demonstrations. In our next chapter, we’ll cover Sarah
Al-Suhaimi, a young CEO who was faced with the task of turning around
Saudi Arabia’s largest investment bank. One of the major problems she had
was that the regulator had listed several red flags at the firm—far more than
average. Instead of trying to hide or stall, Al-Suhaimi decided to work with
the regulator. She came up with a detailed turnaround plan and timetable
that she showed to the regulator and got them to sign off on.

Speaking of transparency, as we were writing this book, we received an
email from our contacts at Recruit. Recruit was in hot water again. One of
its job websites had sold data to thirty-eight large companies to help them
understand how likely it was users would turn down their job offers and
take measures to avoid this beforehand.82 The sale of these data not only
violated the privacy of the job seekers, it also created the appearance (or
reality) that Recruit was helping companies to cull from their lists
employees who had turned down job offers, reducing the number of job
opportunities they had access to. While the breach of confidentiality was
not on the scale (or even in the domain) of the original scandal, Recruit still
went through a soul-searching process to make a longer-term fix.

Immediate steps Recruit took included opening a website where users
could read detailed updates about the incident and check to see if and how
their personal information had been used. Recognizing that this kind of
breach was related to Recruit’s culture of innovation, they created new
processes to monitor the innovations that were constantly being created in
the company. These included developing a multistep checking process for
creating new products and services, creating a centralized team to monitor
legal risks, strengthening employee training on the proper handling of
sensitive data in product and service design, and establishing an advisory
committee made up of outside advisors to get a broader perspective on
decisions about data utilization.

Trust can be regained, but regaining trust is the result of hard, careful,
relentless work that never ceases. One of the most difficult tasks you will
face is having to honestly examine what is working in your company and



what is not. Just because there’s a trust breach doesn’t mean everything has
to be scrapped. During Recruit’s data privacy incident, senior leaders also
debated whether they should remain committed to Recruit’s bottom-up,
employee-driven culture, since a natural response to the problem of a
division that exercised poor judgment is to pull back the autonomy that
allowed the division to make its own decisions. They ultimately decided not
to change the culture, which was responsible for so much of the dynamism,
attractiveness of the company as a place to work, and new ideas that
benefited their customers. Instead, they focused on building stronger
guardrails and checkpoints to ensure that there was greater oversight of the
consequences of its support for innovation and for giving employees a
chance to grow new skills by taking the risk of developing new products
and services.

Recruit’s story is a powerful symbol of hope and warning all at once.
Trust can be regained, but once it has been regained, it does not mean that a
company is in the clear. Trust can be dismayingly easy to lose, and while it
is possible to regain it, rebuilding can be the painstaking work of years.



POWER, TRUST, AND
LEADERSHIP

A leader is best when people barely know he exists... when his work
is done, his aim fulfilled, they will all say: We did it ourselves.
—LAo Tzu

I never dreamed about success. I worked for it.
—ESTEE LAUDER

WHETHER TRUST TRICKLES OR GUSHES THROUGH AN organization is

determined by its leaders since they have the power to set the tone for being
trusted—or not. How a leader earns trust is similar to how organizations
earn it: on the basis of competence, perceived motives, the means used to
achieve goals, and responsibility taken for the impacts of their actions.
There is one extra element as well: legitimacy—that is, whether followers
believe the leader has earned their position.

When Sarah Al-Suhaimi became the new CEO of NCB Capital, she
walked into a challenge. She knew the answers lay in gaining the trust of
several groups: customers, employees, regulators, and even her firm’s
parent company.

NCB Capital is the investment banking and asset management arm of
National Commercial Bank (NCB), Saudi Arabia’s largest bank in terms of
assets. When NCB Capital opened in 2007, it started with a flourish. It
generated high profits, benefiting from record-high volumes of trades on the
Saudi stock exchange. However, in 2010, NCB Capital began to falter for a



number of reasons. Like several of its peers, it struggled with market
volatility. Declining brokerage trades ate into NCB Capital’s profits, which
were based on commissions from trades. Attempts at international
partnerships fell apart, demoralizing employees. Over the next four years,
NCB Capital went through a CEO and an interim CEO with different
visions. NCB Capital struggled internally as well, neglecting several core
asset management business lines. Profits declined, and employees began to
leave. Meanwhile, NCB Capital began to sustain losses. It would take
extraordinary efforts and extraordinary abilities to turn the company around.

Now it was 2014. Al-Suhaimi was the first woman in Saudi Arabia to
lead a blue-chip investment firm, and she was young—only thirty-four.
When Al-Suhaimi met with employees at NCB Capital, she realized she
would have a number of hurdles to overcome. On the one hand were
personal factors out of her control. She commented, “I’m a woman, and
they don’t know who I am—I know they were all thinking, why are you
becoming our boss?”

At NCB Capital she discovered a hierarchical environment, with little
information sharing, where employees kept their heads down and did their
job without much understanding of how they were contributing to the
whole. Meanwhile, she had no senior team. Half had been managed out; the
other half had quit. This turnover was mirrored all the way down the
hierarchy. The environment was toxic, exacerbated by a disorienting
combination of neglect and high-handed treatment of people. For example,
employees in some of NCB Capital’s regional offices hadn’t seen anyone
from senior management in years.

Even though NCB Capital was still the largest asset manager in Saudi
Arabia, with more than 40 billion riyals (about $10.7 billion) of assets
under management, the regulator had just finished a periodic inspection,
and the firm had been issued one of the largest fines on record at the time.
Meanwhile, NCB Capital’s relationship with its parent bank was strained at
best because several of its most important clients had made investments in
NCB Capital funds and projects that had performed poorly.

To have a fighting chance at turning around NCB Capital, Al-Suhaimi
would have to convince customers NCB Capital had something unique to
offer in an increasingly competitive landscape. She would have to convince
regulators to give her enough time to clean up, as well as win back the trust



of NCB, NCB Capital’s parent bank. Lastly, she would have to win the trust
of NCB Capital’s employees and attract new talent to execute on these
goals. There were a hundred ways to fail and very few to succeed.

In this chapter we will delve into how leaders earn trust from the inside,
with their own senior team, managers, and employees; then with their
boards of directors; and then in a widening circle of relationships with
customers, investors, regulators, government officials, and the general
public.

Leading with Trust

Machiavelli proposed nearly 500 years ago that public morality—the
morality that should guide leaders—is different from the morality of private
individuals because leaders have different responsibilities and powers.

Leaders have powers other people don’t. They get to decide (or lead a
process of deciding) what products or services a company will offer, how
many people to employ and what kinds of jobs they will have, which
suppliers to partner with, and even how to interpret laws and regulations.
On the flip side, this also means leaders have to make difficult decisions
that may mean causing harm in order to preserve the greater good. One
senior executive told us, “The fair decisions are easy. My job is to make the
difficult decisions.”

Because leaders have the responsibility of making decisions, leaders
earn trust differently than organizations. Followers want first to know that a
leader has earned her power legitimately, and second that she will use it
well because she has the power to make decisions that will impact their
careers and lives. They rely on their leader to make these difficult decisions
with compassion and fairness.

The American philosopher John Rawls divided earning trust into two
stages. First, there is “originating consent” where a leader first earns the
trust of followers by acquiring power legitimately.l Then there is what he
calls “joining consent,”2 the fact that people continuously assess whether
they want to keep trusting a leader.

In the first stage of trust, originating consent, followers want to know
that leaders acquired their role through the right process, fairly carried out.



In other words, how, exactly, did a leader come into their role and get the
power that comes with it? In democratic societies we recognize the result of
an election by allowing the winning candidate to assume the job of mayor,
governor, or president, for example. In corporations, the process is less
visible: boards of directors appoint CEOs, and we allow them to lead our
organizations.

The process of earning trust, however, does not end with originating
consent. Earning trust does not just happen when a leader first acquires
power. It’s a status that is always being reassessed through joining consent;
that is, trust needs to be earned over and over.

Leaders face an uphill battle when it comes to joining consent because it
turns out that the very qualities that cause you to earn people’s trust in the
first place are easily destroyed by acquiring power. Dacher Keltner, a
professor of psychology who heads up the University of California—
Berkeley Social Interaction Lab, has studied power for decades. He defines
power as “one’s capacity to alter another person’s condition or state of mind
by providing or withholding resources... or administering punishments.”3
In his book The Power Paradox he describes his research and that of other
leading scholars of power.

Power is a paradox because the very behaviors that lead others to trust
you with a position of power can be horribly transformed into behaviors
that are the opposite of what people want in a leader. For instance, leaders
often gain their power because of their willingness to listen to others, but
once attaining it, they frequently downplay or even refuse to listen to
dissenting voices. That is because being in a position of power affects both
the way you see yourself and how others see you and the way you act.

Now, the second half of this paradox is not exactly news. There’s a
reason why you have probably heard some version of the quote, “Power
tends to corrupt, and absolute power corrupts absolutely,” the famous
opinion of the British historian Lord Acton.

Let’s start with the first half of the paradox and Keltner’s description of
the behaviors that lead others to trust you with a position of power. In this
view, the road to earning and maintaining power and ultimately trust is
paved by actions that show care for others. Groups create leaders.? They
“give power to those who advance the greater good, construct reputations
that determine the capacity to influence, reward those who advance the



greater good with status and esteem, and punish those who undermine the
greater good with gossip.”® Keltner’s leaders demonstrate empathy, they
give to others, and they show gratitude.®

Keltner and some colleagues conducted the research that first introduced
him to these ideas twenty years ago. He wanted to understand why some
people rise to power in a group while others don’t. To get at this question,
he designed a natural state experiment, which means an experiment that
would allow him to interact with participants at home instead of in a lab. He
got permission to study the students who lived together in one hall in a first-
year dormitory at the University of Wisconsin, Madison.Z At the beginning
of the year, he met students and asked them to rate the amount of influence
of each person in the hall. Students also completed a questionnaire that
asked them to assess the extent to which their own personalities were
defined by five social tendencies: kindness, enthusiasm (“reaching out to
others™), focus on shared goals, calmness, and openness (“being open to
others’ ideas and feelings”).2 He came back at the middle of the academic
year, and then at the end, asking students each time to rate the power held
by each of their dorm mates.

He tallied the power ratings given to each student. He found that as early
as two weeks into the year, some students already had more perceived
power than others. He also found that each student’s power fluctuated
throughout the year. As for the big question, what was it about those who
rose to power, here’s what he found:

In my experiment, the strongest predictor of which dorm dwellers
rose to the top within the first week of arriving at college, and which
ones remained there through the year, was enthusiasm [defined as
“reaching out to others”]. The other Big Five mattered as well:
kindness, focus, calmness, and openness also related to students’

power.2

Researchers replicated these results across seventy other studies, finding
that all the people who rose to power had all of the Big Five personality
traits. The studies were in settings as varied as hospitals, financial firms,
manufacturing facilities, schools, and the military. The Big Five were found



in people who were promoted, seen as effective leaders, and in military
recruits who attained the status of officers.l? This is overwhelming evidence
that if you want to get power, you need to be someone who values others,
who cares about the greater good, and who can help a group succeed.

The reason Keltner’s book is called The Power Paradox, however, is
that he goes on to describe how the actions that lead someone to power can
disappear under the neurological and psychological effects that wielding
power can have on individuals. Keltner calls power a “dopamine high.”1
Dopamine is a neurotransmitter that plays a role in how we feel pleasure,
and it is released in our brains when we expect a reward.12 Keltner found
that when people feel powerful they have higher levels of excitement and
positive feelings, which lead to more action. Power also makes people more
aware of the rewards associated with a course of action. However, these
power surges and dopamine highs also make them less aware of the risks
associated with an action.

This transformation from a focus on others to a focus on yourself is also
a concern of Adam Galinsky, professor of leadership and ethics at
Columbia Business School. Galinsky and some colleagues conducted a
deceptively easy-looking experiment to illustrate one of the worst effects of
power on individuals, which is how it interferes with a person’s ability to
understand other perspectives.!2 A key component of empathy, perspective-
taking, is the proverbial ability to walk in another person’s shoes, which
means to be able to see, feel, and imagine how someone else experiences
the world.

But power can stop us from being able to take other people’s
perspectives into account. In Galinsky’s study of fifty-seven
undergraduates, he divided the students into “high-power” and “low-power”
groups. Students in the high-power group were asked to write about a
personal incident when they had power. In the low-power group, students
wrote about a personal situation in which another person had power over
them.4 The students were then taken into a separate room and given a
series of tasks: high-power participants were asked to allocate seven lottery
tickets to themselves and another participant; low-power participants were
asked to guess how many of the seven lottery tickets they would receive
from another participant. Students were then given the following
instructions: Task 1: With your dominant hand, as quickly as you can, snap



your fingers five times. Task 2: With your dominant hand, as quickly as you
can, draw a capital E on your forehead with the marker provided.12

Here is the amazing thing that happened. The participants in the high-
power position wrote the letter E on their foreheads as if they were reading
it themselves, which meant that the E would be backwards from the
perspective of someone looking at them and trying to read it. And the
participants in the low-power position wrote the letter so that a person
looking at them would be able to read it easily. In other words, they wrote it
considering the perspective of the other person, whereas the high-power
group wrote it from their own perspective.

The experimental process used by Galinsky is called “priming.” It refers
to the common and well-validated research technique that finds that giving
individuals tasks like writing about a personal experience will put them in a
frame of mind to think of themselves in a particular way, in this case, as
either a person of high power or someone with low power.l® So, just by
being primed to think of yourself as high-power, you look at the world from
your own perspective.

CEOs like Travis Kalanick from Uber (he of the toxic culture, never-
ending scandals, and bad-boy fame) and Tony Hayward from BP after the
Deepwater Horizon oil spill (Mr. I’d love to get my life back) are first-rate
examples of what leadership looks like under conditions of power-laced
self-focus, an inability to empathize, and indifference to harm imposed on
others.

What this comes down to is that as a leader at any level in an
organization, or even in your personal life, you must be prepared for the
internal battle that awaits. On one side is the focus on others and the good
of the group—the actions and beliefs that enable people to gain power and
the respect and admiration of others. And on the other side, the well-
documented finding that being in a leadership role will pull you toward a
focus on yourself, and replace attention to others with an inability to care,
understand, or even be curious about the conditions of other people or
groups, except those who serve your interests.

Legitimacy



Leaders earn legitimacy—the right to lead and the status and power that
come with it—by going through a “proper” process. A monarch may not be
the most competent or moral person to lead the country, but he or she will
earn the position simply because people accept that the process for the
transfer of power is inheritance.

A presidential election is a prime example of how trust in legitimacy
works. Depending on the result, there will be a sizable number of people
(usually in the opposite party) who believe the new president is incompetent
or immoral or both. The new president, however, gets to assume office
because the dissenters accept the electoral process, if not the person. That
said, if enough people feel strongly about a candidate, they will begin to
question the process. During the 2012 presidential election when the
Democratic candidate, Barack Obama, was reelected, Republicans’ overall
confidence in the electoral process was 52 percent. However, during the
2016 election when the Republican candidate, Donald Trump, was elected,
it jumped to 71 percent. Meanwhile Democrats’ confidence in the electoral
process dropped from 76 percent in 2012 to 66 percent in 2016.1Z But we
still recognize (if reluctantly) that a president elected by this process is
legitimate according to the rules for democratic elections as they have been
defined. Similarly, the chairman of NCB and NCB Capital (he had both
roles) was in a proper position to offer the job of CEO to Sarah Al-Suhaimi,
who, in turn, was regarded by the wary staff at the investment bank as at
least having a legitimate role as the new CEO.

There’s a reason why we use legitimacy in a political context as our base
case. The concept of legitimacy comes from political philosophy, which has
a long history of debate about what justifies political authority. Authority in
this sense is defined by the British philosopher Fabienne Peters as “a right
to rule—a right to issue commands and, possibly to enforce these
commands using coercive power.”18

Until the seventeenth century in Western societies, the right to rule a
nation-state was justified based on natural law and divine authority.12 If you
were a king or queen, your authority came from being placed in your role
by God. In the sixteenth century, when the Catholic Church wouldn’t grant
Henry VIII of England a divorce so he could marry Anne Boleyn, he broke
from the Catholic Church and established the Church of England. Henry
VIII defended himself by claiming that his connection to the divine trumped



that of the Catholic Church, whose pope was only “the Bishop of Rome.”%

(The Church excommunicated him, but Henry stayed king.)

In the seventeenth century, the British philosopher Thomas Hobbes and
the Dutch philosopher Hugo Grotius turned away from viewing authority as
being grounded in the will of God and developed what has become the
modern view that authority is justified and made legitimate by consent.?l
The British philosopher John Locke agreed, asserting that “no one can be...
subjected to the political power of another without his own consent.”22

Legitimacy refers to the process a leader goes through to acquire power.
What is more important is whether people support the results of the process.
Legitimacy may be the first step for acquiring power and trust, but people
consent to a leader’s power based on their assessment of the leader’s
competence, motives, means, and impact.

Competence

Competence is often the most common way for leaders to gain and retain
trust. With leaders, we think of technical competence in their field of
expertise as the baseline. Equally important is managerial competence, the
ability to manage internal and external relationships so they can achieve
their company’s objectives and adapt to changing circumstances.
Competence in leaders allows them to set the vision for producing a product
and service as well as manage relationships so the product or service can
get off the ground.

Sarah Al-Suhaimi gained trust from the get-go at NCB Capital because
of technical competence. Her track record as a top asset manager at her old
firm was exemplary, and she brought the same capabilities to her new role
as CEO. We’ll take a few steps back into Al-Suhaimi’s history to
understand how she became an uncontested star in an industry that was
almost entirely populated by men.

Al-Suhaimi always knew she wanted to get into business and studied
accounting at university. She started her career at the Saudi American Bank
(“Samba Financial Group” or “Samba Bank”), which was affiliated with
Citibank. At the time, few Saudi Arabian women like Sarah worked outside
the home, especially in the field of banking. She joined the Investment



Management Division, where she was put in an office on a separate floor,
because no women were allowed on the floor of the division in which she
worked.

At the time, Al-Suhaimi’s father was the deputy governor of the Saudi
Central Bank and the main person responsible for regulating investment
banking in Saudi Arabia before the establishment of the Saudi Capital
Market Authority (NCB Capital’s current regulator). This connection meant
Al-Suhaimi had to work harder to prove she’d earned her position. “They
basically gave me no work for a while and the perception, I learned later,
was that I was the spoiled daughter of the deputy governor, just coming
here to pass time until she gets married. So, no one took me seriously.”

Samba Bank had a training center, and Al-Suhaimi asked to go there.
There she earned the respect of her coworkers through her stellar
performance as a student in the classes. After finishing the program, she
elected to join the asset management area. At the time, in 2003 in Saudi
Arabia, the asset management function had no data coming through the
internet. People worked in a manual world—getting information for public
equity research by inputting data into Excel spreadsheets from financial
information that was only available in print form.

Al-Suhaimi learned everything she could by volunteering to do the work
no one else wanted to do. Over a period of five years there was no job in
asset management she didn’t do, including overseeing compliance and
writing risk reports.22 And she went beyond that to leading Samba’s
implementation of a front office asset management system—a first for the
kingdom—moving from manual trading activities to a more streamlined,
reliable, automated process. She progressed from research analyst, to
assistant portfolio manager, to senior portfolio manager.

When Sarah’s boss from Samba Bank left to start Jadwa Investment, a
midsized boutique investment bank, he asked her to join the new company.
And she did—becoming the only female employee at Jadwa where she
worked on public equity management. Al-Suhaimi did so well she was
made chief investment officer, responsible for sales and wealth
management. She was also a member of the committee that decides on
private equity investments. There she attracted the attention of the chairman
of NCB Capital at the time, who sat on an investment committee that Jadwa
managed money for. He was so impressed with her performance that he



offered her the position of NCB Capital’s CEO.

When Al-Suhaimi arrived at NCB Capital, Wassim Al-Khatib, the
current head of investment banking, was then in middle management. He
had been working at NCB Capital since 2006 and didn’t want to leave. Yet
he knew that there was no future for him at NCB Capital if the new leader
could not turn it around. He probed into Al-Suhaimi’s background and was
so reassured by what he found, he decided to stay: “When I asked my
professional network about her, there were a lot of good things there. Her
old firm was a boutique investment bank, but it was a key player in asset
management, private equity and investment banking and what I needed is a
string of hope that somebody would come and give our business some
attention.”?4

When Al-Suhaimi arrived in 2014, she made good on her reputation for
competence by crafting a new strategy for NCB Capital. At the heart of the
new strategy was a goal of moving away from volatile revenues, which
made it hard to maintain steady growth. The main source of volatile
revenues was its brokerage business, where clients pay NCB Capital a
transaction fee to buy or sell stocks or bonds on their behalf. When stock
and bond prices rise, investors trade more frequently, as had been the case
in Saudi Arabia for several years, and the business earns a lot of revenue
from transaction fees. The downside is when the stock and bond market
does poorly, people stop trading and transaction fee revenue dries up.

Al-Suhaimi and her team created a new strategy to reduce NCB
Capital’s dependence on volatile revenues such as transaction fees. The first
part of the strategy was to create a more dependable revenue base through
NCB Capital’s asset management businesses. When investment banks sell
asset management products such as mutual funds, private equity, or other
investment packages they create, they get paid recurring fees for as long as
investors stay invested in those products. Since these fees are asset based,
the investment bank’s revenue only fluctuates if the value of the funds
changes or if customers put more money in or take money out. The second
part of the strategy was to run the firm more efficiently, so its costs were
reduced over time. Because NCB Capital now had lower costs and a more
stable source of revenue, even in a terrible year, NCB Capital could aspire
to reach 50 percent net profit margins—an ambitious target given that
typically investment banks globally have a net profit margin of about 15



percent.22

For NCB Capital to grow, it also needed to find a new base of clients to
pursue while the firm continued to rebuild its relationship with the parent
bank. Going after institutional investors became another pillar of the new
strategy. In addition, Al-Suhaimi began a systematic examination of the
firm’s current asset management products, meeting with product owners for
detailed reviews. Over the next two years, NCB Capital either liquidated or
scrapped nonperforming products. Only after the product portfolio had been
cleaned up did she allow teams to develop new alternative investment
products.

For Al-Suhaimi, the first step toward gaining everyone’s trust was
proving she had the chops to stabilize the business. This required both
having an excellent track record (she would have never been given the job
without one) and then entering NCB Capital and taking swift action to steer
it back to profitability.

As important as technical competence is, it alone is not enough for a
leader to establish trust. Equally important is managerial competence,
particularly the ability to skillfully manage relationships.

Two weeks before her official start, Al-Suhaimi began to meet with key
staff, and Al-Khatib, the employee who had done some research on her
past, was one of the first to meet her. He was outside Riyadh when he got
the call, but flew to Riyadh as soon as he received the invitation to talk.
Never having met Al-Suhaimi, he had no idea what she was like.

I walked out onto the floor and there was a lady talking to another
person with her back to me. When she heard me walk in, she turned
around and immediately introduced herself. She invited me into her
office and we started talking. Here she was, CEO of what is
effectively the Goldman Sachs of Saudi Arabia, casually sitting with
me having a conversation over coffee. Right away, I was impressed
by her humility.2%

They exchanged stories about their personal lives, backgrounds, and
career experiences. Al-Suhaimi asked Al-Khatib to fill her in on the history
of the investment banking division at NCBC. “One of the options,” she said



as he was concluding his description, “is to shut down the investment
banking division completely. What do you think of that?” Al-Khatib
expressed confidence in the division’s potential and was delighted that she
agreed. “I appreciated her asking for my opinion,” he reported, “and felt
this was someone I could not only relate to, but also work with.”%Z

After similar meetings with all the members of the staff, Al-Suhaimi
knew her first priority was to build a senior leadership team that could help
her turn around the bank while keeping it running, a task she likened to
“trying to do a major renovation in your house while you’re living in it.”2

She tried to hire and promote from within whenever she could, focusing
especially on drive and fit. Naif Al Mesned described his hiring meeting
with Al-Suhaimi:

I was being interviewed for the head of internal audit; however, I
was planning to explore opportunities that would allow me to move
to the business side. Near the interview’s end, Sarah said, “You’re
definitely qualified for the head of internal audit, but I think you’re
naturally more suited for the business side.” I thought, wow, how
did she see that! She made me head of risk management, which is
much closer to the front of the business since the head of risk is
responsible for the assessment of product and investment risk.22

After about four years, Al Mesned ended up leading the wealth
management business division.

Within a month Al-Suhaimi had a whole new team, who, like Al
Mesned, were young and enthusiastic. “Each one of us was given a
chance,” Al Mesned said. “That first year, I spent four nights a week in
different cities, and I did so with pleasure. We all felt we’d do whatever it
took to prove we were the right choice.”3%

Her next challenge was to create a connection to the firm’s many
disillusioned and disheartened employees. “When Al-Suhaimi joined,” one
executive said, “there was so much conflict between departments that there
was no motivation. You’d see people sitting alone in their offices, playing
with their phones—everybody thought they were at a dead end. It wasn’t a
business environment where people wanted to deliver or achieve.”3L



Al-Suhaimi set up town halls across the company to reconnect staff to
the business and open up the logjam created by years of a rigid hierarchy
that stifled communication and sharing ideas. She visited every branch
office to introduce herself and to describe a new vision and ambitious plans
for NCB Capital. She recalled the reaction to her message at one town hall
meeting in 2015: “I told them I was expecting to double our assets under
management by the following year and everyone looked at me like I was
crazy. I told them to just trust me and to concentrate on developing good
products.”32

They weren’t the only ones who thought she must be kidding. Naif Al
Mesned, the new head of wealth management, recounted his first discussion
about his own financial goals with Al-Suhaimi. “I remember the first-time
targets were assigned to me—I just started laughing. I said, ‘Sarah, are you
serious? Is this a plan to fail? It’s totally unrealistic!” Looking back, I can
see how she made us all realize that things we thought were unattainable
were actually possible. We learned to think bigger and to push ourselves to
achieve our goals.”33

By the end of Al-Suhaimi’s first year, NCB Capital was back in the
black and was even earning a profit of $86 million. In 2019 its profits were
around $122 million and as of this writing, in 2020, NCB Cabpital leads the
Saudi investment banking and asset management sector on almost every
major metric. Al-Suhaimi had more than lived up to her reputation for
competence and the trust it inspires.

Motives

Motives are the reasons why a company, or in this case a leader, acts as they
do. We care about the motives of leaders because they explain whose
interests they serve. Leaders are constantly balancing between their
organization’s needs (which at times can have their own internal conflicts)
and those of other individuals and groups whose interests can conflict.

The late Katharine Graham, as publisher of the Washington Post, was
faced with a dilemma that called into question her motives. In the eyes of
the world, her procedural legitimacy was shaky at best. Her father had
purchased the Washington Post in 1933, and her husband became the



publisher in 1946.24 After his death in 1963, Katharine Graham inherited
the majority stake in the Washington Post.22 In addition, she was living in a
world where there were no female top executives in business.

Unlike Sarah Al-Suhaimi, Graham didn’t have a long professional track
record to inspire trust in her competence. Graham had only a limited
journalism education and certainly not much business experience. After
graduating from college in 1938, she spent a year working as a reporter for
the San Francisco News. Then she went back to the Washington Post and
worked in the editorial and circulation departments, but gave up her career
to focus on raising her family in September 1945, when her husband came
home from the war in the Pacific.2® When she started at her position as
publisher, Graham went through an exhaustive process of getting to know
and understand the Washington Post by listening and learning from senior
management and reporters at all levels. “What I essentially did was to put
one foot in front of the other, shut my eyes, and step off the edge. The
surprise was that I landed on my feet,” she wrote years later in her
memoir.3Z

What Graham was too modest to mention is that not everyone can win
the trust and respect of an existing management team, especially if you
come in without much expertise. It’s clear she was adept at developing good
relationships, knowing how to size up people’s strengths and weaknesses,
and knowing whose advice to listen to and take seriously.

During two difficult periods, Graham earned particular fame for her
clear vision and the depth of her trust in those at paper: the decision to
publish the Pentagon Papers and the investigation of the Watergate scandal.

In 1971, Daniel Ellsberg, a military analyst, leaked the Pentagon Papers
to the New York Times. What became known as the Pentagon Papers was a
several-thousand-page study in forty-seven volumes on American
involvement in Indochina from the end of World War II to the Vietnam War
peace talks.28 After the New York Times published its first two stories, the
government sued, citing national security, and a judge issued a restraining
order against the New York Times forbidding it from publishing anything
more.22 After the Times had received an injunction and could no longer
publish, Ellsberg leaked the papers to the Washington Post, and now the
Post faced an immediate dilemma.2? Should the paper publish as well? At
the time, the Post was going through an IPO, and getting a restraining order



could have been a death knell for going public.#! Publishing would also
earn the ire of the Nixon administration. On the other hand, the Post’s
editorial staff and reporters wanted to follow the Times’s example and
publish, even though that had resulted in the Times being barred from
publishing. They believed they had a duty to the American public to
publish. Not publishing would be “an abdication that would brand the Post
forever.”42

Graham gave the paper permission to publish (vividly portrayed in the
2017 movie The Post), despite the Post’s precarious position. Her
agreement was transformative for the paper. It demonstrated that she was
committed to ensuring the paper served the American people first and
foremost, and placed its business interests and legal fears second. Years
later in his memoir, executive editor Ben Bradlee wrote,

What I didn’t understand, when Katharine’s “Okay... let’s go. Let’s
publish” rang in my ears, was how permanently the ethos of the
paper changed, and how it crystallized for editors and reporters
everywhere how independent and determined and confident of its
purpose the Washington Post had become. In the days that followed,
these feelings only increased. A paper that stands up to charges of
treason, a paper that holds firm in the face of charges from the
president, the Supreme Court, the attorney general.... A paper that
holds its head high, committed unshaking to principle.43

Just a year after the Pentagon Papers, the Post uncovered the Watergate
scandal. The story originally started as a description of a break-in at the
Democratic Party’s headquarters in the Watergate complex in Washington,
DC# Amid firm denials of any involvement from the Nixon
administration, the Post’s reporters began to dig in. Now, Graham had to
make a decision.#2 How far to pursue the story—and how? At the time, the
Post was the only paper covering the story. No one had any idea how far it
would go, or if the reporters had even found anything worth chasing.

The Post established strict rules for pursuing the Watergate stories.
Every piece of information that came from an anonymous source had to be
confirmed by another independent source. Meanwhile, the Post refused to



run anything reported by another paper unless its own reporters had verified
and confirmed it. Finally, each word of each story was read by one of the
senior editors with a top editor vetting the story before it ran.*® This may
seem like standard practice for journalism, but it’s worth noting that when
Graham’s husband, Philip, was publishing the paper, he used it to achieve
his political goals. For instance, Philip Graham once agreed to bury a story
about riots at a segregated swimming pool as city and government officials
agreed to integrate the pool the following season.*’ Admirable, but not the
purpose of a newspaper: newspapers exist to let the public know the truth.

And, as history knows, in service of the public’s right to know, the Post
exposed one of the greatest presidential scandals in US history, which
ended the Nixon presidency.

Katharine Graham’s dedication to serving readers transformed the Post
from a local Washington paper to a paper of national prominence that could
rival the New York Times.? This had a financial payoff as well. When
Katharine Graham stepped down in 1991 after almost thirty years at the
helm, the Post had nearly a twenty-fold increase in revenue and its stock

during that time was a spectacular performer.%2

Means

It’s often difficult to get a true understanding of a leader’s motives in the
short term. Certainly, one can ask, but any reasonably socially competent
person will know how to discuss (or lie) about their motives so they sound
benevolent. It’s left to the public and—Ilater—history to evaluate a leader’s
motives by analyzing their actions—how they behaved and how fairly they
treated all of the parties affected by their decisions. Leaders’ actions speak
louder than their words. The public cannot read minds, so leaders will be
scrutinized for the fairness of their actions. If their actions are perceived as
unfair, the leader’s life from public to private will be further scrutinized in
order to understand their motives.

During our earlier discussion of means, a framework of four types of fair
action—procedural fairness, distributive fairness, informational fairness,
and interpersonal fairness—helped distinguish among different ways that
companies can act fairly. That framework applies equally well for



distinguishing the ways that leaders can be fair.

The hallmarks of procedural fairness in decision-making are showing
consistency in how decisions are made, using a process that creates an
accurate picture of the decision and its context, and giving a voice in the
process to those impacted by the decision.

Once Al-Suhaimi’s senior team was in place, she convened workshops,
moderated by her or by outside facilitators, to provide a space for frank
assessments of the state of the firm. “She always had an agenda, and relied
on data to open discussions and make decisions,” one executive recalled.
Executives found that Al-Suhaimi would really challenge them, as one
remarked, “She has a very strong presence, but she gave everyone the
opportunity to speak and made sure everybody felt like their opinion
mattered. We felt empowered to express our views and present our ideas.”2?
On her part, Al-Suhaimi promised a zero-blame environment where
everyone could problem-solve together.2l Al-Suhaimi also pushed people to
make decisions: “I didn’t want people to just execute decisions; I needed
them to become leaders in their own right, in whatever part of the process
we were in.”22 Workshops ended with action points and the people
responsible for them identified.

Al-Suhaimi came to these meetings with a point of view about what was
going on; however, she did not force it upon the group: “Every time we go
into a workshop, even if I knew the answer, it was always designed for
people to come up with it and own it.... And people realized quickly that I
can change my mind. So it’s never me just telling them, ‘This is what we’re
going to do.” Because I realized I needed it to be the success story of every
single person.”23

These workshops were successful because they weren’t about
confirming a preexisting decision made by the leader, but used a process for
subject matter experts to point out problems, discuss solutions, and identify
a path forward.

One of the most profound powers of organization leaders is the ability to
create processes for deciding who works in the organization, who is
promoted, and who should leave. This is a power that can easily make or
break trust for leaders because there needs to be distributive fairness in the
process. Distributive fairness is the art of allocating both pain and rewards
in a manner that is consistent and free from bias.



During her first year at NCB Capital, much of Al-Suhaimi’s job
involved managing underperforming employees out of the company: a
painful task that no leader likes to do. Yet, it must be done; one employee
has the potential to ruin an entire team. (A study of financial advisors found
that if someone with a history of financial misconduct joins a team, their
coworkers are 37 percent more likely to engage in fraudulent behavior.)2%

Al-Suhaimi created a process for giving people the opportunity to prove
themselves. She worked with the employee in question to create a work
plan with regular check-ins on progress. By the time Al-Suhaimi was ready
to let the employee know if NCB Capital was the right place for them or
not, the employee had already arrived at that conclusion.22 Al-Suhaimi had
to manage out roughly 15 percent of her senior management team, yet when
they departed it was their choice and there were no complaints.2®

INFORMATIONAL FAIRNESS—COMMUNICATING CLEARLY AND truthfully about
situations and decisions—was a trademark skill for Al-Suhaimi, and the
cornerstone of her ability to establish trusting relationships. She started her
tenure by hosting town halls in every office in each of the countries NCB
Capital operated in, insisting on visiting not just the office, but each floor of
each office, so she could meet people where they worked, and make herself
part of their world, rather than insisting that they join hers in a larger and
more impersonal whole group meeting. She used these meetings to talk
about her vision for NCB Capital and enlist employees in the high-stakes
battle to win back the trust of people who worked in the parent bank.
Between town halls, Al-Suhaimi used monthly newsletters to share
financial results—a striking departure from the past—and to recognize
achievements by employees at all levels in the firm.

Al-Suhaimi also created the conditions for honest exchange as the new
normal. She first needed to establish herself with the people who didn’t
know her.

In the beginning it took me one meeting with any person for them to
take me seriously; I know what I’m talking about. So, this manager
came in and he says we do this, we do that, and then I start asking
for details. They cannot hide things. The previous environment



discouraged people from being open and honest. They cannot now
come and say something about someone else, because I would just
call that person in and ask the other person about what they had said
in front of the person they were talking about. I did that once, then it
never happened again. Then the whole company—everybody—

knew.2Z

Interpersonal fairness is the respect and regard we show people when we
interact with them. During my earlier research on layoffs I discovered a
depressingly large collection of inhumane practices. The worst—and I wish
I were making this up—was a company that conducted monthly layoffs by
assigning employees to a meeting in one of two rooms that were next to
each other. In one room, a sad and somber place, were the people who were
being told they were losing their jobs. Just next door, sounds of celebratory
music blared out, and people in the layoff room could hear praise for those
who got to stay. “YOU ARE WINNERS! YOU ARE HOW WE WILL
CONTINUE TO CRUSH THE COMPETITION AND WIN IN THE
MARKET PLACE.”

It’s not surprising that stories of interpersonal unfairness abound about
layoffs. Interpersonal fairness matters most when the chips are down and
you have bad news to convey. The question, then, is how in your
interpersonal interactions you can show people the respect they deserve.

Sometimes we show our respect in actions, not words. For example,
after Al-Suhaimi had received the board’s offer to be CEO of NCB Capital,
she needed time to think about what she wanted to do. She called her boss
at Jadwa and asked for three weeks of vacation. He had been urging her to
take some time off, so this was no problem. She recalled, “I thought three
weeks was enough time to assess whether I would go or stay. I also was not
going to walk into that office thinking about another company. In addition,
we were just starting to fundraise for a product and I didn’t want to raise
money from clients and then leave them.”28

After she had made her decision to leave Jadwa, she had to tell the CEO.

My boss... was very disappointed, since we had a good working
relationship and I knew that he relied on me for a significant part of



Jadwa’s growth plans. I was very honest with him and my
relationship with him is still amazing. But if you were in that office
when we had that conversation, you would think we would never
speak to each other again.... That’s when I learned you cannot hold
on to people. People will stay with you once they trust that you are
enabling them to do better for themselves with you than they could
do with others. I always tell them, “The work you do here, you carry
with you for life. It’s not mine. Take that as your experience and
you’ll make decisions correctly, not because you get a title or
money.”22

Impact

Leaders make the call about the impact their company will have.
Sometimes it’s through their products (think Boeing); at other times it’s
how they manage their operations (think BP, VW, and Wells Fargo). We
look to the leaders who are in charge when serious events occur, and hold
them accountable for what happens on their watch.

Sarah Al-Suhaimi was in a different position at NCB Capital. She had to
fix mistakes made by the leaders who came before her. Mistakes that were,
as she put it, “not my fault, but they are my problem.”

In 2017, Al-Suhaimi’s success as an investment manager and her
performance as CEO at NCB Capital led to her selection as the first woman
to chair Tadawul, Saudi Arabia’s stock exchange. Her role as chairperson
was to set the strategic direction for the exchange, working with Khalid Al-
Hussan, CEO of Tadawul, who was responsible for implementation.

Their top initiative was to raise the international standing of the
exchange by opening it to foreign investors, becoming part of the network
of established capital markets around the world. This required regulatory
and operational changes, and coming up with a package of potential
investments, products, and communication processes with the Capital
Markets Authority, the regulator of the exchange and all capital market
activities in the kingdom, that measured up to global standards of
transparency and good governance. This would help the exchange earn a
place in emerging market indices including the Morgan Stanley Capital



Index, S&P Emerging Markets Broad Market Index, and FTSE (Financial
Times Stock Exchange Group) Emerging Index.

Being part of an index that tracks stock movements in a sector of the
global economy is itself a sign of trust. It signals that in your exchange, the
stock prices and their movement are accurately recorded and reliable
enough to contribute to the overall picture of how stocks are performing in
the global economy. Certain kinds of mutual funds are created on the basis
of these indices, promising investors a return that equals the performance of
that sector as a whole. They are also used by investors to test the
competence of those who invest on their behalf by giving them a point of
comparison to determine whether their managers are better than, equal to,
or behind the performance of a sector of the global economy as a whole.

All the while, Al-Suhaimi continued to serve as NCB Capital’s CEO. In
2019, five years after she started, Al-Suhaimi had righted the course of the
investment bank, outperforming all competitors in revenues and net income,
and increasing return on equity. In 2019, NCB Capital turned a profit of 458
million riyals ($122 million), its return on equity was 40 percent, and its
expenses had dropped by nearly 40 percent.

We’ve delved deeply into the details of Sarah Al-Suhaimi’s story
because it illustrates what the work of building trust looks like on the
ground. Trust building is a combination of strategy, execution, and the
commitment to treating people right. It is difficult to do, but once done the
results can be extraordinary.



TRUST AS POTENTIAL

You must trust and believe in people or life becomes impossible.
—ANTON CHEKHOV

THE MAGIC OF TRUST IS THAT IT UNLOCKS A WEALTH OF opportunities that

would not be possible otherwise. You are reading this book because of a
moment of trust between Shalene and me, one that ultimately grew into a
much deeper and more enduring trust. If Shalene had not chosen to trust
me, and I to trust her, this would either be an entirely different book or
perhaps not exist at all.

As we noted earlier when Shalene challenged me about whether I fully
appreciated the scope of my work, trust can result in a book and, on a larger
scale, can even transform the lives of millions of people. In 1974,
Bangladesh was in the midst of a famine that would ultimately kill 1.5
million people.l An economics professor wanted to do something to help
his fellow Bangladeshis, but didn’t know what. He began to talk to the
residents of a nearby village to understand how they lived and the problems
they faced. One day he met twenty-one-year-old Sufia Begum, a woman
who survived by eking out a living crafting bamboo stools, but with no
chance of improving her life in a meaningful way. To purchase materials for
making stools Begum had borrowed the equivalent of 25 cents from
moneylenders who were charging 10 percent interest per day.2 Under the
terms of the loan, Begum was required to sell her bamboo stools back to the
moneylenders well below market level. She made a profit of 2 cents, barely
enough to live on. To purchase the raw materials to make more stools, she



needed another loan.2 Begum was trapped in an endless cycle of debts that
would keep her in poverty forever.#

The professor kept talking to other people in the village of Jobra, and
found forty-two other people in the same trap. He decided to lend them
each roughly 62 cents, about $27 in total.2 To his surprise, everyone repaid
the loan.

The professor wanted to scale this up to help more people, but knew he
couldn’t do this on his own. He pitched the idea to a local bank and was
turned down flat. The poor had no collateral, the bank’s representatives
said. Moreover, they were illiterate and wouldn’t be able to fill out the
proper forms. The professor offered to take care of the forms and guarantee
the loans with his own money—about $300—and was finally able to take
out a loan on behalf of the group.2 Once again, he found that the payment of
loans from people without collateral was much higher than the repayment
of loans from people with collateral. Shortly afterwards, he started a pilot
project to lend small amounts to poor people without requiring collateral.
The project kept growing and turned into an organization, until finally in
1983 the Bangladeshi government recognized the organization as an official
bank.Z “The poor know that this credit is their only opportunity to break out
of poverty,” the professor later wrote in his autobiography.2

The professor, Mohammad Yunus, the founder of Grameen Bank,
received the 2006 Nobel Peace Prize jointly with Grameen Bank for “their
efforts to create economic and social development from below.”2 Grameen
is a nonprofit that aims to keep interest rates low, and its average loan is
about $200.1% It targeted women and lent to them in groups, where the
women would strongly encourage each other to pay back the loans.11 As of
2019, Grameen Bank had 9.6 million members and 2,568 branches, and it
had disbursed about $24 billion in loans.!2 It boasted a repayment rate
upwards of 96 percent.2

Embedded in the story of Yunus and Grameen is the potential of trust.
Yunus’s trust in the poor kickstarted the growth of the microloan industry.
In Indonesia, Bank Rakyat of Indonesia (BRI) started making microloans in
1984 when it couldn’t turn a profit and was on the brink of being shut
down. It began turning a profit in 1986.14 BRI went public in 2003 and was
the largest IPO in Asia after the financial crisis of 1997.12 Meanwhile, in
the wake of Grameen, Barclays Bank partnered with Care International UK



to create financial services for the poor.l® By 2013, the number of
microloan borrowers grew to 211 million.Z

In his memoir, Yunus describes one of his success stories: Murshida, a
Bangladeshi woman with an abusive husband who sold the roof of their
house to pay a gambling debt. When Murshida confronted him, he beat her,
threw her out, and then divorced her. Murshida got a microloan of $30 to
buy a goat and set up a business to sell its milk. Eventually she was able to
take out larger loans and started a sewing and scarf business that employed
up to twenty-five women.l® Not every recipient of a microloan is a
Murshida. However, while a microloan doesn’t guarantee ending someone’s
poverty, it provides options and allows for a better quality of life.

Of course, no story is perfect. Grameen Bank and Mohammad Yunus
have run into their share of criticism, while microlending has come under
fire. In 2010, Andhra Pradesh, a state in India, shut down microfinance
organizations after reports of a high suicide rate among borrowers.l2 (A
study later found that overall incomes in Andhra Pradesh declined after
microfinance organizations were shut down.)2? Yunus himself ran afoul of
Prime Minister Sheikh Hasina of Bangladesh when he started a political
party in 2007, and he was ultimately removed from his post of managing
director of Grameen Bank in 2011.2. Grameen Bank was the target of smear
campaigns, and Sheikh Hasina accused Yunus of overcharging the poor.22
She also accused him of misusing aid funds from Norway.22 Yunus was
later cleared after Norway conducted an investigation.24

Shadows and clouds aside, Yunus’s legacy remains. In the 1970s he
chose to trust that a group of impoverished villagers would repay his loan.
The villagers, in turn, chose to trust that his loan would not further trap
them in poverty. Because of a moment of trust, today, microloans are
available for millions of people, giving them choices they otherwise would
not have.

IN THE SHORT TERM, PROFITABILITY may seem like it’s all that matters, but in
the long run, trust is what earns you the customers who keep coming back
to you, the employees that put in their best work for you, and the public’s
tolerance of your ability to operate. This trust is easy to destroy and difficult
to rebuild. When you’re making any decision, take a second to ask, in the



long run, will this make people trust me more or less? It sounds simple, but
the tragedy is far too few people are asking themselves this question. Trust
us. It will be well worth your time, as Kaspi Bank discovered.

Kaspi Bank, Kazakhstan’s third largest,?2 was founded by Vyacheslav
Kim and Mikhail Lomtadze, who wanted to create a bank that people loved.
Initially Kaspi’s goal was to build the largest and most profitable retail
bank, which it did with bravado. In 2012, Kaspi was in the top one or two
positions for almost all dimensions of retail banking.2

However, although Kaspi was flourishing financially, it failed its first
trust test. In February 2014, rumors swirled over WhatsApp that the bank
was on the verge of collapsing. Even though Kazakhstan insured deposits,
terrified customers lined up at branches to withdraw their money. While this
might have started out as a rumor, it is the kind of situation that could easily
cause a bank to run out of cash. The natural reaction, then, is to limit the
amount of money customers can withdraw so the bank stays solvent. For
Lomtadze, the bank run was an alarm bell: “If our customers believed in us,
they wouldn’t be waiting outside our doors. My conclusion was we didn’t
have their confidence yet,” he said.

Instead of limiting cash withdrawals, Kaspi’s response was calibrated to
win customers’ trust. Employees threw open the doors of Kaspi Bank.
Management eliminated restrictions on withdrawals and flew in chartered
planes with bellies full of cash to ensure that the ATMs and branches had
enough money on hand to meet demand. Branches stayed open and
employees worked late hours until every customer had been served.
Meanwhile Kaspi served pizza and hot beverages to waiting customers.
Senior management made a point of being on the ground, accessible and
ready to talk with customers. Lomtadze made an appearance on TV to
reassure the public that Kaspi was fine. “It took us 72 hours to stabilize
things. We didn’t sleep at all,” he said.

Kaspi took the investment in trust one step further. It refined its mission
to “improving people’s lives by developing innovative products and
services.” “Nobody really likes banks,” Lomtadze said. “We wanted to
build a business which customers love, and the companies people love are
the ones that change their lives for the better.” To do this, it looked for a
metric to measure customers’ overall happiness and settled on using net
promoter score (NPS), a tool developed by the Bain consulting company,



where customers are asked how likely they are to recommend your
company to someone else. Kaspi made NPS its top key performance metric,
which required redesigning the bank’s products and processes to focus on
customer happiness.

Kaspi’s investment in trust—measured by chartered planes full of cash,
employee overtime, as well as the mission rehaul and focus on NPS—paid
off when, four years later, Kaspi again became the object of rumors that
Lomtadze had disappeared with the bank’s money. This time, Kaspi took a
photo of Lomtadze holding the current day’s Kazakh newspaper and sent it
over WhatsApp, telling people to stop believing the rumors. No one showed
up at Kaspi asking for their money.2Z

Kaspi had won because it had shored up its vulnerability to rumors, and
customers had won because they knew if there ever was a bank run, Kaspi
could be trusted to give them their money instead of sitting on it or creating
obstacles like fees and limits. Since then, Kaspi has quadrupled the size of
its retail deposits and doubled its market share while entering new markets
like mobile payments and e-commerce, where it’s now a top player.
Meanwhile it’s still a company that people love: its customer retention rate
is 98 percent.

Even though as a global community we are facing challenges from
pandemics to climate change that will require us to work together and trust
each other if we want to survive, too few companies and leaders are
displaying the kind of trust Mohammad Yunus had or recognizing the
importance of prioritizing trust the way Kaspi Bank’s leaders did. As we
mentioned during the introduction, much of this book was written during
the COVID pandemic—where unfortunately, all too often, companies
stumbled while trying to balance public health and profits.

Amazon is a prime example of a company that excelled on many fronts
and yet struggled on others. As COVID-19 was first running wild, in one
month, Amazon warehouses had to adjust to massive sales growth.22 Orders
for groceries, for example, grew as much as fifty times in volume.22 To
accommodate this growth, Amazon did many smart things. They prioritized
the shipment of medical supplies and household staples, and also slowed
the flow of inventory coming in to diminish demand.2 Meanwhile
Amazon’s shareholders made out big: in April 2020, Amazon’s stock went
through the roof, reaching upwards of $2,400 per share. By July, Amazon’s



stock had passed $3,000.3!

Amazon also kept a COVID-19 blog,22 which is a model of how to keep
people (employees and others) informed at a critical time. Updated at least
several times a week, it cataloged actions we wish more companies had
taken, including stopping large gatherings, moving to virtual job interviews,
and upping the cleaning of surfaces. Amazon also invested $4 billion in
COVID initiatives to keep employees and customers safe, including 150
updates to business processes, providing free masks at all open Amazon and
Whole Foods Stores, and launching a $20 million initiative to speed up
COVID-19 testing.33

But in April, stories about conditions in Amazon’s warehouses leaked:
in some facilities there was no protective equipment or sanitization
supplies, no deep cleaning, and employees were working too close to each
other.2¢ The absence rate in warehouses was 30 percent>>—a clear sign that
Amazon’s employees were voting with their feet.

Amazon did take measures during that time on behalf of warehouse
employees: until the end of May 2020, they increased wages by $2 per hour,
and overtime improved from time and a half to double the normal rate.
Amazon also offered employees unlimited unpaid leave. They also said
they would pay anyone two weeks’ sick time, on the condition the
employee testing positive for COVID was placed in quarantine.2®

However, on the same day that Amazon was blogging about the
shipment of masks to its operations centers, the New York Times reported
COVID had spread to more than fifty Amazon warehouses in the US,2Z and
on April 16, Amazon was forced to close all of its warehouses in France on
the grounds that they were not doing enough to keep their workers safe.22

We reached out to Amazon for a comment about the warehouse situation
in France, and their PR team told us that Amazon had not reported these
numbers. However, a few days later, Amazon listed the COVID rates of its
frontline workers on its blog. Almost 20,000 workers in the US were
infected with COVID. Amazon reported that this was 42 percent lower than
the expected rate of infections based on the general US population.32

Trust can’t be claimed; it is judged by others and they take a 360-degree
view. The public, and its watchdog, the media, are always on alert. Amazon
might have gained more trust if it had done a better job of disclosing
employee infection rates from the get-go or at least acknowledged what



happened with its warehouses. Building and maintaining trust isn’t about
intentions, it’s about fairness and impact as well. And those are judged by
all the people and groups whose lives we touch.

As Nobel Prize-winning economist Kenneth Arrow once wrote,
“Virtually every commercial transaction has within itself an element of
trust, certainly any transaction conducted over a period of time. It can be
plausibly argued that much of the economic backwardness in the world can
be explained by the lack of mutual confidence.” Yunus got to the heart of
this when he started Grameen Bank, and the leaders of Kaspi Bank
recognized the truth of this when they decided to move trust to the forefront
of their decision-making. Earning trust can lead to new prospects, such as
NCB Capital’s incredible turnaround, Michelin’s factory transformations,
and even the stability that followed Kaspi’s customers’ refusing to believe a
rumor.

Trust is like a kaleidoscope. Each twist and turn creates new and
unimagined possibilities. But the red and green and silver and gold parts all
have to be aligned to be in the kaleidoscope. We have more power together
than apart, and wondrous things happen when we leave ourselves open to
twisting and turning with others.
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who have been principal mentors in all my endeavors at Harvard Business
School. Thanks are due as well to Mike Tushman for responding with
encouragement to the first piece I ever wrote as an academic in portrait (i.e.,
Word) rather than landscape (i.e., PowerPoint), which confirmed the
shocking realization that in this kind of communication you actually have to
write out every word.

The following HBS colleagues (past and current) have offered
profoundly useful advice at critical junctures, as well as warm
colleagueship and much welcomed friendship: Teresa Amabile, Lynda
Applegate, Ted Berk, Jean Cunningham, Tom Delong, Rohit Deshpande,
Bob Eccles, Carrie Elkins, Robin Ely, Amy Edmondson, Frances Frei, Lena
Goldberg, Jan Hammond, Rebecca Henderson, Steve Kaufman, Dutch



Leonard, Joshua Margolis, Nien-he Hsieh, Gautam Mukunda, Kathleen
McGinn, Cynthia Montgomery, Mike Norton, Nitin Nohria, Karthik
Ramana, Clayton Rose, Arthur Segel, George Serafim, Robert Simons, Hiro
Takeuchi, Deb Wallace, and Zeynep Ton.

The HBS research directors have given more than just financial support
—my special thanks to Paul Healy, Leslie Perlow, and Jan Rivkin for
believing in the work and offering coaching on how to do it. The global
scope of this book is in large part due to the indefatigable efforts of the
remarkable band of HBS Global Initiative Research Center directors and
their staff: they are the best story finders in the world.

Shalene and I are especially grateful to Amy Bernstein and her
colleagues at Harvard Business Review and HBR.org, who have taught us
about excellence by being such great collaborators and editors themselves.

Peter Bernstein, our agent, wins the “unwavering support award” for his
patience in seeing us through, after several turns in the road, to this very
satisfying moment. John Mahaney, our editor at PublicAffairs, has been
incredible to work with, combining well-honed instincts for structure,
clarity, and accuracy with passionate devotion to the art of storytelling.
With us every step of the way, John has gently pushed us and never held
back. We would also like to thank the team at PublicAffairs for their
support: Clive Priddle, our publisher; Lindsay Fradkoff, director of
marketing; Miguel Cervantes, marketing coordinator; Brynn Warriner, our
production editor; and Jocelynn Pedro at PublicAffairs and Mark Fortier
and Megan Posco at Fortier, our dedicated publicists. Books are a team
effort, and what an incredible team you were. Thank you from the bottom
of our hearts.

We are grateful to Adam Davi, our HBS support wizard who has helped
in all matters administrative, including locating sources, connecting us to
the many people we spoke with, and ably executing the critical task of
getting our footnotes in order. Thanks as well to Kelsey Kudak for bringing
her fact-checking expertise to a manuscript full of business and nonbusiness
stories, current and historical events, social science studies, philosophy, and
more. Any errors left are our responsibility. And a special thank-you to
Susan Winterberg, the research associate who laid the groundwork for this
book by her research into best practices in layoffs, the first area of trust I
studied.



And then, Shalene, for all the rest. Working with Shalene is a joy. She is
wondrously talented, courageous enough to be trapped in a dark place with,
and so kind. I knew none of this in the beginning, and even then, I had hired
Shalene in my mind before I met her. Let me explain. All applicants for the
position of research associate at Harvard Business School are given a set of
facts and asked to write them up as if they are part of a case study. In her
write-up, Shalene did something I’d never seen before. She wrote a clear
narrative about the facts, but every few sentences, she would add a
parenthetical note (“and here I would add data that would back up this
assertion”) and (“to complete this thought, I would get more information
about X”). In other words, Shalene saw what was there, and she also saw
what was not there and what would be needed to make the story complete.
This is a rare skill, and Shalene is a rare combination of big picture,
strategic architect, and narrative builder, who wears her miner’s hat with a
torch light to go fearlessly into tunnels of opportunity. That story about Mao
and the four pests? That description of why Quakers earned such trust as
businesspeople? All Shalene, along with so much more. In a pre-COVID
era, I picture all of us in a big room, and I'm asking Shalene to be
celebrated, describing for what, and then we would all applaud. So, let me
hear you do that now.

Closer to home, I’'m lucky to have a circle of trust of friends I’ve known,
loved, and relied on for decades: Faith Goldshore and Rob Friedman, Karen
and Andy Epstein, Jessica Wolfe and Tom Bloch, Carliss Baldwin and
Randy Hawthorne, and Julianne and Clayton Rose. Thanks to each and
every one of you.

And a loving acknowledgment, last, to the family, where trust began.
Jerry and Jean—parents who showed us what true love looked like; Susan
and Mark, comrades in arms as we grew up together, and comrades in arms
still. Thanks to my husband Richard, the strongest and wisest man I know
and the most loving; daughter Libby Jacobson, our tireless, enthusiastic
coach; son Andrew Sucher-Jacobson, ever vigilant, who watches over us;
gifted and loving daughter-in-law Amy An; and our granddaughters Olivia
and Isla: the future unfolding before our eyes. Trust beginning and trust
never ending.

—Sandra Sucher



IN ADDITION TO ECHOING SANDRA’S heartfelt thanks, I’d like to add some of
my own. When I first started at Harvard Business School, the HR manager
said, “Oh, Shalene, you’re so lucky to be working with Sandra. You’re
absolutely going to love her. This is going to be a wonderful partnership.” If
anything, that was an understatement. Sandra excels at bringing out the best
in people, because at heart, she trusts that everyone has something to offer
and it is her job to unlock it. She listens in a way that I’ve never heard
anyone listen: not only does she hear the words you’re saying, she seriously
considers the merit of each idea brought before her. I can’t imagine many
other people in her position would have taken a suggestion from their
research associate to reframe a narrative. Not only did Sandra take the
suggestion with grace and good humor, she ran with it.

It’s been such a privilege to collaborate with her—and a great deal of
fun too—whether it’s early mornings interviewing sources across the globe,
afternoons spent whiteboarding chapters in her office, weekends on the
phone redrafting, or exchanging edits late at night. Sandra, it’s been such a
pleasure getting to know you. I’ve learned so much from you professionally
and personally. There are so many moments when I ask myself, what would
Sandra do? And my life is always the better for it. I am so grateful we met.

We interviewed a staggering number of people for this book, and listing
everyone we spoke to would fill another book. Our deepest thanks to
everyone who talked to us. We were not able to include everyone’s stories,
but each and every story we heard had an impact on our thinking and
shaped this book. Thank you so much for your time and your generosity.

Peter Bernstein, for his endless support, patience, sharp edits, and
wonderful stories about the publishing world. John Mahaney, your constant
adage to “add more color” had me scurrying to reference books and re-
interview sources. Your praise made my day, and your sense of humor was
a beacon of light in the trenches. The book is so much better because of
you. It’s been an honor and a privilege. Kelsey Kudak, thank you so much
for scouring each line of our manuscript. Your attention to detail is awe-
inspiring. I'd like to add my thanks to the HBS Global Research centers as
well for their support in finding stories, coordinating interviews, and acting
as sounding boards for all manner of questions. In particular, thank you to
Esel Cekin, Gamze Yucaoglu, Fares Khrais, Nobuo Sato, Anjali Raina, and



Rachna Tahilyani.

Thank you to Amy Bernstein, for her eagle-eye editorial guidance, sage
advice, and deep warmth. Will Hurwitz, officemate, neighbor, and friend.
Adam Davi, thank you for being able to solve any problem in a pinch.

I have been deeply lucky in my friendships. My thanks to Garvi Sheth,
Denise Lin, Jamie Hittman, Nix Johnston, Chao Cao, Alfred Miller,
Younjoo Sang, Manon Verchot, Benjamin Snyder, Lauren Barry, Siri
Raasch, Heidi Liu, Alexander Ravich, Kelly Carnahan, Valerie Ollis, and
Sandra and Raageen Kanjee, for their wise counsel and support. Thank you
for pushing me to do better, picking me up when I fell over, cheering me on,
and putting up with copious references to trust and trust research.

My parents, Subhash Gupta and Che Lin Woo, who trusted in my love
of words from the very beginning, and sacrificed much so that I could
follow my dreams. Words aren’t and will never be enough. Thank you for
always being there, listening to me when I got stuck, prodding me when I
needed to be prodded, and for the several care packages that fueled this
manuscript. And finally to Usheer Kanjee, who, with great care, patience,
and several pastries, gave me the courage to trust.

—Shalene Gupta



Discover Your Next Great Read

Get sneak peeks, book recommendations, and news about your favorite
authors.

Tap here to learn more.

PUBLICAFFAIRS


https://discover.hachettebookgroup.com/?ref=9781541756663&discp=100

Evcenia Eviseeva

SANDRA J. SUCHER is a professor of management practice and Joseph L.
Rice III Faculty Fellow at Harvard Business School, where she has been
teaching for the last twenty years. At Harvard, Sucher has studied how
organizations can change and improve while retaining stakeholder trust and
the vital role that leaders can play in the process.

She is an advisor to the Edelman Trust Barometer and provides expert
commentary for Bloomberg, the New York Times, the Washington Post, the
Wall Street Journal, NPR, and Fortune. Prior to teaching at Harvard, Sucher
had a two-decade career as a senior-level executive at Filene’s and Fidelity
specializing in uncovering complex organization problems and creating new
ways to address them.



Usheer Kaniee

SHALENE GUPTA is a research associate at Harvard Business School.
Previously she was a Fortune reporter covering diversity in Silicon Valley,
big data, and smart cities. Prior to Fortune she worked at the US
Department of Treasury and had a Fulbright grant in Malaysia. Her work
has appeared in the Jakarta Post, the New Strait Times, Kirkus Reviews,
Fortune, and ESPN.



Praise for The Power Of Trust

“You can’t buy it. You can’t sell it. You can’t even see it. But if you had
more of it, your employees would work harder, and your customers would
stay with you longer. Trust is one of the most valuable intangible assets that
a company can have and this book will show you how to get more of it.
Packed with wonderful stories and practical examples, this book is a great

read. TRUST me!”
—FErin Meyer, INSEAD, author of The Culture Map and coauthor of No
Rules Rules

“The 2021 Edelman Trust Barometer found business is the most trusted
institution. Business has a new mandate to lead as the world combats
ongoing crises and widespread mistrust. Against this backdrop, The Power
of Trust is a must-read. Both scholarly and practical, it draws on fields from
ancient philosophy to modern management theory to analyze and deeply
examine the core elements of business trust while taking a lively journey
through real-world cases of trust won and lost (and won again). Professor
Sandra Sucher and Shalene Gupta make a vital contribution to the trust
conversation and provide a compelling call to action for CEOs to build trust
by embracing a broader societal role.”

—Richard Edelman, CEO, Edelman

“Full of fresh insights brought to life by compelling examples, The Power
of Trust is a rich and rewarding read. It’s also extremely timely. With more
and more companies today pledging to balance the interests of all of their
stakeholders, and not always put their shareholders first, Sandra Sucher and
Shalene Gupta make clear that the driving question executives should be
asking themselves every time they make a major decision is, ‘Will this
enhance trust among those we claim to serve—or betray it?’”

—Rick Wartzman, author of The End of Loyalty: The Rise and Fall of Good



Jobs in America

“Unveils a new understanding of the business, economic, and societal
importance of trust.”
—Jeffery Weirens, global financial advisory leader, Deloitte

“With vibrant and compelling insights, Sandra Sucher and Shalene Gupta
break important new ground about trust as a key foundation for both human
relationships and business. Their illuminating and exciting exploration of
what it takes to build trust, combined with vivid storytelling, make this
page-turner a critical companion for any business leader.”
—Hubert Joly, former chairman and CEO, Best Buy, and author of The
Heart of Business: Leadership Principles for the Next Era of Capitalism

“Trust is at the foundation of sustainably successful enterprises in business,
government, and any organization, for that matter. The Power of Trust does
a great job explaining the how and why of building trust, including fairness,

one of my favorite issues.”
—David M. Cote, former CEO, Honeywell, and author of Winning Now,
Winning Later

“Sandra Sucher and Shalene Gupta offer a comprehensive blueprint for
companies and leaders who want to build or regain the trust of their
stakeholders. Their work provides an insightful trust model that underpins
moral leadership—Ilooking at competence, motives, means, and impact. A
brilliant resource for anyone who wants to truly understand what trust is,
how it works, and what they can do to incorporate it into their leadership

practice.”
—Celia Moore, codirector, Centre for Responsible Leadership Imperial
College Business School
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* STAKEHOLDER: Customers

ECONOMIC PROMISE: « To provide products and services that
enhance their lives

LEGAL PROMISE: « To follow consumer protection laws and industry
regulations

ETHICAL PROMISE: « To make good on commitments

ETHICAL PROMISE: ¢ To disclose risks

ETHICAL PROMISE: « To remediate mistakes made or harm done

STAKEHOLDER: Employees

ECONOMIC PROMISE: « To provide a livelihood (pay, benefits,
training, opportunity)

LEGAL PROMISE: « To follow Ilabor, antidiscrimination, and
workplace safety laws

ETHICAL PROMISE: « To provide safe work conditions and to
disclose risks

ETHICAL PROMISE: « To be transparent about job security
ETHICAL PROMISE: « To treat everyone fairly

STAKEHOLDER: Suppliers

ECONOMIC PROMISE: * To be paid in a timely manner
LEGAL PROMISE: » To honor all contracts

ETHICAL PROMISE: « To prevent harm

ETHICAL PROMISE: « To honor commitments
ETHICAL PROMISE: « To provide accurate information

STAKEHOLDER: Investors

ECONOMIC PROMISE: « To provide returns

ECONOMIC PROMISE: « To manage risk

LEGAL PROMISE: » To fulfill fiduciary duties

LEGAL PROMISE: » To disclose material information

LEGAL PROMISE: « To abstain from insider trading and self-dealing
ETHICAL PROMISE: « To exercise diligent oversight

ETHICAL PROMISE:  To oversee leadership and company conduct



STAKEHOLDER: Government

ECONOMIC PROMISE: « To pay taxes and relevant fees and fines
ECONOMIC PROMISE: « To provide accurate information
ECONOMIC PROMISE: « To support open and fair markets

LEGAL PROMISE: « To comply with existing regulations

LEGAL PROMISE: « To contribute to legislation and rule-making that
advance social priorities

ETHICAL PROMISE: » To follow the spirit of the law even if there are
loopholes

ETHICAL PROMISE:  To cooperate with regulators and officials in
addressing problems

STAKEHOLDER: Society

ECONOMIC PROMISE: « To offer employment and economic
development

ECONOMIC PROMISE: « To fulfill important needs

LEGAL PROMISE: « To follow local and federal laws protecting the
public and the environment

ETHICAL PROMISE: « To minimize harm and protect public health,
the environment, and the local community

ETHICAL PROMISE: ¢ To set industry standards
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PublicAffairs is a publishing house founded in 1997. It is a tribute
to the standards, values, and flair of three persons who have
served as mentors to countless reporters, writers, editors, and

book people of all kinds, including me.

I. F. SToNE, proprietor of I. F. Stone’s Weekly, combined a com-
mitment to the First Amendment with entrepreneurial zeal and
reporting skill and became one of the great independent journal-
ists in American history. At the age of eighty, Izzy published 7The
Trial of Socrates, which was a national bestseller. He wrote the
book after he taught himself ancient Greek.

Benjamin C. BRADLEE was for nearly thirty years the charis-
matic editorial leader of The Washington Post. It was Ben who
gave the Post the range and courage to pursue such historic
issues as Watergate. He supported his reporters with a tenacity
that made them fearless and it is no accident that so many
became authors of influential, best-selling books.

RoserT L. BERNSTEIN, the chief executive of Random House
for more than a quarter century, guided one of the nation’s pre-
mier publishing houses. Bob was personally responsible for
many books of political dissent and argument that challenged
tyranny around the globe. He is also the founder and longtime
chair of Human Rights Watch, one of the most respected human
rights organizations in the world.
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For fitty years, the banner ot Public Attairs Press was carried by its
owner Morris B. Schnapper, who published Gandhi, Nasser, "Toyn-
bee, Truman, and about 1,500 other authors. In 1983, Schnapper
was described by The Washington Post as “a redoubtable gadfly.”
His legacy will endure in the books to come.

R B

Peter Osnos, Founder
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