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FROM THE EDITORS

Confronting a 
Changing World 

employees, embracing an unknown  
future, and avoiding layoffs. We were 
able to look to the best advice that has 
come out of research and practice from 
crises such as the 9/11 attacks, the fiscal 
crash of 2008, and Hurricane Sandy.

In aggregate, these articles make it 
clear that the best leaders do more than 
keep their organizations going through 
tough, uncertain times: They provide  
a source of steadiness and direction that 
brings out the best in their people. That 
might mean the difference between a 
hollowed-out organization and a staff 
that’s well positioned to innovate and 
create growth as our new normal sets in. 
It might mean the difference between 
everyone running in opposite directions 
and a team that sustains high perfor-
mance even in the face of rapid change.

And it might simply mean an employee 
who remembers amid the turmoil and 
trauma his or her boss’s moral courage  
or compassionate human face.

Be well,

– The Editors

OUR STAFF HAD INITIALLY  set out to 
cover marketing in this Summer Special 
Issue, and we were readying those 
materials for the printer when the world 
changed. In the early spring it quickly 
became clear that the worldwide spread 
of the coronavirus would have vast 
implications for our careers, companies, 
economies, and psyches, even if many 
of those implications are still unfolding 
as we go to press. With problems and 
stake holders clamoring, leaders are 
being forced to make some of the most 
important decisions of their careers  
to keep their people safe and their com-
panies afloat, all without knowing what 
tomorrow will look like, much less  
next quarter.

But though this crisis looks different 
from any we’ve faced, it’s not the first 
time leaders have had to confront  
a large-scale disaster, a struggling  
economy, or the unknown.

Abandoning our marketing issue, our 
team delved into HBR’s archives to find 
the best wisdom about leading through 
a crisis that has come out of a century  
of management thinking. In these pages 
we’ve included articles on communi-
cating through a crisis, finding growth 
in a downturn, managing traumatized 
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Leadership in 
a (Permanent) 
Crisis
When the economy recovers, things 
won’t return to normal—and a different 
mode of leadership will be required.

→  by RONALD HEIFETZ, ALEXANDER GRASHOW, 
and MARTY LINSKY

ORIGINALLY PUBLISHED JULY–AUGUST 2009

LEADING IN A CRISIS

IT WOULD BE profoundly reassuring to view the current eco-
nomic crisis as simply another rough spell that we need to get 
through. Unfortunately, though, today’s mix of urgency, high 
stakes, and uncertainty will continue as the norm even after the 
recession ends. Economies cannot erect a fi rewall against inten-
sifying global competition, energy constraints, climate change, 
and political instability. The immediate crisis—which we will 
get through, with the help of policy makers’ expert technical 
adjustments—merely sets the stage for a sustained or even 
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prowess, which solves the immediate 
problem of survival, inadvertently lets 
patients off the hook for changing their 
lives to thrive in the long term. High 
stakes and uncertainty remain, but the 
diminished sense of urgency keeps most 
patients from focusing on the need for 
adaptation.

People who practice what we call 
adaptive leadership do not make this 
mistake. Instead of hunkering down, 
they seize the opportunity of moments 
like the current one to hit the organi-
zation’s reset button. They use the turbu-
lence of the present to build on and bring 
closure to the past. In the process, they 
change key rules of the game, reshape 
parts of the organization, and redefine 
the work people do. 

We are not talking here about shaking 
up an organization so that nothing 
makes sense anymore. The process of 
adaptation is at least as much a process 
of conservation as it is of reinvention. 
Targeted modifications in specific 
strands of the organizational DNA will 
make the critical difference. (Consider 
that human beings share more than 90% 
of their DNA with chimpanzees.) 

Still, people will experience loss. 
Some parts of the organization will have 
to die, and some jobs and familiar ways 
of working will be eliminated. As people 
try to develop new competencies, they’ll 
often feel ashamed of their incompe-
tence. Many will need to renegotiate loy-
alties with the mentors and colleagues 
whose teachings no longer apply. 

Your empathy will be as essential for 
success as the strategic decisions you 
make about what elements of the organi-
zational DNA to discard. That is because 
you will need people’s help—not their 

Hunker Down— 
or Press “Reset”
The danger in the current economic 
situation is that people in positions of 
authority will hunker down. They will 
try to solve the problem with short-term 
fixes: tightened controls, across-the-
board cuts, restructuring plans. They’ll 
default to what they know how to do 
in order to reduce frustration and quell 
their own and others’ fears. Their pri-
mary mode will be drawing on familiar 
expertise to help their organizations 
weather the storm. 

That is understandable. It’s natural 
for authority figures to try to protect 
their people from external threats so 
that everyone can quickly return to busi-
ness as usual. But in these times, even 
the most competent authority will be 
unable to offer this protection. The orga-
nizational adaptability required to meet 
a relentless succession of challenges is 
beyond anyone’s current expertise. No 
one in a position of authority—none of 
us, in fact—has been here before. (The 
expertise we relied on in the past got us 
to this point, after all.) An organization 
that depends solely on its senior man-
agers to deal with the challenges risks 
failure.

That risk increases if we draw the 
wrong conclusions from our likely 
recovery from the current economic 
downturn. Many people survive heart 
attacks, but most cardiac surgery pa-
tients soon resume their old ways: Only 
about 20% give up smoking, change 
their diet, or get more exercise. In fact, 
by reducing the sense of urgency, the 
very success of the initial treatment 
creates the illusion of a return to nor-
malcy. The medical experts’ technical 

permanent crisis of serious and unfamil-
iar challenges. 

Consider the heart attack that strikes 
in the middle of the night. EMTs rush 
the victim to the hospital, where expert 
trauma and surgical teams—executing 
established procedures because there is 
little time for creative improvisation—
stabilize the patient and then provide 
new vessels for the heart. The emer-
gency has passed, but a high-stakes, if 
somewhat less urgent, set of challenges 
remains. Having recovered from the 
surgery, how does the patient prevent 
another attack? Having survived, how 
does he adapt to the uncertainties of a 
new reality in order to thrive? The crisis 
is far from over. 

The task of leading during a sustained 
crisis—whether you are the CEO of a 
major corporation or a manager heading 
up an impromptu company initiative— 
is treacherous. Crisis leadership has two 
distinct phases. First is that emergency 
phase, when your task is to stabilize  
the situation and buy time. Second is the  
adaptive phase, when you tackle the 
underlying causes of the crisis and build 
the capacity to thrive in a new reality. 
The adaptive phase is especially tricky: 
People put enormous pressure on 
you to respond to their anxieties with 
authoritative certainty, even if doing so 
means overselling what you know and 
discounting what you don’t. As you ask 
them to make necessary but uncomfort-
able adaptive changes in their behavior 
or work, they may try to bring you 
down. People clamor for direction, while 
you are faced with a way forward that 
isn’t at all obvious. Twists and turns are 
the only certainty. 

Yet you still have to lead. 

LEADING IN A CRISIS
LEADERSHIP IN A (PERMANENT) CRISIS
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Idea in Brief  

Are you waiting for things 
to return to normal in your 
organization? Sorry. Leadership 
will require new skills tailored to 
an environment of urgency, high 
stakes, and uncertainty—even 
after the current economic crisis 
is over.

YOU’LL HAVE TO
Foster adaptation, helping 
people develop the “next 
practices” that will enable 
the organization to thrive in 
a new world, even as they 
continue with the best practices 
necessary for current success.

Embrace disequilibrium, 
keeping people in a state that 
creates enough discomfort to 
induce change but not so much 
that they fight, flee, or freeze.

Generate leadership, giving 
people at all levels of the 
organization the opportunity to 
lead experiments that will help  
it adapt to changing times. 

You won’t achieve your 
leadership aims if you sacrifice 
yourself by neglecting your 
needs.

beyond a smart marketing plan. It would 
demand a change in the company’s 
orientation. 

Getting an organization to adapt to 
changes in the environment is not easy. 
You need to confront loyalty to legacy 
practices and understand that your  
desire to change them makes you a 
target of attack. Gilbert believed that 
instead of simply selling technology 
products to mostly male customers, 
Best Buy needed to appeal to women by 
reflecting the increasing integration of 
consumer electronics into family life. So 
Gilbert headed up an initiative to estab-
lish in-store boutiques that sold home 
theater systems along with coordinated 
furniture and accessories. Stores set up 
living-room displays to showcase not 
just the electronics but also the enter-
tainment environment. Salespeople 
were trained to interact with the pre-
viously ignored female customers who 
came in with men to look at systems.

Gilbert says that championing this 
approach subjected her to some nasty 
criticism from managers who viewed 
Best Buy as a retailer of technology 
products, not experiences. But focusing 
on the female purchaser when a man 
and a woman walked into the store—
making eye contact and greeting her, 
asking about her favorite movies and 
demonstrating them on the systems—
often resulted in the couple’s purchas-
ing a higher-end product than they had  
originally considered. According to 
Gilbert, returns and exchanges of pur-
chases made by couples were 60%  
lower than those made by men. With 
the rethinking of traditional practices, 
Best Buy’s home theater business flour-
ished, growing from two pilot in-store 

blind loyalty as they follow you on a path 
to the future but their enthusiastic help 
in discovering that path. And if they are 
to assist you, you must equip them with 
the ability to perform in an environment 
of continuing uncertainty and uncontrol-
lable change.

Today’s Leadership Tasks 
In this context, leadership is an impro-
visational and experimental art. The 
skills that enabled most executives to 
reach their positions of command— 
analytical problem solving, crisp deci-
sion making, the articulation of clear 
direction— can get in the way of success. 
Although these skills will at times still be 
appropriate, the adaptive phase of  
a crisis requires some new leadership  
practices. 

Foster adaptation. Executives today 
face two competing demands. They 
must execute in order to meet today’s 
challenges. And they must adapt what 
and how things get done in order to 
thrive in tomorrow’s world. They must 
develop “next practices” while excelling 
at today’s best practices.

Julie Gilbert is evidence that these 
dual tasks can—indeed, should—be 
practiced by people who do not happen 
to be at the very top of an organization. 
As a vice president and then senior VP 
at retailer Best Buy from 2000 to early 
2009, she saw a looming crisis in the 
company’s failure to profit from the 
greater involvement of women in the 
male-oriented world of consumer elec-
tronics. Women were becoming more 
influential in purchasing decisions, 
directly and indirectly. But capitalizing 
on this trend would require something 

           Keep your hand on the thermostat. If the 
heat’s too low, people won’t make difficult decisions.  
If it’s too high, they might panic.
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formance while positioning the organiza-
tion to deploy more of its people to reach 
wider markets. 

Embrace disequilibrium. Without 
urgency, difficult change becomes far 
less likely. But if people feel too much 
distress, they will fight, flee, or freeze. 
The art of leadership in today’s world 
involves orchestrating the inevitable 
conflict, chaos, and confusion of change 
so that the disturbance is productive 
rather than destructive. 

Health care is in some ways a micro-
cosm of the turbulence and uncertainty 
facing the entire economy. Paul Levy, the 
CEO of Beth Israel Deaconess Medical 
Center, in Boston, is trying to help his 
organization adapt to the industry’s 
constant changes.

When Levy took over, in 2002, Beth 
Israel Deaconess was a dysfunctional 
organization in serious financial trou-
ble. Created several years previously 
through the hasty merger of two Har-
vard Medical School teaching hospitals, 
it had struggled to integrate their very 
different cultures. Now it was bleed-
ing red ink and faced the likelihood of 
being acquired by a for-profit company, 
relinquishing its status as a prestigious 
research institution. Levy quickly made 
changes that put the hospital on a 
stronger financial footing and eased the 
cultural tensions. 

To rescue the medical center, Levy 
had to create discomfort. He forced peo-
ple to confront the potentially disastrous 
consequences of maintaining the status 
quo—continued financial losses, massive 
layoffs, an outright sale—stating in a 
memo to all employees that “this is our 
last chance” to save the institution. He 
publicly challenged powerful medical 

ment that products coming to market 
are experiments, prototypes to be 
improved in the next iteration.

Best Buy’s home theater business was 
one experiment. A much broader one at 
the company grew out of Gilbert’s belief 
that in order to adapt to an increasingly 
female customer base, Best Buy would 
need to change the role of women within 
the organization. The company had tra-
ditionally looked to senior executives for 
direction and innovation. But, as Gilbert 
explained to us, a definition of con-
sumer electronics retailing that included 
women would ultimately have to come 
from the bottom up. Appealing to female 
customers required empowering female 
employees at all levels of the company. 

This led to the creation of “WoLF 
(Women’s Leadership Forum) packs,”  
in which women, from store cashiers to  
corporate executives, came together  
to support one another and to generate 
innovative projects by drawing on their 
collective experience. In an unorthodox 
attempt to neutralize the threat to Best 
Buy’s traditionally male culture, two 
men paired up with two women to lead 
each group. 

More than 30,000 employees joined 
WoLF packs. The company says the 
initiative strengthened its pipeline of 
high-potential leaders, led to a surge in 
the number of female job applicants, and 
improved the bottom line by reducing 
turnover among female employees. 
Gilbert, who recently left Best Buy to 
help other companies establish similar 
programs, was able to realize the dual 
goal of adaptive leadership: tackling the 
current challenge and building adapt-
ability. She had an immediate positive 
impact on the company’s financial per-

boutiques in mid-2004 to more than 350  
five years later. 

As you consider eliminating prac-
tices that seem ill-suited to a changing 
environment, you must distinguish the 
essential from the expendable. What is 
so precious and central to an organiza-
tion’s identity and capacity that it must 
be preserved? What, even if valued by 
many, must be left behind in order to 
move forward? 

Gilbert wanted to preserve Best Buy’s 
strong culture of responding to custom-
ers’ needs. But the company’s almost 
exclusively male culture—“guys selling 
to guys”—seemed to her a barrier to suc-
cess. For example, the phrase “the jets 
are up” meant that the top male execu-
tives were aboard corporate aircraft on a 
tour of Best Buy stores. The flights gave 
them a chance to huddle on important 
issues and bond with one another. Big 
decisions were often announced follow-
ing one of these trips. After getting a call 
with a question about female customers 
from one such group visiting a Best Buy 
home theater boutique, Gilbert per-
suaded senior executives never to let  
the jets go up without at least one 
woman on board. 

Because you don’t know quite where 
you are headed as you build an organiza-
tion’s adaptability, it’s prudent to avoid 
grand and detailed strategic plans.  
Instead, run numerous experiments. 
Many will fail, of course, and the way 
forward will be characterized by con-
stant midcourse corrections. But that 
zigzagging path will be emblematic of 
your company’s ability to discover better 
products and processes. Take a page out 
of the technology industry’s playbook: 
Version 2.0 is an explicit acknowledg-

           An executive team on its own can’t  
find the best solutions. But leadership can generate 
more leadership deep in the organization.
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ties, and direct stakes lie behind them. 
So you need to act politically as well 
as analytically. In a period of turmoil, 
you must look beyond the merits of an 
issue to understand the interests, fears, 
aspirations, and loyalties of the factions 
that have formed around it. Orchestrat-
ing conflicts and losses and negotiating 
among various interests are the name of 
the game.

That game requires you to create a 
culture of courageous conversations. In 
a period of sustained uncertainty, the 
most difficult topics must be discussed. 
Dissenters who can provide crucial 
insights need to be protected from the 
organizational pressure to remain silent. 
Executives need to listen to unfamiliar 
voices and set the tone for candor and 
risk taking.

Early in 2009, with Beth Israel Dea-
coness facing a projected $20 million an-
nual loss after several years of profitabil-
ity, Paul Levy held an employee meeting 
to discuss layoffs. He expressed concern 
about how cutbacks would affect low-
wage employees, such as housekeepers, 
and somewhat cautiously floated what 
seemed likely to be an unpopular idea: 
protecting some of those low-paying 
jobs by reducing the salary and benefits 
of higher-paid employees—including 
many sitting in the auditorium. To his 
surprise, the room erupted in applause. 

His candid request for help led to 
countless suggestions for cost savings, 
including an offer by the 13 medical de-
partment heads to save 10 jobs through 
personal donations totaling $350,000. 
These efforts ultimately reduced the 
number of planned layoffs by 75%. 

Generate leadership. Corporate 
adaptability usually comes not from 

factions within the hospital and made 
clear he’d no longer tolerate clashes 
between the two cultures.

But a successful turnaround was no 
guarantee of long-term success in an 
environment clouded by uncertainty. 
In fact, the stability that resulted from 
Levy’s initial achievements threatened 
the hospital’s ability to adapt to the suc-
cession of challenges that lay ahead. 

Keeping an organization in a produc-
tive zone of disequilibrium is a delicate 
task; in the practice of leadership, you 
must keep your hand on the thermostat. 
If the heat is consistently too low, people 
won’t feel the need to ask uncomfortable 
questions or make difficult decisions. If 
it’s consistently too high, the organiza-
tion risks a meltdown: People are likely 
to panic and hunker down.

Levy kept the heat up after the 
financial emergency passed. In a move 
virtually unprecedented for a hospital, 
he released public quarterly reports on 
medical errors and set a goal of elimi-
nating those errors within four years. 
Although the disclosures generated 
embarrassing publicity, Levy believed 
that acknowledging and learning from 
serious mistakes would lead to improved 
patient care, greater trust in the institu-
tion, and long-term viability. 

Maintaining the right level of disequi-
librium requires that you depersonalize 
conflict, which naturally arises as people 
experiment and shift course in an envi-
ronment of uncertainty and turbulence. 
The aim is to focus the disagreement 
on issues, including some of your own 
perspectives, rather than on the inter-
ested parties. But the issues themselves 
are more than disembodied facts and 
analysis. People’s competencies, loyal-

some sweeping new initiative dreamed 
up at headquarters but from the accumu-
lation of microadaptations originating 
throughout the company in response to 
its many microenvironments. Even the 
successful big play is typically a prod-
uct of many experiments, one of which 
finally proves pathbreaking. 

To foster such experiments, you have 
to acknowledge the interdependence of 
people throughout the organization, just 
as companies increasingly acknowledge 
the interdependence of players—suppli-
ers, customers, even rivals—beyond their 
boundaries. It is an illusion to expect that 
an executive team on its own will find 
the best way into the future. So you must 
use leadership to generate more leader-
ship deep in the organization. 

At a worldwide partners’ meeting in 
June 2000, Egon Zehnder, the founder 
of the executive search firm bearing 
his name, announced his retirement. 
Instead of reflecting on the 36-year-old 
firm’s steady growth under his leader-
ship, he issued a warning: Stability “is a 
liability, not an asset, in today’s world,” 
he said. “Each new view of the horizon 
is a glance through a different turn of the 
kaleidoscope” (a symbol of disequilib-
rium, if there ever was one). “The future 
of this firm,” Zehnder continued, “is to-
tally in the hands of the men and women 
here in this room.” 

From someone else, the statement 
might have come across as obligatory 
pap. But Egon Zehnder built his firm on 
the conviction that changes in internal 
and external environments require a 
new kind of leadership. He saw early 
on that his start-up could not realize its 
full potential if he made himself solely 
responsible for its success.

LEADING IN A CRISIS
LEADERSHIP IN A (PERMANENT) CRISIS
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aim, of course, is for everyone to “act 
like they own the place” and thus be 
motivated to come up with innovations 
or take the lead in creating value for their 
company from wherever they sit.

Zehnder did in fact convert the 
firm into a corporation in which every 
partner, including himself, held an equal 
share of equity and had an equal vote at 
partners’ meetings. Everyone’s compen-
sation rose or fell with the firm’s overall 
performance. The aim was to make all 
the partners “intertwined in substance 
and purpose.”

Zehnder’s collaborative and dis-
tributed leadership model informed a 
strategic review that the firm undertook 
just after his retirement. In the short 
term, the partners faced a dramatic 
collapse in the executive search market; 
their long-term challenge was a shifting 
competitive landscape, including the rise 
of online recruiting and the initial public 
offerings of several major competitors. 
As the firm tried to figure out how to 
adapt and thrive in this environment, 
Zehnder’s words hung in the air: “How 
we deal with change differentiates the 
top performers from the laggards. But 
first we must know what should never 
change. We must grasp the difference 
between timeless principles and daily 
practices.” Again, most sustainable 
change is not about change at all but 
about discerning and conserving what  
is precious and essential. 

The firm took a bottom-up approach 
to sketching out its future, involving ev-
ery partner, from junior to senior, in the 
process. It chose to remain a private part-
nership. Unlike rivals that were ordering 
massive downsizing, the firm decided 
there would be virtually no layoffs:  

Individual executives just don’t have 
the personal capacity to sense and make 
sense of all the change swirling around 
them. They need to distribute leadership 
responsibility, replacing hierarchy and 
formal authority with organizational 
bandwidth, which draws on collective 
intelligence. Executives need to relax 
their sense of obligation to be all and 
do all and instead become comfortable 
sharing their burden with people oper-
ating in diverse functions and locations 
throughout the organization. By pushing 
responsibility for adaptive work down 
into the organization, you clear space for 
yourself to think, probe, and identify the 
next challenge on the horizon.

To distribute leadership responsibil-
ity more broadly, you need to mobi-
lize everyone to generate solutions by 
increasing the information flow that 
allows people across the organization  
to make independent decisions and 
share the lessons they learn from  
innovative efforts. 

To generate new leadership and 
innovative ideas, you need to leverage 
diversity—which, of course, is easier 
said than done. We all tend to spend 
time with people who are similar to us. 
Listening and learning across divides is 
taxing work. But if you do not engage the 
widest possible range of life experiences 
and views—including those of younger 
employees—you risk operating without  
a nuanced picture of the shifting reali-
ties facing the business internally and 
externally.

Creating this kind of environment 
involves giving up some authority 
usually associated with leadership and 
even some ownership, whether legal or 
psychological, in the organization. The 

Best Buy  
A senior vice president helped the 
company adapt to the reality that women 
increasingly make consumer electronics 
purchasing decisions.

Beth Israel Deaconess  
Medical Center  
The new CEO helped a dysfunctional 
organization created through the hasty 
merger of two Harvard teaching hospitals 
adapt to modern health care challenges.

Egon Zehnder International  
The founder fostered a leadership style 
that helped the executive search firm 
adapt to the rise of online recruiting and 
competitors’ IPOs.

Adaptive 
Leadership  
in Practice

LEADING IN A CRISIS
LEADERSHIP IN A (PERMANENT) CRISIS
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opportunity to mobilize the resources 
of people to thrive in a changing and 
challenging world. 

EDITOR NOTE: Some of the information in this 
article was drawn from “Paul Levy: Taking Charge 
of the Beth Israel Deaconess Medical Center,” 
HBS case no. 9-303-008, and “Strategic Review 
at Egon Zehnder International,” HBS case no. 
9-904-071. 
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too much from your organization, you 
might use the time to ask yourself, “Am I 
pushing too hard? Am I at risk of grinding 
people into the ground, including my-
self? Do I fully appreciate the sacrifices 
I’m asking people to make?” 

Third, reach out to confidants with 
whom you can debrief your workdays 
and articulate your reasons for taking 
certain actions. Ideally, a confidant is not 
a current ally within your organization— 
who may someday end up on the oppo-
site side of an issue—but someone  
external to it. The most important  
criterion is that your confidant care  
more about you than about the issues  
at stake. 

Fourth, bring more of your emotional 
self to the workplace. Appropriate dis-
plays of emotion can be an effective tool 
for change, especially when balanced 
with poise. Maintaining this balance lets 
people know that although the situation 
is fraught with feelings, it is containable. 
This is a tricky tightrope to walk, espe-
cially for women, who may worry about 
being dismissed as too emotional.

Finally, don’t lose yourself in your 
role. Defining your life through a single 
endeavor, no matter how important your 
work is to you and to others, makes you 
vulnerable when the environment shifts. 
It also denies you other opportunities  
for fulfillment. 

Achieving your highest and most 
noble aspirations for your organization 
may take more than a lifetime. Your 
efforts may only begin this work. But 
you can accomplish something worth-
while every day in the interactions you 
have with the people at work, with your 
family, and with those you encounter by 
chance. Adaptive leadership is a daily 

Preserving the social fabric of the organi-
zation, crucial to long-term success, was 
deemed more important than short-term 
financial results. In fact, the firm opted 
to continue hiring and electing partners 
even during the down market. 

Rooted in its culture of interdepen-
dence, the firm adapted to a changing 
environment, producing excellent 
results, even in the short term, as it 
gained market share, maintained healthy 
margins, and sustained morale—a major 
source of ongoing success. Adaptive  
work enabled the firm to take the best  
of its history into the future.

Taking Care of Yourself 
To keep yourself from being corralled 
by the forces that generated the crisis 
in the first place, you must be able to 
depart from the default habits of authori-
tative certainty. The work of leadership 
demands that you manage not only the 
critical adaptive responses within and 
surrounding your business but also your 
own thinking and emotions.

This will test your limits. Taking care 
of yourself both physically and emotion-
ally will be crucial to your success. You 
can achieve none of your leadership aims 
if you sacrifice yourself to the cause. 

First, give yourself permission to be 
both optimistic and realistic. This will 
create a healthy tension that keeps 
optimism from turning into denial and 
realism from devolving into cynicism. 

Second, find sanctuaries where you 
can reflect on events and regain per-
spective. A sanctuary may be a place or 
an activity that allows you to step away 
and recalibrate your internal responses. 
For example, if you tend to demand 

           Appropriate displays of emotion can be an effective 
tool for change when balanced with poise, conveying that although 
the situation is fraught with feelings, it is containable.
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AT 8:45 am ON SEP TEMBER 11 ,  2001, 
John Murphy, the CEO of Oppenheimer 
Funds, was out for a run in lower  
Manhattan’s Battery Park. He was think-
ing about the company’s reorganization 
plan, which he had announced the day 
before, when suddenly he saw an ex-
plosion near the top of the north tower 
of the World Trade Center. He stopped 
to watch black smoke pour from the 
place of impact—an awful lot of smoke, 

it seemed, for what was probably a small 
plane that had lost its way. He thought 
of his own employees in the neighboring 
south tower and made a mental note 
not to renew Oppenheimer’s lease in 
that building. “First the bombing in 1993 
and now a plane accident,” he thought. 
“What’s next?” He continued jogging, 
now in the direction of the office.

At the same moment, some 1,600 
miles away, Timothy Doke was fighting 

LEADING IN A CRISIS

Crisis  
Communication: 
Lessons from 9/11
When the worst happens, companies have to put 
their employees’ interests above all else.
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emergency action. But if 9/11 taught us 
anything, it’s that we can’t anticipate 
every contingency. Sometimes, we have 
no choice but to improvise. Here, too, 
the experiences I uncovered can serve as 
useful models. Improvisation, after all, is 
most effective when a strong corporate 
mission and vision are already in place to 
inform and guide it.

Get on the Scene
In a move that would soon attain legend
ary status, New York City Mayor Rudolph 
Giuliani arrived at the World Trade 
Center within minutes of the first attack 
to take charge of the rescue operation. 
In the days and weeks that followed, he 
would conduct several press conferences 
in the vicinity of the destroyed towers, 
attend many funerals and memorial 
services, and maintain what seemed like 
a ubiquitous presence in the city. His 
visibility, combined with his decisive
ness, candor, and compassion, lifted the 
spirits of all New Yorkers—indeed, of all 
Americans. 

During the crisis, the most effective 
managers maintained similarly high 
levels of visibility in their own organi
zations. They understood that a central  
part of their job is political and that their 
employees are, in a very real sense,  
their constituents. In periods of up
heaval, workers want concrete evidence 
that top management views their distress 
as one of the company’s key concerns. 
Written statements have their place, 
but oral statements and the sound of an 
empathic human voice commu nicate sin
cerity. And if the voice belongs to a com
pany leader, the listener has reason to 
think that the full weight of the company 

of their impact on business. Some com
panies lost scores of employees. Many 
others saw key components of their 
infrastructure destroyed, at least tempo
rarily. A still larger group had to struggle 
with secondary effects—customers 
requiring heroic levels of service, suppli
ers unable to fill orders, breakdowns in 
transportation and communication, col
lapses in demand. And every company in 
the country had to deal with traumatized 
and bewildered workers. Suddenly, crisis 
management was every executive’s job.

I’ve spoken with many managers 
about their experiences and how they 
responded to the events of 9/11. Some of 
them, like John Murphy and Mary Beth 
Bardin, were near Ground Zero. Others, 
like Tim Doke, were far away from the 
site of the attacks but were nevertheless 
buffeted by their impact. What I discov
ered is that, in a time of extreme crisis, in
ternal communications take precedence. 
Before any other constructive action can 
take place—whether it’s serving custom
ers or reassuring investors—the morale of 
employees must be rebuilt. In the words 
of Ray O’Rourke, managing director for 
global corporate affairs at Morgan Stanley 
in New York, “We knew within the first 
day that, even though we are a financial 
services company, we didn’t have a finan
cial crisis on our hands; we had a human 
crisis. After that point, everything was 
focused on our people.” 

In my conversations with a range of 
executives, I was able to distill five les
sons that I think can serve as guide
posts for any company facing a crisis that 
undermines its employees’ com posure, 
confidence, or concentration. Many of 
these lessons relate to preparation—to 
establishing plans and mechanisms for 

rushhour traffic on his way to American 
Airlines headquarters in Dallas. His pager 
went off at the same time his cell phone 
started ringing. As Doke, American’s vice 
president of corporate communications, 
scrambled to answer the phone and fish 
the pager out of his pocket, a sinking feel
ing came over him—a feeling made worse 
by a voice on the phone informing him 
that one of American’s flights out of Bos
ton had been hijacked. Doke passed the 
exit to his office and headed for the next 
one, which would take him to American’s 
strategic command center, the compa
ny’s hub for handling crisis situations.

Back in New York City, Mary Beth 
Bardin was in a cab on the trafficsnarled 
streets of midtown Manhattan on her 
way to a breakfast meeting when she, 
too, saw smoke billowing into the oth er
wise clear blue skies. “Something must 
be on fire downtown,” she thought. The 
cabdriver turned on the radio, and Bar
din was stunned to hear that a jetliner 
had crashed into one of the World Trade 
Center’s towers. Traffic ground to a halt, 
and Bardin, executive vice president 
of public affairs and communications 
at Verizon, jumped out of the cab and 
headed on foot to her company’s offices 
at 42nd Street and Sixth Avenue. She 
immediately thought about the 2,200 
Verizon employees working in lower 
Manhattan, especially those located in 
the World Trade Center and in Verizon 
Wireless’s store there. Could they have 
been hurt? Her pace quickened, and she 
reached for her cell phone to let head
quarters know she was on her way in.

M AN Y COM PAN I E S H AVE faced disasters 
in the past. What was unique about the 
events of September 11 was the breadth 
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Idea in Brief  

THE PROBLEM
During a crisis, company 
leaders must prioritize 
employees’ safety and morale, 
not just the business’s needs. 
Communicating effectively 
ensures your people have the 
information they need to feel 
protected and supported.

THE SOLUTION
Five strategies can help you 
respond to the crisis. Be visible 
and update employees with 
the latest information. Use 
communication channels that 
will reach the greatest number 
of workers. Show people that 
doing their jobs right now can 
be useful and productive. Have 
contingency plans for when your 
usual communication channels 
break down. Let employees 
improvise in ways that draw 
on the company’s mission and 
values.

THE RESULT
Strong leadership during 
a catastrophe can bring 
employees closer together, 
building a sense of community 
that remains long after the 
catastrophe has ended.

Seidenberg himself inspected the damage 
to Verizon’s building at 140 West Street. 

Employees at the New York Times 
faced a particularly harrowing challenge 
after the attacks. They were as trauma
tized as other New Yorkers—the compa
ny’s main offices are on West 43rd  
Street, about three miles from Ground 
Zero, close enough for them to see the 
smoke. But it was their job to cover  
the attacks with the clearheadedness 
and distance of professional journalists. 
The sheer scale of the event, and its 
effect on friends and neighbors, shook 
even the most hardbitten newsroom 
veterans. Russell Lewis, CEO of the New 
York Times Company, realized that the 
leadership team had to be seen acting 
“calmly, rationally, and humanely”— 
indeed, to be seen smiling—“so that our 
staff would mirror our behavior.” One 
of the first things he did was to go to the 
building’s fire command station and use 
its emergency publicaddress system 
to assure the staff that, until more was 
known about the attack, the safest place 
to be was within the Times’ fortresslike 
headquarters. He would use the system 
frequently over the next several days to 
reassure and update employees.

“When people heard us on the 
speakers, they listened. Your voice 
must sound calm, in control and, most 
important, ear nest,” says Lewis, think
ing back. He, Chairman and Publisher 
Arthur Ochs Sulz berger, Jr., and Times 
newspaper Pres ident Janet Robinson 
became the crisis management team, 
walking through out the building each 
day to answer employees’ questions 
concerning such matters as building 
security and to thank them for their ded
ication. “Most of all, we wanted people 

stands behind whatever prom ises and 
assurances are being made. In the words 
of Rob Den sen, Oppenheimer’s director 
of corporate affairs and a survivor of the 
1993 bombing of the World Trade Center, 
most people engulfed in a crisis “want to 
be led and accordingly need to trust that 
you are going to lead them.” 

As the local telephone service pro   
vider to much of New York, Verizon  
faced enormous business and oper
ational challenges in the wake of the 
Trade Center attacks. The 2,200 Verizon 
employees who were situated in the 
vicinity of the Center were involved in 
running the densest knot of cables and 
switches anywhere in the world. The 
attack knocked out 300,000 voice access 
lines and 4.5 million data circuits and left 
ten cellular towers inactive, depriving 
14,000 businesses and 20,000 residen
tial customers of service. Within hours, 
Larry Babbio, the head of the company’s 
telecom business, traveled to the site to 
inquire after the safety of employees and 
inspect the damage. The CEO, Ivan Sei
denberg, during the week following the 
attack, worked closely and at length with 
the communications team to craft and 
record voice mails addressed to employ
ees who could still be reached outside 
the area of devastation. These messages 
went out daily until the stock market 
reopened the following Monday. “This 
was a time for leadership, and employees 
wanted to hear directly from the leader,” 
Bardin says. The messages focused on 
employee safety, those unaccounted for, 
the condition of the network, and how 
Verizon was going to get the New York 
Stock Exchange open for business. In 
addition, senior managers toured various 
facilities to meet with employees, and 

           Before any other constructive action can take 
place—whether it’s serving customers or reassuring investors—
the morale of employees must be rebuilt.
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tive. They read it, analyze it, question it. 
The media were critical for communicat
ing with our employees.”

Oppenheimer’s Rob Densen concurs: 
“Employees take their cue from the 
external media, so you need to demon
strate your functionality through the 
media.” One way Oppenheimer did so 
was by publishing a fullpage letter  
from Murphy to his employees in the 
Wall Street Journal, USA Today, and  
the New York Times. 

Some employees will trust a message 
that has been mediated by indepen   
dent gatherers and distributors of the  
news more than one that comes directly 
from the company or appears as a paid 
advertisement. This filtering effect is  
especially useful at companies where 
employees tend to be suspicious of 
statements from management. American 
Air lines, for instance, has had a history of 
troubled relations with two of its unions, 
the Association of Professional Flight 
Attendants and the Allied Pilots Associa
tion. According to Tim Doke, “In a crisis, 
we usually end up relying on news media 
to get our message out.…[CEO] Don Carty 
speaking directly to employees through 
media outlets such as CNN’s Larry King 
Live and the network morning shows has 
built bridges and created understanding 
between management and labor.” In the 
aftermath of 9/11, both unions waived a 
number of the rights of their rank and file 
to help American Airlines get its planes 
back in the air. 

Although some companies have put 
computer kiosks on factory floors, the 
continuous nature of manufacturing 
operations and the distance of some 
workers from online hookups make 
communicating via email in such ven

cation. Phone lines and power lines may 
be destroyed. Computer networks may 
go down. Groups of employees may be 
stranded or isolated. This was certainly 
the situation many companies faced af
ter 9/11. To reach their people, managers 
often had to be creative in using unusual 
communication channels. Many, for 
instance, used the mass media to com
municate with employees. Oppenheimer 
Funds, which occupied five floors at Two 
World Trade Center, wanted to send a 
message to both its employees and its 
customers that it would be operational 
as soon as the mar kets reopened. So 
CEO John Murphy appeared on CNBC’s 
Squawk Box to deliver that message. In 
fact, its contingency site in New Jersey 
was ready for trading before the markets 
reopened.

Normally, of course, the news media 
and corporate America have what may 
best be described as an adversarial 
relationship—one that communications 
officers are asked to “manage.” However, 
as the events of 9/11 unfolded, many of 
them realized that they needed to start 
thinking of the media as allies—in part 
because their failed communications 
systems left them no other choice. At 
Morgan Stanley, the voice mail system 
serving its 2,700 employees based in 
Two World Trade Center and another 
1,000 in Five World Trade Center, a 
smaller structure, had been disabled, as 
had the internal Web site for its broker 
network. 

But affected companies did not view 
the media channel as merely a default 
communications system. Ray O’Rourke  
of Morgan Stanley explains: “[Our 
employees] take realtime news feeds on 
their desktops. They are very news sensi

to know we were all in the same boat,” 
Lewis says.

Communicating with the people actu
ally covering 9/11 was far from unneces
sary. “If anything,” he says, “journalists 
need ed more information [than other 
Times employees] about what the com
pany was doing in response to the crisis. 
They are paid to be skeptical of author
ity, and if you can’t adequately explain 
and defend what it is you’re telling them, 
they won’t go along.” 

The presence of senior management 
wasn’t just important for companies in 
Manhattan—all around the country,  
bewildered and frightened employees 
were hungry for leadership. Think of 
Dell. It’s headquartered in Texas, and its 
people suffered little direct impact from 
the terrorism. Yet they were devastated 
emotionally. Within a few days of 9/11, 
CEO Michael Dell and Kevin Rollins, 
Dell’s president and chief operating  
officer, out of a simple desire to be 
involved and heard, decided they would 
meet with all of their directors and vice 
presidents, who were encouraged to 
talk about how they and their teams 
were holding up. To keep the meetings 
small and personal, three were held. 
The meetings were also taped and put 
on the company intranet for the benefit 
of every employee. In a stark departure 
from business as usual, Dell and Rollins 
said the focus should not be on sales or 
margins but rather on Dell’s people and 
helping affected customers rebuild.

Choose Your  
Channels Carefully
Whether natural or manmade, disasters 
often disrupt normal flows of communi

           Operations during a crisis should be decentralized, 
but decision making should not be.
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Company, no one had to even ask that 
question. Our mission is to put out the 
best newspaper we can so that readers 
can be as informed as possible. Just like a 
trauma surgeon, this is what we train for. 
There was no question that our employ
ees felt that their job had meaning. And 
in the end, the Times received Pulitzer 
Prizes for its 9/11 reporting.”

A focus on work, in fact, can be enor
mously helpful to employees in a time 
of crisis. It provides an outlet for their 
desire to help, gets them back into a  
normal routine, fosters their pride in the 
company and what they do, and builds 
strong bonds between themselves and 
their customers, many of whom desper
ately need the company to keep their 
products and services flowing.

According to Elizabeth Heller Allen, 
vice president of corporate communi
cations at Dell, “the key was finding 
an outlet for our employees’ desire to 
help.” The urgency of getting some 75 
of Dell’s customers at Ground Zero and 
others in the DC area back in business 
pull ed the staff together. At the same 
time, the senior leadership knew that 
only a re vitalized staff would be able 
to deliver on Dell’s strong reputation 
for customer service. A Dell document 
stated that the objective of its response 
plan was “to increase employee un
derstanding of how the September 11 
terrorist attacks affected Dell’s custom
ers and busi ness and how Dell would re
spond.” But, other company documents 
showed, top management knew that 
Dell’s employees could assist affected 
customers only if they had a sense of 
security themselves.

Dell’s business model, which dis
penses with the middleman, puts the 

ues difficult. American Airlines found a 
way around this by using its reservation 
system to reach as many employees as 
possible. “[Carty’s] voice mails were 
transcribed and sent to the SABRE ma
chines—those machines that print your 
itineraries and tickets—as well as posted 
on the Internet and emailed to employ
ees,” says Doke. 

The machines are scattered all over 
airports, including employee lounges. 
While their major function is to receive 
messages, they do have a module per
mitting the company to communicate 
with employees, especially those in the 
field. “The SABRE machines meant that 
even maintenance people on tarmacs, 
who might not have Internet access at 
work, could be kept informed,” Doke 
says. American Airlines also recorded 
Carty’s messages on Internet hot lines 
and posted transcripts of them on its 
Web site.

To confirm that they were safe, 
Morgan Stanley’s employees could call 
one of the tollfree numbers that fed 
into the company’s Discover Card call 
centers. The firm also put the number 
on the ticker display that wraps around 
its Times Square building. Here, too, the 
TV networks played a role by broadcast
ing the number. Quickly, the Discover 
Card call center became the call center 
during the crisis, even routing calls from 
nonMorgan Stanley employees looking 
for information.

Stay Focused on  
the Business
“Everyone wanted to know what they 
could do in the wake of 9/11,” says 
Russell Lewis. “At the New York Times 

firm directly in touch with its thousands 
of customers. Because of that direct 
contact, employees know exactly what 
these customers need and want. “We 
have complete records of what we’ve 
sold to every customer, so we knew 
what they had lost,” said Allen. “While 
it meant working around the clock to 
get the computers configured with 
the correct software, it was our way of 
giving back.”

Other employees worked those hours 
to pack and ship systems to the affected 
customers, who could place orders 
24/7. Dell also established service and 
response teams that customers could 
reach through dedicated phone lines 
and the company’s Web site, which gave 
instructions for obtaining immediate 
assistance.

“Reaching out to employees strug
gling with shock, grief, and anger with  
a more familylike tone enabled us to 
focus those feelings on responding to our 
customers’ urgent needs. Maintaining 
that tone with regular updates more 
firmly than ever linked our customer 
experience strategy to our teams’ every
day work,” says Rollins. 

Months after 9/11, the company 
tried to measure how effective these 
strategies were. It determined that Dell 
Helping Rebuild America, an internal 
Web site, received 54,947 hits in its first 
two months. The site averaged 603 hits 
per day, and had 11,016 unique visitors 
during that period, almost a third of the 
workforce. In addition, the company 
asked for feedback from employees and 
found that 90% thought that Web casts 
from the CEO and COO during the crisis 
were helpful and relevant to their jobs 
and the organization.
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attack, punched in some infor mation, 
and activated the company’s crisis plan. 
Employees already knew to call into the 
Denver operation, which assumed con
trol of the technology running the Web 
sites and voice mail systems. However, 
the substance of all communications 
came from Densen, the corporate  
affairs director, and CEO Murphy in  
New York City.

A widely circulated tollfree number 
can help ensure that employees obtain 
information from a single authorized 
source. Because Verizon had such a 
number, its 250,000 employees na
tionwide were able to access recorded 
messages containing the latest informa
tion about the crisis. Morgan Stanley’s 
tollfree number was televised as early as 
11:00 am on September 11, making it,  
according to President and COO Bob 
Scott, “the first national emergency 
number of any organization, including 
the federal government.” By 1:30 pm that 
day, the firm’s crisis center had received 
more than 2,500 calls. 

Finally, many executives I spoke 
with emphasized how important it was 
to have experienced communications 
professionals on board. These people 
were panic proof, executives said. “The 
advantage of communications veter
ans,” adds American Airlines’ Tim Doke, 
“is that they have done everything, so in  
a crisis you can easily pull them out of 
one job and put them in another.” 

Improvise, but from a 
Strong Foundation 
“All of the planning that you do for a  
crisis helps you get through the basics,” 
says the New York Stock Exchange’s Rob

Having contingency plans means, 
among other things, establishing con
tingency work sites. Soon after a truck 
bomb exploded in the garage of the 
World Trade Center in 1993, the New 
York Board of Trade began planning 
them. By 1995, it had built two sites in 
the borough of Queens. For six years, 
they sat empty, costing NYBOT $300,000 
annually in rent and utilities. After Sep
tember 11, 2001, however, these remote 
trading pits proved to be one of the best 
investments NYBOT had ever made.

Webbased communications require 
their own version of contingency plan
ning. When the destruction of Oppen
heimer’s Trade Center offices knocked 
out its intranet Web server, staff moved 
quickly to post crisis communications on 
a newly created employee section  
of the company’s Web site. Many other 
companies also took that approach so 
that employees who had Internet access 
at home could stay connected.

Although operations during a crisis 
should be decentralized, decision mak
ing should not be. Airlines have some of 
the betterdeveloped crisis command 
centers. At American, the strategic com
mand center is a vast room featuring  
a large, horseshoeshaped table with 
fully equipped workstations and a con
ference call line that can accommodate 
as many as 200 outside callers. Large
screen televisions set up to receive sat
ellite broadcasts allow command center 
employees to monitor all news coverage 
of the crisis. 

Messages should also be sent from  
a centralized source. At Oppenheimer 
Funds, Bob Neihoff, then manager of 
contingency planning, called a desig
nated number within moments of the 

Starbucks displayed a similar mixture 
of head and heart. The chain of coffee 
shops had a total of 250 branches in New 
York City’s five boroughs, four of them 
adjacent to Ground Zero. “A major part of 
what’s helped us through this was engag
ing in the relief effort,” Marty Annese, a 
senior vice president, told a trade publi
cation. The initial “instinctive” response 
of the company’s crisis management 
team, according to Chairman Howard 
Schultz, was to close all companyowned 
stores in North America so that employ
ees “could return home to be with family 
and friends,” according to a company 
statement. Headquarters conveyed this 
message by voice mail and email to all 
the stores.

But with the exception of 15 or  
so stores at the southern end of  
Manhattan, the New York City branches 
reopened on September 13. Several 
served food and coffee to rescue work
ers at Ground Zero, to people at blood 
donation centers, and to those at the 
Jacob Javits Convention Center, the 
command center for volunteer opera
tions during the crisis. 

Have a Plan in Place
While many companies have crisis 
contingency plans and disaster recovery 
plans in place, few had been tested as 
rigorously as they were on September 11. 
As Gregor Bailar, then chief information 
officer of Nasdaq, commented, “People 
will have to look very care fully at their 
backup strategies and see whether they 
can communicate with everybody eas
ily, whether [critical data] are stored in 
that same building that could experience 
[a] disaster.”
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succeeded in reminding its employ ees 
and the world of those assets. When the 
markets reopened, Oppenheimer, the 
only mutual fund manager in the towers, 
had one of the largest net inflows of  
any brokersold fund family in the 
United States.

The most forwardthinking leaders re
alize that managing a crisis communica
tions program requires the same dedica
tion and resources they typically give to 
other dimensions of their business. They 
also realize that a strong internal com
munications function allows them not 
only to weather a crisis but to strengthen 
their organization internally.

Just as a death in the family often 
brings people closer together, so did the 
catastrophe on 9/11. Many of the exec
utives I interviewed talked about how 
their companies sustained that sense of 
community long after 9/11 by keeping the 
lines of communication open. At the New 
York Times, the strength of these bonds 
was tested soon after the terrorist attacks 
when a reporter received an envelope 
containing a white powder suspected to 
be anthrax. Once again, Russell Lewis 
and other senior executives went on the 
publicaddress system. “For that time 
period,” he recalls, “we were a family, 
and that doesn’t wear off, as long as 
you are consistent in your concern for 
coworkers.” 
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“Getting to work remains very difficult,” 
he said. “Many routes are sealed off or 
closed. But that hasn’t stopped you.…
The police stepped in and stopped the 
buses [you chartered]. So one of you 
had the clever idea to secure ferryboats. 
What you couldn’t do by land you did by 
sea. Today, the idea of special buses with 
police escorts was a winner. And every 
colleague who needed to be in the office 
was here.”

That may have been due, in part, to 
other remarks Paulson had made. “Our 
assets will always be our people, capital, 
and reputation, with our people be ing 
the most important of the three.…And 
the lesson here is that our principles will 
never fail us as long as we do not fail to 
live up to them.”

Goldman Sachs employees weren’t 
the only ones using nautical approaches 
to get to the office. At the New York 
Times, Russell Lewis told us that one re
porter kayaked across the Hudson River 
to get to work.

Many of the executives we spoke with 
emphasized that a company cannot start 
communicating its mission and vision 
during a crisis. Employees will know 
what to do only if they have been absorb
ing the company’s guiding principles 
all along. Two of Oppenheimer’s shared 
values, according to an internal docu
ment, are “dedication to caring” and 
“team spirit.” Thinking back to 9/11, CEO 
John Murphy says, “If you have a strong 
culture, you have the ability to maintain 
focus. On 9/11, we had a structure, a be
lief system, and a hierarchy all in place. 
That helped us to get through the crisis, 
and we haven’t skipped a beat since.” 

The company had one more advan
tage: a communications strategy, which 

ert Zito, its executive vice president for 
communications. Still, “people need to 
think on their feet and make quick deci
sions. Until the crisis comes, in whatever 
form, you don’t really understand how 
valuable all the preparation was.”

There is more to preparation than 
training. As important is instilling in em
ployees the firm’s values. Although Star
bucks ordered its 2,900 North American 
stores closed within a few hours of the 
attacks, the managers of several undam
aged stores near the disaster site decided 
on their own initiative to stay open, a few 
all night, to provide coffee and pastries 
to hospital staffs and rescue workers. 
Others served as triage centers for the 
injured. People who had been wandering 
the streets of lower Manhattan in a daze 
were grabbed by Starbucks employees 
and pulled inside—and in some cases, 
lives were saved when nearby buildings 
collapsed.

One of the eight precepts recited in 
Starbucks’ mission statement is, “Con
tribute positively to our communities 
and our environment.” Many of Star
bucks’ outlets are, even in Manhattan, 
neighborhoodgathering places, full of 
comfortable chairs in which customers 
may linger for hours. Essentially, they 
had helped bring together the commu
nity they served.

Goldman Sachs’s neighborhood is, 
in the abstract, the global marketplace, 
but its employees’ dedication to this 
community couldn’t have been fiercer. 
In one of his regular voice mails,  
Goldman Sachs CEO Henry Paulson  
saw something of the typical bond 
trader’s agility and coolness under 
fire in his employees’ ability to cope 
with a disabled transportation system. 

           Employees will know what to do in a crisis only if  they 
have been absorbing the company’s guiding principles all along.
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Leading in 
Times of Trauma
Compassion heals. But it’s up to you to 
bring it out swiftly, spread it to every corner, 
and manage its impact. 

→ by JANE E. DUTTON, PETER J. FROST, MONICA C. WORLINE, 
JACOBA M. LILIUS, and JASON M. KANOV

ORIGINALLY PUBLISHED JANUARY 2002

human capacity to show compassion is 
universal, some organizations suppress 
it while others create an environment in 
which compassion is not only expressed 
but spreads. (For more on our research, 
see the sidebar “A Brief History of the 
CompassionLab.”)

Why is organizational compassion 
important, beyond the obvious and com-
pelling reasons of humanity? Unleashing 
compassion in the workplace not only 
lessens the imme diate su� ering of those 
directly a� ected by trauma, it enables 
them to recover from future setbacks 
more quickly and e� ectively, and it 
increases their attachment to their col-
leagues and hence to the company itself. 
For those who witness or participate in 
acts of compassion, the e� ect is just as 
great; people’s caring gestures contribute 
to their own resilience and attachment 
to the organization. Indeed, we’ve found 
that a leader’s ability to enable a compas-
sionate response throughout a company 
directly a� ects the organization’s ability 
to maintain high performance in di�  cult 
times. It fosters a company’s capacity to 
heal, to learn, to adapt, and to excel. 

In the following pages, we will 
describe the actions leaders can take to 
enable organizational compassion in 
times of trauma. Before we begin, it’s 
worth noting that some of our examples 
draw from the events of September 11, 
2001, because the magnitude of pain 
surrounding those events was unprece-
dented in business history and because 
the public nature of those events makes 
the stories relevant to a broad audience. 
However, pain occurred in the workplace 
long before last September, and individ-
ual and group traumas will continue to 
disrupt people’s daily routines—at times, 

ON CE IN A GR E AT W HILE,  tragic circum-
stances present us with a challenge 
for which we simply cannot prepare. 
The terrorist attacks of last September 
immediately come to mind, but man-
agers and their employees face crises at 
other times, too. Tragedies can occur 
at an individual level—an employee is 
diagnosed with cancer, for example, or 
loses a family member to an unexpected 
illness—or on a larger scale—a natural 
disaster destroys an entire section of a 
city, leaving hundreds of people dead, 
injured, or homeless. Such events can 
cause unspeakable pain not only for 
the people directly involved but also 
for those who see misfortune befall col-

leagues, friends, or even total strangers. 
That pain spills into the workplace. 

The managerial rule books fail us 
at times like these, when people are 
searching for meaning and a reason to 
hope for the future. There is, however, 
something leaders can do in times of col-
lective pain and confusion. By the very 
nature of your position, you can help 
individuals and companies begin to heal 
by taking actions that demonstrate your 
own compassion, thereby unleashing a 
compassionate response throughout the 
whole organization. Our research at the 
University of Michigan and the Univer-
sity of British Columbia’s Compassion-
Lab has demonstrated that although the 

Illustration by KELLY ROMANALDI
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LEADING IN A CRISIS
LEADING IN TIMES OF TRAUMA

their own and others’ suffering. We have 
undertaken in-depth studies of leaders 
at organizations facing all manner of cri-
ses, and we have found that those who 
excel at leading compassionately and 
effectively in times of crisis adhere to a 
set of shared practices that help people 
make sense of terrible events and allow 
employees to move on. 

Meaning amid Chaos
Acute trauma, tragedy, or distress 
can cause people to engage in intense 
soul-searching. We aren’t referring to the 
restlessness and stocktaking that are a 
natural and ongoing process as people 
mature and grow in their careers; we’re 
talking about the persistent and vexing 
questions that affect how people live 
their lives: Why did this happen? Could 
I have prevented it? How will we cope? 
Why me? And even, for employees who 
witness a tragic event but are not directly 
affected, why not me? 

It isn’t your job as a leader to answer 
these questions. But at the same time, 
it’s not realistic or reasonable to ask 
people to ponder these questions only 
on their own time, outside the office. 
Instead, you can cultivate an environ-
ment that allows people to work through 
these questions in their own way so they 
can eventually start assign ing meaning 
to events and begin healing. 

You can start by setting an example 
for others by openly revealing your 
own humanity. You may well expe-
rience the same emotions affecting 
your employees— from deep sorrow 
to anxiousness to uncertainty to anger 
to steely resolve. Openly expressing 
these feelings can be very powerful for 

1940, showing her dedication, concern, 
and commitment to the Allied cause, and 
inspiring lifelong admiration and loyalty 
for her constant presence.

In vivid contrast, immediately follow-
ing the terrorist attacks in New York City, 
leaders at a publishing company close to 
ground zero refused to disrupt business 
as usual. The company held regularly 
scheduled meetings the day after the 
attacks and provided little or no support 
for people to share and express their 
pain. One editor told us she’d gotten 
a call at home early on the morning of 
September 12, just as she was trying to 
help her eight-year-old daughter make 
sense of what had happened the day 
before, demanding to know why she was 
late for a meeting. She went to work and 
sat through a four-hour conference call 
but was present in body only. Because 
she was given no opportunity to connect 
with her family, friends, and colleagues 
and was offered little organizational 
comfort in the face of a terrifying and 
confusing sequence of events, she felt 
her loyalty to the company eroding with 
every passing minute.

What English and other leaders have 
done—and what the leaders of the pub-
lishing company failed to do—is facilitate 
a compassionate institutional response 
on two levels. The first level is what we 
call a context for meaning—the leader 
creates an environment in which people 
can freely express and discuss the way 
they feel, which in turn helps them to 
make sense of their pain, seek or provide 
comfort, and imagine a more hopeful 
future. The second level is a context for 
action—the leader creates an environ-
ment in which those who experience or 
witness pain can find ways to alleviate 

shattering their lives—as long as humans 
continue to conduct business. 

Beyond Empathy
When people think of compassion, the 
first thing that comes to mind for many is 
empathy. But while empathy can be com-
forting, it does not engender a broader 
response and therefore has limited ca-
pacity for organizational healing. Instead, 
our research shows that compassionate 
leadership involves taking some form 
of public action, however small, that is 
intended to ease people’s pain—and that 
inspires others to act as well. 

TJX president and CEO Edmond  
English, who lost seven employees 
aboard one of the planes that hit the 
World Trade Center, gathered his staff 
together shortly after the attacks to 
confirm the names of the victims. He 
called in grief counselors the very same 
day and chartered a plane to bring the 
victims’ relatives from Canada and 
Europe to the company’s headquarters 
in Framingham, Massachusetts. He per-
sonally greeted the families when they 
arrived in the parking lot at midnight on 
September 15. Although told by English 
that they could take some time off after 
the attacks, most employees opted to 
come in to work, as English himself had 
done, and support one another in the 
early days following the tragedy. 

For a historical perspective on the 
same kind of compassionate leadership, 
we can look to Britain’s Queen Mother, 
who demonstrated great courage by re-
fusing to leave London as bombs ravaged 
the city around her during World War II. 
She and King George visited sites that 
had been destroyed during the Blitz of 
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Idea in Brief  

The unspeakable happens:  
A beloved leader dies; a fire 
leaves dozens homeless; 
terrorists kill thousands. 

Traumatic events cause 
incalculable pain for victims and 
all who care about them—pain 
that spills into the workplace 
and overwhelms employees. 
As a leader, you can’t eliminate 
the suffering. But you can ease 
the collective anguish and 
confusion.

How? By demonstrating your 
own compassion and unleashing 
a company-wide compassionate 
response. When you help people 
make sense of terrible events 
and support one another, you 
enhance their capacity to  
heal and strengthen bonds 
among colleagues and with  
the organization. Bolstered by 
these bonds, your company 
can adapt, even excel, during 
difficult times.

out of the ordinary had happened, the 
company’s leaders left people feeling as 
if the organization didn’t recognize them 
as human beings, which created a rift 
between employees and management 
that has never been repaired.

A seemingly simple but important 
aspect of demonstrating your human-
ity is just being present, physically 
and emotionally. It shows employees 
that the organization cares about what 
happens to them and will do whatever 
it can to help them in a time of need. 
At one leading market-research firm, a 
senior executive died suddenly of a heart 
attack. The grief-stricken CEO personally 
visited each member of his 20-person 
management team to deliver the news, 
going house to house to share in each 
person’s sorrow. His presence couldn’t 
undo their colleague’s death, nor could it 
stop their pain. But there is tremendous 
power in just sitting with people as they 
process terrible events. Bear in mind, 
too, that being there doesn’t mean you 
have to visit people at home. Sitting with 
someone who’s going through a crisis in 
his or her office can be just as powerful. 

It isn’t necessarily words that matter 
at times like these. Indeed, the dean of a 
divinity school told us that when a close 
relative died unexpectedly, he had been 
most comforted by one couple who ar-
rived at his house and simply wept with 
him. To this day he remembers their 
very presence as a powerful moment of 
healing. Unfortunately, however, the 
simple act of being there doesn’t come 
easily or naturally to most people. It can 
be much easier to avoid those who are 
in pain. One CEO in our research told us 
that his natural tendency had been to 
shrink from addressing people’s personal 

those who witness it, especially during 
times of extreme pain. Mayor Rudolph 
Giuliani’s public display of grief in the 
wake of the New York terrorist attacks 
set the stage for an honest expression 
of anguish throughout the city and, at 
the same time, strengthened people’s 
resolve to rebuild and restore confidence 
in the city. When people know they can 
bring their pain to the office, they no 
longer have to expend energy trying to 
ignore or suppress it, and they can more 
easily and effectively get back to work. 
This may be a mutually reinforcing cycle, 
since getting back to a routine can be 
healing in itself. 

Conversely, when you expect people 
to stifle their emotions, they don’t know 
how and where to direct their ener-
gies, and it’s very difficult for them to 
figure out how to focus at work. It can 
also test their loyalty to the organiza-
tion. We interviewed employees at an 
architectural firm where a visitor died 
suddenly in the firm’s hallways despite 
employees’ heroic efforts to revive him. 
Company leaders did not acknowledge 
the trauma publicly, leaving people 
shocked and demoralized—and uncer-
tain about how to respond should such 
an event occur again. Some employees 
were wracked with guilt over not being 
able to save the man’s life. Others felt 
weak and helpless because they had no 
opportunity to grieve in the presence 
of their colleagues. They had shared a 
significant experience and could not 
console one another—or even recognize 
people’s extraordinary efforts to revive 
the victim. This one event damaged not 
just the employees who were directly 
involved but also the social fabric of the 
whole company. By acting as if nothing 

problems—until the sudden death of his 
own son revealed for him the power of 
other people’s presence.

Leaders can also help people in times 
of trauma by taking care of their basic 
needs, which gives people room to make 
meaning of events for themselves and 
allows them to focus on coping with the 
crisis. This is one reason people bring 
food to friends who have suffered a 
death in the family, but it can apply to 
organizations as well. At one consulting 
firm we studied, an employee’s daughter 
suffered an horrific car accident far from 
home. To make it easier for the employee 
and her husband, the company’s leaders 
rented an apartment for them near the 
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in this together,” and one implication is 
that if a client is consistently abusive to 
firm members, the firm will resign the 
account. A few years ago, the company 
dropped a million-dollar account—at 
that time, worth fully 20% of its annual 
business. Employees were startled that 
the firm would go so far, but they were 
energized, too: Inspired by the knowl-
edge that the PR firm cared about their 
well-being, they worked extra hard to 
bring in new clients.

A final note on meaning-making: 
Symbolic gestures can be very powerful. 
Two days after the September 11 terrorist 
attacks, England’s Queen Elizabeth II 
asked her troops to play The Star- 
Spangled Banner during the changing of 
the guard services outside Buckingham 
Palace. This extraordinary break from 
a time-honored tradition, dating back 
to 1660, gave thousands of Americans 
far from home, as well as supporters 
from other countries, a way to pay their 
respects and to mourn.

Actions amid Agony
A context for meaning is the all- 
important backdrop for creating a 
compassionate organization, but it is in 
creating a context for action that leaders 
can truly unleash an organization’s 
power to heal. As a leader you can set the 
right example to awaken the potential 
for compassion, and you can prompt the 
organizational infrastructure to reinforce 
and institutionalize compassionate acts.

Perhaps the most important step you 
can take is to model the behaviors you 
would like to see others demonstrate. 
Frequently, people aren’t sure if it’s ap-
propriate to bring personal matters into 

was actively involved in getting him top 
medical care. Knowing that they had 
ample opportunities to talk about their 
feelings, and that Parker was getting the 
best care possible, the Newsweek staff 
could then concentrate on honoring the 
publication’s commitment to remaining 
a leading newsmagazine—which was 
par ticularly meaningful because Parker 
had so enthusiastically pursued this goal 
himself. The year’s most signifi cant news 
event was breaking just as Parker fell ill, 
and Newsweek emerged as a leader in 
the coverage in part because employees 
wanted to honor Parker in the way he 
would have valued most—by show-
ing tremendous loyalty in an industry 
marked by high turnover. 

Mark Whitaker, who was then man-
aging editor and succeeded Parker as 
editor, has reflected on how Smith and 
others at the top of the organization pro-
vided meaning for people that could sus-
tain them through the crisis and beyond. 
“I think it made people realize, ‘Well, if 
I ever have a situation like that myself, 
God forbid, this is a company that will be 
there for me.’ That is an intangible thing, 
but I think it’s very powerful,” Whitaker 
recalls. “The way that you deal with 
tragedy and illness and misfortune in the 
lives not only of your top people but of 
all your people really defines your values 
as an organization.” 

The Benjamin Group, a Silicon Valley–
based public relations firm, demon-
strates its values by taking a stand on 
how employees are treated not only by 
their colleagues and managers but also 
by their customers, suppliers, and other 
business partners. CEO Sheri Ben jamin 
has established a code of principles 
that includes the statement “We’re all 

hospital. Knowing that they had a safe 
and close place to stay removed one 
aspect of the family’s stress and allowed 
them to focus on their daughter’s health. 

In another example, the wife of a 
terminally ill employee at Cisco Systems 
was so taxed with caring for her husband 
that she couldn’t find the time to make 
him a pot roast, his favorite dinner, on 
his birthday. Barbara Beck, a senior vice 
president at the company, decided she 
would cook a pot roast and deliver it to 
the family herself. The gesture lent a 
semblance of normalcy to the occasion 
and gave the employee’s wife the space 
she needed to cope with her husband’s 
illness and to process its effects on her 
life. In yet another case, the branch 
manager at a bank, whose close friend 
and second-in-command died of a heart 
attack, took on numerous extra duties 
and clients so his employees would have 
additional time to mourn—even as he 
himself was suffering tremendous grief.

This meaning-making process can 
also be supported by communicating 
and reinforcing organizational values— 
reminding people about the larger pur-
pose of their work even as they struggle 
to make sense of major life issues. When 
Newsweek employees were coping with 
the unexpected illness and death of 
editor Maynard Parker, the magazine’s 
editor-in-chief, Richard Smith, at once 
emphasized the company’s commitment 
to community and its commitment to 
remaining a world-class newsmagazine. 
He created an environment in which 
people could do their best work and at 
the same time share their sorrow over 
Parker’s losing battle with leukemia. 
Smith gave daily updates on Parker’s 
condition and stressed that the company 
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leaders redirect funds intended for other 
purposes to pay for grief counselors in 
times of collective trauma.

When tragedy strikes, a company’s 
existing infrastructure (its formal and 
informal networks and routines) can be 
helpful in locating useful resources, gen-
erating ideas, coordinating groups that 
are not typically connected, and com-
municating to people what is happening 
and how the company is responding. For 
example, after two Macy’s stores were 
badly damaged in the 1994 Northridge, 
California, earthquake and could not 
immediately reopen, a store manager 
used the payroll system to quickly deliver 
cash to employees whose homes were 
destroyed. Macy’s issued emergency 
advances of up to $1,000 at a time so that 
people could secure food, water, and 
shelter for their families. Following the 
immediate relief effort, the human re-
sources team used its standard placement 
routines to search among Macy’s stores 
in Southern California for opportunities 
to put displaced workers back on the job 
right away. HR workers quickly deter-
mined where help was most needed and 
then used their networks of employees 
to establish car pools for people. Within a 
short time, all employees and undamaged 
stores were up and running again. People 
often think of routines as unwieldy pro-
cesses that interfere with quick response. 
But in Macy’s case, as at other companies 
we’ve studied, the established routines 
helped to expedite matters. 

Companies can also set up new rou-
tines or networks designed specifically to 
accelerate aid in the event of a crisis. After 
a Cisco employee developed a medical 
emergency while visiting Japan and 
couldn’t find an English-speaking health 

the workplace, or they may simply not 
know how. You can show them, using 
your status and visibility as a leader. 

When a fire destroyed some student 
living quarters at the University of 
Michigan Business School, former dean 
B. Joseph White interrupted his annual 
“state of the school” speech—typically 
heavily scripted and highly formal—
with some strikingly personal remarks. 
He assured displaced students that the 
school would house them and wrote a 
personal check on the spot to pledge his 
support. Word of White’s actions spread 
fast, catalyzing a campus wide effort to 
tap alumni, faculty, and staff networks 
to find housing, financial support, and 
other resources for the students affected 
by the fire.

Leaders can also use their influence 
to reallocate resources to support people 
in need. We spoke with the manager of a 
billing department at one hospital who 
makes it a point to know the workloads 
and the personal circumstances of 
each member of her unit; that way, she 
can cut people slack when they need 
extra support. For example, when one 
employee’s husband suffered kidney 
failure and was awaiting a transplant, the 
billing manager gave the woman a pager 
and organized a team of people who 
could step in and pick up the woman’s 
work on a moment’s notice. That way, 
the employee would be able to take her 
husband to the hospital without delay if 
a kidney became available. 

In the wake of the September 11 
attacks, the MWW Group, a public 
relations firm based in East Rutherford, 
New Jersey, juggled its resources so that 
people could take time off to volunteer 
at relief organizations. We’ve also seen 

care provider, the company wanted to 
make sure that no other employee would 
ever feel so alone in such a frightening 
circumstance. So it designed a network 
that would furnish medical assistance to 
any member of the Cisco family traveling 
abroad. Interestingly, that network has 
proved valuable in unexpected ways. In 
1998, for instance, civil strife in Indonesia  
put Jakarta-based employees in the midst 
of conflict. The company Cisco used to 

This article is based on three years of 
research conducted at the CompassionLab, 
a joint project of the University of Michigan 
Business School and the University of 
British Columbia. We began our work in 
1998, based on a common interest in the way 
that stories of compassionate acts could 
inspire further acts of compassion. Over the 
next couple of years, we began to explore 
how different organizations deal with pain 
and compassion, and we found stunning 
differences in their capacity for compassion. 
This capacity turned out to have a direct 
impact on how quickly and effectively people 
in those organizations were able to recover 
from tragic events. 

To learn more, we conducted extended 
studies on the life spans of painful events—
for instance, serious illness, death, and 
violent acts—tracing the organizational 
response from the onset of the events. We 
interviewed the people directly affected, 
as well as those who witnessed others’ 
suffering, to learn how organizations can 
encourage or suppress the healing process. 
Recently, we’ve been looking at how the 
degree of organizational compassion in a 
company affects employee retention. We’re 
also conducting in-depth studies in which 
we observe everyday acts of compassion in 
an effort to understand which actions enable 
and which hinder healing.

Our research took on added urgency 
after September 11, 2001. As the effects of 
this trauma and pain continue to unfold, we 
wanted to share our findings to date. 

A Brief History  
of the CompassionLab
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For a quick, high-level check 
on your organization’s capacity 
for compassion, consider how it 
performs on the following four 
dimensions. Each indicator is a 
measure of the organization’s 
compassion competence, 
which helps people to heal and 
continue on with their work 
when times are bad:

The scope of compassionate 
response refers to the breadth 
of resources provided to 
people in need, such as money, 
work flexibility, physical aid, 
and other people’s time and 
attention. If an employee falls ill, 
is time off the only support, or 
does the system supply a wide 
range of healing resources such 
as variable work hours, gestures 
of comfort (like food, flowers, 
and cards), financial support, 
and assistance with child care? 

The scale of compassionate 
response gauges the volume of 
resources, time, and attention 
that people who are suffering 
receive. Companies that are 
most effective at unleashing 
organizational compassion 
match the scale to the need. 
When a block of apartments 
was destroyed in a fire, 
the people who lived in the 
apartments, who worked for 
different companies, found 
a wide variation in how their 
companies responded. Some 
received a routine distribution of 
insurance coverage. Others were 
astonished at the outpouring 
of help from both corporate 
channels and individual 
colleagues—money, housewares, 
furniture, and offers of places 
to stay. In the latter case, the 
compassion competence of the 

system is more likely to help 
employees heal faster even as it 
strengthens their loyalty to the 
company—among those who 
experienced the tragedy directly 
and among those who witnessed 
and participated in the response. 
Speed of response can vary 

widely as well. Companies with 
a competence for compassion 
extract and direct resources 
quickly, with little hesitation. 
Responding compassionately is 
a hardwired capability. Even in 
highly regimented bureaucracies, 
compassion can kick in 
quickly. In one manufacturing 
organization, a manager suffered 
a severe head injury that 
required almost three months of 
recovery. This was just after he 
had been appointed to lead an 
important experimental project 
that removed him from the 

regular compensation scheme 
and placed him on an incentive 
pay and benefits system. His 
previous job had been filled, and 
he was effectively stuck in no-
man’s land. A senior operations 
manager swiftly reinstated the 
man’s previous compensation, 
obtaining the necessary sign-off 
without delay, an act that allayed 
the family’s anxiety over its 
financial circumstances.
Specialization measures 

the degree to which the 
system customizes resources 
to the particular needs of an 
individual or a group in pain. If, 
for example, several employees’ 
children are injured in a bus 
accident, some families will 
need close communication and 
hands-on comforting. Others 
will need to grieve privately and 
get back to work quickly.

time has now become an official policy 
at Foote—although, of course, contribu-
tions are voluntary—thanks to the initia-
tive and innovative thinking of people at 
the staff level of the organization. This 
program took on new life in the wake of 
the attacks in New York and Washington, 
DC. Foote employees donated more than 
$18,000 worth of their vacation time to 
the Red Cross relief fund—again, at their 
own initiative—and the hospital matched 
this amount. 

At Newsweek, one employee organized 
a blood and platelet donation drive when 
Maynard Parker fell ill, another managed 
home chores for Par ker’s family, and yet 
another baby sat his children. Another 
bottom-up response arose when Morgan 

and inspires compassionate responses, 
bottom-up initiatives can take hold and 
have a transformative effect. Indeed, 
much of the assistance following the 
fire at the University of Michigan was 
generated by staff and students. One stu-
dent, who did not even know the victims 
very well, organized more than 40 other 
students to re-create all the classroom 
notes from two years of MBA studies 
and delivered the study materials to the 
victims within a week of the fire. 

At Foote Hospital in Jackson, Michigan, 
employees wanted to help a colleague 
who had lost three close relatives, so they 
lobbied for a system that would let them 
donate vacation or personal time to oth-
ers who needed extra days off. Donating 

provide international health services 
sent an ambulance to Cisco’s Jakarta 
headquarters—an ambulance could travel 
through the streets where no ordinary car 
could. Employees were loaded into the 
ambulance, hidden beneath blankets, and 
driven to a deserted army airstrip where a 
waiting aircraft took them to safety.

From the Bottom Up
It’s essential to note that organizational 
response doesn’t have to start at the top. 
Leaders need to recognize and support 
instances where spontaneous organiz-
ing and com passionate actions occur 
at the lower levels of a company. When 
the organizational context emphasizes 

Measuring Organizational Compassion
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AS A COLLEAGUE of ours once remarked, 
there is always grief somewhere in the 
room. One person may be feeling per-
sonal pain due to a death in the family. 
Another may find personality conflicts in 
the workplace unbearable. Still another 
may be watching a colleague struggle 
with a serious illness and not know how 
to help. You can’t eliminate such suf-
fering, nor can you ask people to check 
their emotions at the door. But you can 
use your leadership to begin the healing 
process. Through your presence you can 
model behaviors that set the stage for 
the process of making meaning out of 
terrible events. And through your actions 
you can empower people to find their 
own ways to support one another during 
painful times. This is a kind of leadership 
we wish we would never have to use, 
yet it is vital if we are to nourish the very 
humanity that can make people—and 
organizations—great.  
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Conversely, the costs of not provid-
ing leadership and the organizational 
infrastructure to help people deal with 
their grief are considerable. People in 
pain tend to be distracted at work, and if 
they don’t have appropriate outlets, they 
may become unresponsive and even 
uncoop erative in dealing with colleagues 
and customers. Just as compassion can 
be contagious, so can the detachment 
that accompanies a noncompassionate 
response; loyalty to the organization 
erodes not just among people who have 
directly suffered a tragedy but also 
among their colleagues who witness the 
lack of care. Over time, if an organization 
will not or cannot support the healing 
process, employee retention will suffer. 

At one newspaper, a newsroom man-
ager lost his wife to breast cancer. During 
his wife’s extended illness, the em-
ployee felt no com passion from his boss; 
instead he endured complaints about his 
relatively low level of production. On his 
first day back to work after the funeral 
his boss said, “I guess you’ll be working 
those 12-hour days again.” The journalist, 
who was now raising two young children 
on his own, quit. 

In another example, a health care em-
ployee finally got pregnant after many 
years of trying, only to deliver a stillborn 
baby in her eighth month. When the 
woman’s boss stopped by her hospital 
room, she assumed he was there to offer 
his condolences. Instead he had come 
to ask her when she would return to 
work. Shocked at his lack of compassion, 
the woman applied to be transferred to 
another unit, and her manager—who 
ran a very busy and stretched unit—lost 
a valued employee with more than ten 
years of experience. 

Stanley was devastated by the World 
Trade Center attacks and had no immedi-
ate way to keep track of who was affected. 
Customer-service representatives from 
another division of the company took 
the initiative to organize a vital service: 
They collected employee information and 
created a Web site to help the company re-
spond to the needs of individual families. 

As these stories show, organizational 
compassion can be contagious. Indeed, 
what we call “positive spirals of com-
passion,” where one act of compassion 
inspires another, are common. At the 
University of Michigan, for example, 
MBA students organized a fund-raiser to 
support victims of the huge earthquake 
in India last May. When they heard about 
the relief effort, the leaders of several 
student clubs contributed the remainder 
of their club budgets to the drive.

The Case for Compassion
It’s hard to document the positive effect 
that organizational compassion has on 
employee retention and produc tivity, 
but it’s clear that employees will reward 
companies that treat them humanely. On 
December 11, 1995, a fire destroyed the 
Malden Mills manufacturing plant in Mas-
sachusetts. Instead of taking his $300 mil-
lion insurance payout and relocating or 
retiring, owner Aaron Feuerstein decided 
to rebuild the factory. He announced that 
he would keep all 3,000 employees on 
the payroll through December while he 
started to rebuild. In January, he said he 
would pay them for a second month, and 
in February, Feuerstein pledged to pay for 
a third. His generosity made quite an im-
pact on his employees: Productivity at the 
plant nearly doubled once it reopened. 

           We’ve seen leaders redirect funds intended for 
other purposes to pay for grief counselors.

LEADING IN A CRISIS
LEADING IN TIMES OF TRAUMA
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the company—occur: “The 
fault, as I see it, lies not in the 
weak, fumbling messages 
that BP put out in the initial 
phases…but rather the lack 
of an adequate, executable
plan that led directly to those 
fumbled responses.”

Tim Johnson, a London-
based crisis consultant 
and the author of Crisis 
Leadership, argues for a 
slightly diff erent approach. 
Drawing on academic 
research, he focuses less 
on the need for fl owcharts 
and checklists and more on 
developing a “crisis-ready 
culture” and leaders who 
are steady enough to make 
deliberate, wise decisions 
even as the world speeds 
up—which is essentially what 
happens during a crisis.

Johnson describes two 
kinds of bias that arise from 
a fi ght-or-fl ight response and 
lead to bad choices: “inter-
vention bias,” or the urge to 
overreach and take on tasks 
for which an organization is 
ill equipped; and “abdication 
bias,” which causes one to es-
chew responsibility or blame 
others. (Lawyers are par-
ticularly fond of the latter.) 
Actually leading in a crisis, 
he argues, requires avoiding 
these impulses and instead 
fi guring out what’s really hap-
pening, thinking hard about 
stakeholders’ needs, and 
creating a purposeful mission 

LEADING IN CRISIS

Quick Takes
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1. Leading, Not 
Managing, in Crisis
→ by DANIEL MCGINN
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Haggerty, who specializes in 
this work, if you’re caught 
so fl at-footed that you need 
outside help immediately, 
you’re already behind. In 
Chief Crisis Offi  cer, he suggests 
that companies take three 
preemptive steps: designate 
an insider who will manage 
any situation that might arise 
(not the CEO, but someone 
trusted enough to make a big 
decision—such as the CEO’s 
chief of staff , an experienced 
PR hand, or an assistant 
general counsel); appoint a 
rapid response team to help 
that person; and give that 
team some scenario training. 

Haggerty classifi es crises 
according to their speed (an 
“exploding” crisis versus an 
“unfolding,” slower-moving 
one, such as a big lawsuit) 
and examines nuts-and-
bolts issues, such as limiting 
media access. His focus 
is tactical: He argues that 
companies should create a 
laminated, one-page crisis 
playbook, similar to what 
an NFL coach carries on 
the sidelines. Calling BP’s 
response to Deepwater 
Horizon “one of the worst 
PR responses the world has 
ever seen,” Haggerty says 
that blame lies not just with 
then-CEO Tony Hayward but 
with the entire leadership 
team’s lack of preparedness 
to communicate should an 
oil spill—an obvious risk for 

swiftly and adeptly respond 
to a crisis—whether it’s a full-
blown disaster or merely a 
disgruntled customer’s tweet 
that’s starting to spread. In 
surveys, executives now rank 
“reputation risks” among 
their top worries, largely 
because bad news travels so 
much faster than it used to. A 
Forbes headline, written after 
video of a passenger being 
dragged off  a plane went viral 
last spring, succinctly sums 
up the danger: “How United 
Became the World’s Most 
Hated Airline in One Day.” 

For many companies in 
such predicaments, the fi rst 
call often goes to a crisis 
management consultant, or 
“fi xer.” But according to James 

IM AG IN E YOU W E R E the 
person at BP headquarters in 
2010 who got the fi rst call: A 
drilling platform in the Gulf 
of Mexico had exploded and 
sunk, killing 11 workers—and 
allowing oil to leak into the 
ocean at a rate of 43 barrels 
a minute. What would you 
do? Which colleagues would 
you convene, and which of 
the myriad problems would 
you address fi rst? Would you 
put out a press statement or a 
tweet or send a spokesperson 
to the scene? Would your 
focus be on managing the 
situation—or actually leading 
the company through it?

Particularly in the age of 
Twitter, it’s more important 
than ever for organizations to M
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to guide the response. “Resist 
the urge to do anything im-
mediately,” he writes. Ignore 
the adrenaline, work with a 
high-performing team, get 
the facts, ask questions, and 
listen; then make a plan. 

Counterintuitively, 
Johnson points to President 
George W. Bush’s reaction 
on 9/11—when he continued 
sitting with Florida 
schoolchildren even after 
being alerted that New York 
City was under attack—
as exemplary. “By not 
outwardly reacting, [Bush] 
bought himself space to think 
and time to react,” he writes. 

Nancy Koehn, a historian 
at Harvard Business School, 
examines a different kind 
of crisis: one that drags on, 
putting a leader in a vise 
of unending decisions. In 
Forged in Crisis, she draws 
profiles of five leaders who 
experienced such stress: 
Ernest Shackleton, Abraham 
Lincoln, Frederick Douglass, 
Dietrich Bonhoeffer (an anti-
Nazi German clergyman), and 
the 1960s environmentalist 
Rachel Carson. Koehn sees 
in these historical figures 
some of the characteristics 
Johnson prescribes: a 
cool deliberateness and a 
willingness to be patient even 
under pressure. Lincoln, 
for instance, “discovered 
the power of mastering 
his emotions in a specific 

situation carefully enough 
to take no immediate action 
or, in some instances, to do 
nothing at all,” she writes. “In 
our own white-hot moment, 
when so much of our time 
and attention is focused on 
instantaneous reaction, it 
seems almost inconceivable 
that nothing might be the best 
something we can offer.” Yet 
history suggests that in some 
crises, it is. 

As should be clear, these 
are three very different 
books. It’s hard to imagine 
a CEO asking, “What would 
Lincoln do?” when his 
company’s stock is tanking 
because of a viral video. Still, 
the recommendations offered 
aren’t mutually exclusive. 
It’s probably smart for a CEO 
to delegate tactical crisis 
management to a deputy, 
preappoint a team, and have 
some version of a playbook 
(laminated or not) at the 
ready. But that same leader 
should also aim to stay calm 
and above the fray, to keep 
an eye on the long game, and 
to understand that in many 
situations, “Let’s wait and 
see” is the wisest response.
Previously published in  
Harvard Business Review,  
November–December 2017

Daniel McGinn is an executive 
editor at Harvard Business 
Review. 

PRIOR TO HURRICANE Sandy’s 
landfall, New Jersey governor 
Chris Christie had brutally 
attacked President Obama’s 
leadership credentials in 
his keynote address at the 
Republican convention. And 
President Obama was fo-
cused on his reelection cam-
paign, increasingly attacking 
Republican positions. But a 
crisis makes strange bed-
fellows, and these political 
enemies together toured the 
damage, comforted victims, 
and publicly thanked each 
other for their leadership and 
help.

In the aftermath, pundits 
sneered at the so-called bro-
mance between the governor 
and the president. But over-
coming differences is a form 
of grown-up behavior that 
has been missing in a number 
of very public and vitally 
important crises that affect 
government and business.

All leaders are challenged 
by crisis. Here are four 
additional things Obama and 
Christie did to mitigate San-
dy’s impact—steps too many 
leaders fail to take when 
caught up in a crisis:

Communicate immedi-
ately and clearly. During 
the storm, the president was 
calling governors and other 
officials in affected states to 
stress the administration’s 
support and to hear about 
their needs. He communi-
cated to the American public 
and ensured the availability 
of information about first 
responders, the number of 
FEMA officials deployed to the 
field, where and how to file 
claims, and other facts that, 
in the past, often took much 
longer to learn. Compare this 
with the aftermath of Hurri-
cane Katrina when, for nearly 
five days, thousands remained 

2. In New Jersey, Good 
Crisis Management 
Has Mitigated Sandy’s 
Impact
→ by LAUREN STILLER RIKLEEN
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of electrical and hydraulic 
lines. Then, several essen-
tial aircraft control systems 
failed. Over the next har-
rowing two hours, the pilots 
flew in a holding pattern. 
They needed to burn enough 
fuel so that the plane’s final 
weight would allow for a safe 
landing.

All passengers and flight 
crew survived.

O N  N OV E M B E R  4 ,  2 0 1 0, four 
minutes after takeoff from 
Singapore Changi Airport, 
the number-two jet engine 
of Qantas Airways Flight 
QF32 exploded. On board 
the Airbus A380 were 440 
passengers, 24 crew mem-
bers, two copilots, and three 
captains. Debris from the 
exploded engine hit the left 
wing, destroying a number 

stranded as federal, state, 
and local authorities fought 
over jurisdiction, response 
measures, and resources, or 
consider the poor response 
by Japanese leaders in the 
aftermath of the tsunami and 
resulting nuclear disaster.

Directly assess the im-
pact. By touring some of 
the hardest- hit areas, the 
president and the governor 
personally witnessed the 
physical scale of the calamity 
and the human toll. Written 
reports to leaders are not an 
adequate substitute for first-
hand observations. Imagine 
how Penn State would have 
handled their sexual abuse 
crisis differently had senior 
officials sought out—and em-
pathized with—the victims.

Establish and communi-
cate clear expectations 
for your workforce. The 
president directed federal 
employees to return all calls 
within 15 minutes. He also 
ordered them to figure out 
how to say “yes” instead of 
“no” to requests for aid, even 
though “no” is often the 
default response since “yes” 
often requires going out on 
a limb. Giving clear direc-
tives is critical in any large 
bureaucracy—be it govern-
ment, business, or academia. 
Decades after the Challenger 
explosion, it is still haunting 
to consider whether clearer 
communications could have 
prevented that tragedy.

Set priorities among con-
flicting demands. Consider 
the demands on both the 
president and the governor a 

3. What Aircraft Crews 
Know About Managing 
High-Pressure 
Situations
→ by JAN U. HAGEN, ZHIKE LEI,  
and AVNER SHAHAL

week before the presidential 
election. Each hour of the 
closing days of a campaign 
is critical, and the clamor for 
the candidates—and their 
surrogates—  to race through 
swing states is intense. Un-
doubtedly both were urged to 
seize the moment to gain par-
tisan advantage. They both 
chose to focus in a clear-eyed 
way on disaster relief, thereby 
demonstrating bipartisanship 
to a nation desperate for their 
leaders to act like adults. 
Contrast their actions with 
those of then-BP CEO Tony 
Hayward, who seemed more 
focused on shifting the blame 
than on capping the well.

Governor Christie’s re-
sponse to those who criticized 
his outspoken appreciation 
of the president’s support 
was both characteristic and 
telling: “If you think right now 
I give a damn about presiden-
tial politics, then you don’t 
know me.” What the country 
needs now is for this response 
to serve not as an isolated 
incident of bipartisanship but 
as a blueprint for moving the 
country out of gridlock.

HBR Reprint H009NI
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LEADING IN A CRISIS
QUICK TAKES

The Australian Transport 
Safety Bureau’s (ATSB) 2013 
report on Flight QF32 shows 
just how difficult the situation 
in the cockpit actually was and 
how professionally the crew 
responded to the emergency. 
In the critical 20 seconds after 
the engine exploded, the crew 
received 36 aircraft monitor 
system alerts. Over the next 20 
minutes, another 41 were re-
corded. It was the unanimous 
opinion of the ATSB that the 
effective cooperation of the 
crew in the cockpit was crucial 
to the plane’s safe landing.

The Qantas crew’s 
successful response to the 
incident was no stroke of 
luck, however. Crew Resource 
Management, first developed 
in 1980, is now used in civil 
and military aviation training 
worldwide. To ensure a safe 
flight operation, this kind of 
training requires two condi-
tions, and open communica-
tion is important to both:

• The hierarchy on the flight 
deck must be flattened.

• Crews must be actively 
integrated into the flight’s 
workflows and decision- 
making processes.

This team-based approach 
to flight is not meant to 
undermine the captain’s role 
but rather to acknowledge 
that controlling a modern-day 
aircraft is beyond the skills of 
a single person. In an emer-
gency, especially, everyone 

on the flight deck must have 
the right to speak up.

We argue that traditional 
business models that adopt 
this approach to decision- 
making in high-stakes situ-
ations will be more likely to 
succeed in their sectors. The 
incident described above, and 
how it was resolved, exem-
plifies why: Crises, which will 
inevitably arise in any field 
of work, demand more from 
us than everyday challenges. 
No single person can manage 
one alone. Collaboration and 
cooperation were crucial to 
the survival of Flight QF32, 
and we believe that the same 
ingredients can be used to 
help businesses overcome the 
most difficult obstacles and 
thrive.

To support this theory, we 
have spent the past six years 
studying flight crew commu-
nication. Twice a year, aircraft 
crews around the world are 
required to complete train-
ings in full-flight simulators. 
The goal of these trainings is 
to place people in emergency 
situations and give them 
feedback on how to best han-
dle them. They are concluded 
by a thorough check-flight 
within the simulator—the 
sole purpose being to test the 
crew. Pilots must pass this 
test to keep their license for 
another six months.

In the first part of our study, 
we observed and recorded 

11 flight crews of a major 
European airline participat-
ing in these sessions. In the 
second part of our study, we 
conducted interviews with 61 
flight crew members (pilots 
as well as nonpilots) in the air 
force. Our goal was to reveal 
the importance of team-driven 
decision-making during emer-
gencies, show that teams (not 
leaders) make the difference 
between success and failure, 
and identify the aviation 
training practices that can be 
best adapted for and used in 
the business world.

In our first study, we col-
laborated with organizational 
scholars Mary Waller and Seth 
Kaplan to identify the bene-
fits of Crew Resource Manage-
ment rules and practices on 
team performance in critical 
situations. Over a period of 18 
months, we examined how 
pilots and copilots interacted 
in the cockpit during simula-
tor trainings and, in turn, how 
that interaction affected the 
performance of the crew as a 
whole. One of the simulation 
scenarios involved airspeed 
sensor failure; the other 
involved an unexpected loss 
in cabin pressure. For both, 
the simulator crews first had 
to deal with the immediate 
emergency and then safely 
complete the flight with a 
damaged aircraft.

Resolving the immediate 
emergency was arguably the 

easier half of the challenge. 
Crew members did not 
really have to “think on their 
feet” because the process 
was a standard one. They 
recited a series of memory 
items—actions all crews are 
required to take in emergency 
situations—and then selected 
the proper checklist from the 
Quick Reference Handbook 
to guide them through the 
next steps. During this phase 
we observed no variations 
between the crews as all fol-
lowed the correct procedures.

However, when it came to 
safely landing the aircraft, our 
observations varied signifi-
cantly. The captain’s style of 
communication had a major 
impact on crew performance 
in two ways. First, crews 
performed consistently better 
under intense time pressure 
when the copilot was in-
cluded in the decision- making 
process than when the 
captain analyzed the problem 
alone and simply gave orders. 
Second, captains who asked 
open-ended questions— “How 
do you assess the situ ation?”; 
“What options do you see?”; 
“What do you suggest?”—
came up with better solutions 
than captains who asked 
simple yes-or-no questions. 
By contrast, the latter method 
resulted in the copilot affirm-
ing the captain’s decision and 
proved worthless to problem 
evaluation and solving.
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           Leaders must encourage their employees to speak 
up by asking open-ended questions before posing solutions.

The takeaway we gath-
ered here is that involving 
colleagues as equal decision 
partners by asking them ques-
tions—a form of leadership 
that organizational develop-
ment scholar Ed Schein terms 
“humble inquiry”—taps into 
other people’s expertise and 
aids constructive, factual 
information exchange. These 
questions are not simply for 
the sake of participation but 
rather to gather information, 
opinions, and proposals for 
action. Teams who continu-
ously exchanged information, 
analyzed the facts, evaluated 
options, made and imple-
mented decisions, and then 
reviewed what they had 
implemented were the most 
successful in safely complet-
ing their flight simulations.

On the basis of the results 
of the first study, we wanted 
to explore to what extent 
captains or commanders were 
aware of the benefits of using 
inquiry. To figure this out, 
we conducted another study 
examining the efficacy of 
Crew Resource Management 
training within the German 
and Israeli air forces. Unlike 
civil aviation, military pilots 
operate in unstable and vol-
atile situations, and are more 
likely to face exceptional 
circumstances, particularly 
in war zones. We interviewed 
commanders, copilots, 
weapons system officers, and 

technical loadmasters to learn 
how they work together. 
Almost all respondents, both 
in Israel and in Germany, em-
phasized that cross-hierarchy 
cooperation was important.

More than 80% of respon-
dents underlined the need for 
speaking up—that is, the need 
for subordinate crew members 
to express their opinions and 
ideas openly. “If you speak 
first, your copilot will not con-
tradict you,” stated one of the 
Israeli commanders. “I always 
ask my copilot for his opinion 
first. I do not want him to 
accept my view uncritically, 
especially if I am wrong.”

A number of pilots we in-
terviewed also observed that, 
in all critical situations, even 
the most experienced pilot 
may overlook something, 
act too hastily, or lose focus. 
Collaboration, thus, is vital to 
safety. “I invite [my copilot’s] 
opinion,” stated one of the 
Israeli commanders. “I say, 
‘Monitor me; notice if I miss 
anything.’ If something is 
unsafe, I expect him to inter-
vene and I will listen. I tell the 
copilot that the worst that can 
happen is me telling him that 
we are not going to take his 
suggestion at this time.”

This invitation is important 
because, notably, many of the 
copilots we spoke with in both 
the German and Israeli forces 
stated that they will not speak 
up without an invite in situ-

ations that do not precipitate 
a crisis—even though they 
have been taught explicitly 
to speak up as a part of their 
training. “If [the commander] 
asks me my opinion because 
he’s interested in it, then I 
answer him,” said one Israeli 
copilot. “But if he doesn’t ask 
me, I won’t throw it in. In my 
opinion, the commander is in 
control of the situation.”

However, it is not uncom-
mon for seemingly noncritical 
decisions to lead to more- 
serious outcomes. This is why 
open questions between crew 
members are needed to draw 
a wider range of solutions to 
problems—whether or not 
those problems are consid-
ered emergencies. Doing so 
helps crews go beyond what 
is merely feasible to produce 
more-ideal outcomes—that 
is, not just a smooth landing 
but a smooth landing at the 
right airport with the right 
personnel at the right time.

In summary, our second 
study confirmed what we 
had found in the first: Open 
questions are vital to effective 
communication in high-
stakes situations. But we 
also learned something new: 
Open questions are vital in 
all decision-making processes 
as a means to come up with 
the best solutions and as 
preventive measures against 
potentially dangerous or 
imperfect outcomes.

Through both studies, we 
were able to gather insights 
that ultimately support our 
idea that aviation’s Crew Re-
source Management concept 
can be easily applied to busi-
nesses. Leaders simply have 
to use their teams as active 
resources.

People in positions of 
power need to make sure that 
the hierarchy of decision mak-
ers on their teams does not 
become so steep that workers 
in junior positions are afraid 
to speak up. (We realize that 
it’s unrealistic to expect all 
teams to take on an outright 
flat structure.) In addition, we 
believe that to successfully 
apply these principles, leaders 
must make a concerted effort 
to encourage their employ-
ees to be assertive and speak 
up by asking open-ended 
questions before posing 
solutions, even (and specifi-
cally) in high-stakes or urgent 
situations. When people 
are under pressure, it’s not 
uncommon for them to shut 
down and grow quiet rather 
than be proactive. This is why 
inquiry is such a valuable tool 
for gathering information.

There can be exceptions, 
though. Inquiry is not always 
a silver bullet—as can be seen 
by the two recent Boeing 
737 MAX 8 accidents. The 
recently published final 
accident report of the Lion 
Air crash of 2018 identified a TH
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large number of contributing 
factors. Apart from the widely 
covered technical problems 
of the MCAS system, the 
report documents pilot skill 
deficiencies on the part of 
the copilot. Therefore, the 
captain was lacking a crucial 
resource in a critical situation.

The Boeing MAX 8 
case may hold a lesson for 
management as well. It was 
recently reported that Boe-
ing’s test pilots had internally 
discussed concerns about the 
MCAS system back in 2016. 
We do not yet know if Boe-
ing’s management was aware 
of these concerns, but we the-
orize that inquiry could have 
been a preventive measure in 
this case. Had management 
asked the pilots for feedback 
earlier on, the information 
regarding the system would 
have been pushed upward 
and allowed management to 
initiate a review of the system 
before the accident.

As we saw in our studies, 
it’s important for those in po-
sitions of power to recognize 
that they do not lose authority 
when they ask questions or 
admit that they do not know 
everything. Leaders who 
ask questions create teams 
capable of handling the com-
plexities of any business task, 
whether critical or noncriti-
cal. Researcher Amy Fraher, a 
retired US Navy commander 
and former commercial 

AS THE COVID -19 crisis 
spreads to new epicenters in 
Europe and the U.S., com-
panies are scrambling to 
mobilize responses. There are 
no easy answers, due to the 
unpredictability of disease 
dynamics, a lack of relevant 
prior experience, and the 
absence of plug-and-play in-
structions from government 
or international authorities.

Clearly each local situation 
is different, but we believe 
there are opportunities for 

4. How Chinese 
Companies Have 
Responded to 
Coronavirus
→ by MARTIN REEVES, LARS FÆSTE,  
CINTHIA CHEN, PHILIPP CARLSSON-SZLEZAK,  
and KEVIN WHITAKER

companies to learn from oth-
ers in regions that are weeks 
ahead in responding to the 
epidemic. China appears to be 
in the early stages of an eco-
nomic rebound, according to 
our analysis of high-frequency 
data on proxies for the move-
ment of people and goods, 
production, and confidence. 
While this recovery could be 
vulnerable if a new wave of lo-
cal infections were to emerge, 
many Chinese companies 
have already moved beyond TH

IR
A

W
AT

A
N

A
 P

H
A

IS
A

LR
AT

A
N

A
/E

YE
E

M
/G

E
T

TY
 IM

A
G

ES

LEADING IN A CRISIS
QUICK TAKES

and military pilot, calls this 
type of leader the “creative 
problem solver.” We would 
go a step further and describe 
this person as a “collegiate 
and creative problem solver,” 
someone who knows the is-
sues and seeks out the team’s 
opinion. We believe busi-
nesses that create a frame-
work that emphasizes leading 
with questions, and trains and 
retains leaders with this skill, 
will be capable of achieving 
operational excellence.
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In addition, it leveraged its 
internal information plat-
form, an app called Huatong, 
to make sure employees and 
franchisees were armed  
with timely information.  
This allowed franchisees to 
adapt central guidance to their 
own local situations in terms 
of disease conditions and local 
public health measures.

3. Proactively create  
clarity and security  
for employees. 
In a crisis, it’s hard to find 
clarity when the situation 
and the available information 
are constantly changing, 
driven by the exponential 
logic of contagion. Official 
advice may be absent, con-
tradictory, out-of-date, or not 

Impact of Covid-19 in China: 
Emerging Signs of Recovery
China appears to be in the early stages of an economic 
rebound, according to data for three benchmarks.

Note: Data re-based for weekdays excluding weekends relative to start of Chinese New Year 
(February 5, 2019, and January 25, 2020). Cities in the congestion-delay index are Beijing, 
Shanghai, Guangzhou, Shenzhen, and Wuhan. Daily coal consumption is the sum of 
averages from Jerdin Electric, Guangdong Yudean Group, Datang International Power 
Generation, and Huaneng Power International. Cities analyzed for building units traded are 
Beijing, Shanghai, Guangzhou, Shenzhen, Hangzhou, Nanjing, Qingdao, Suzhou, Nanchang, 
and Xiamen.

People and 
goods are
starting to 
move again.

Av
er

ag
e 

co
ng

es
tio

n-
de

la
y

in
de

x 
(fi

ve
 m

aj
or

 c
iti

es
)

1.0

1.5

2.0

Weekdays relative to Chinese New Year
–18 –12 –6 0 6 12 18 24 30

2019

2020

Consumption 
of coal is 
increasing, 
indicating that 
production is 
resuming.

D
ai

ly
 c

oa
l c

on
su

m
pt

io
n

(1
0K

 to
ns

)

25

50

75

0

Weekdays relative to Chinese New Year
–18 –12 –6 0 6 12 18 24 30

2019

2020

Property 
transactions 
are resuming,
signaling that 
confidence 
isn’t broken.

Tr
ad

ed
 b

ui
ld

in
g 

un
its

(1
0 

m
aj

or
 c

iti
es

)

0

2K

4K

Weekdays relative to Chinese New Year
–18 –12 –6 0 6 12 18 24 30

2019

2020

Source: Wind, cqcoal.com, and BCG Center for Macroeconomics

crisis response to recovery 
and postrecovery planning.

On the basis of our expe-
rience supporting Chinese 
enterprises with their recov-
ery plans, we have extracted 
12 early lessons for leaders 
elsewhere. To be sure, China 
has its own distinct political 
and administrative systems, 
as well as social customs, 
but many of the lessons here 
seem broadly applicable.

1. Look ahead and  
constantly reframe  
your efforts. 
By definition, crises have a 
highly dynamic trajectory, 
which requires a constant 
reframing of mental models 
and plans. Initial ignorance 
gives way to discovery and 
sense-making, then crisis 
planning and response, 
recovery strategy, postre-
covery strategy, and finally, 
reflection and learning. This 
process must be fast—and 
therefore CEO-led—to avoid 
getting stuck in complex in-
ternal coordination processes 
and being slow to react to 
changing circumstances.

In China, some of the 
fastest-recovering companies 
proactively looked ahead and 
anticipated such shifts. For 
example, in the early stages 
of the outbreak, Master Kong, 
a leading instant noodle and 
beverage producer, reviewed 
dynamics on a daily basis and 

reprioritized efforts regularly. 
It anticipated hoarding and 
stock-outs, and tilted its focus 
away from off-line, large 
retail channels to O2O (online 
to off-line), e-commerce, and 
smaller stores. By continu-
ously tracking retail outlets’ 
reopening plans, it was also 
able to adapt its supply chain 
in a highly flexible manner. 
As a result, its supply chain 
had recovered by more than 
50% just a few weeks after 
the outbreak and was able to 
supply 60% of the stores that 
were reopened during this 
period—three times as many 
as some competitors.

2. Use an adaptive, 
bottom-  up approach to 
complement top-down 
efforts. 
Rapid, coordinated responses 
require top-down leadership. 
But adapting to unpredictable 
change, with distinct dynam-
ics in different communities, 
also requires decentralized 
initiative taking. Some Chi-
nese companies effectively 
balanced the two approaches, 
setting a top-down frame-
work within which employ-
ees innovated.

For example, Huazhu, 
which operates 6,000 hotels 
in 400 cities across China, 
set up a crisis task force that 
met daily to review proce-
dures and issued top-down 
guidance for the whole chain. 
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granular enough for practical 
purposes. Furthermore, 
confusion is compounded by 
a plethora of media reports 
with differing perspectives 
and advice. Employees will 
need to adopt new ways of 
working, but they won’t be 
able to do so unless they have 
clear, consistent information 
and overall direction.

Some Chinese compa-
nies created very proactive 
guidance and support for 
employees. For example, 
China’s largest kitchenware 
manufacturer, Supor, insti-
tuted specific operational 
guidelines and procedures 
for its employees, such as 
instructions for limiting 
exposure while dining in 
canteens and emergency 
plans for abnormal situations. 
In addition, the company 
instituted health checks for 
employees and their fami-
lies from the early stages of 
the outbreak and procured 
preventive equipment. It was 
well prepared for a timely re-
sumption of work, reopening 
some production lines in the 
second week of February.

4. Reallocate labor flexibly 
to different activities. 
In hard-hit businesses, such 
as restaurants, employees 
were unable to carry on their 
regular activities. Rather than 
furloughs or layoffs, some 
creative Chinese enterprises 

actively reallocated employ-
ees to new and valuable activ-
ities, like recovery planning, 
or even loaned them to other 
companies.

For example, in response 
to a severe decline in revenue, 
more than 40 restaurants, 
hotels, and cinema chains 
optimized their staffing to 
free up a large share of their 
workforces. They then shared 
those employees with Hema, 
a “new retail” supermarket 
chain owned by Alibaba, 
which was in urgent need of 
labor for delivery services 
due to the sudden increase in 
online purchases. O2O play-
ers, including Ele, Meituan, 
and JD’s 7Fresh, followed this 
lead by also borrowing labor 
from restaurants.

5. Shift your sales  
channel mix. 
Person-to-person and 
brick-and-mortar retail were 
severely restricted in affected 
regions. Agile Chinese 
enterprises rapidly rede-
ployed sales efforts to new 
channels in both B2C and B2B 
enterprises.

For example, cosmetics 
company Lin Qingxuan 
was forced to close 40% of 
its stores during the crisis, 
including all its locations 
in Wuhan. However, the 
company redeployed its 
100+ beauty advisers from 
those stores to become 
online influencers who lev-
eraged digital tools, such as 
WeChat, to engage custom-
ers virtually and drive online 
sales. As a result, its sales 
in Wuhan achieved 200% 
growth compared with the 
prior year’s sales.

6. Use social media to 
coordinate employees  
and partners. 
With remote working and a 
new set of complex coor-
dination challenges, many 
Chinese companies took to 
social media platforms, such 
as WeChat, to coordinate 
employees and partners.

For example, Cosmo Lady, 
the largest underwear and 
lingerie company in China, 
initiated a program aimed at 
increasing its sales through 
WeChat, enlisting employees 
to promote to their social 
circles. The company created 
a sales ranking among all 
employees (including both the 
chairman and CEO), helping 
motivate the rest of the staff to 
participate in the initiative.

7. Prepare for a faster re-
covery than you expect.
Only six weeks after the initial 
outbreak, China appears to be 
in the early stages of recovery. 
Congestion delays currently 

stand at 73% of 2019 levels, 
up from 62% at the worst part 
of the epidemic, indicating 
that the movement of people 
and goods is resuming. 
Similarly, coal consumption 
appears to be recovering from 
a trough of 43% to currently 
75% of 2019 levels, indicat-
ing that some production is 
resuming. And confidence 
appears to be coming back as 
seen in real estate transac-
tions, which had fallen to 1% 
of 2019 levels but have since 
bounced back to 47%.

While the depth and dura-
tion of the economic impact in 
other countries is impossible 
to forecast, China’s experi-
ence points to a scenario that 
companies should prepare for. 
Considering the time it takes 
to formulate, disseminate, 
and apply new policies in large 
companies, recovery planning 
needs to start while you’re still 
reacting to the crisis.

For example, a premium 
Chinese travel agency, facing 

Covid-19 Recovery Dynamics
Differ Across Sectors in China

Note: Based on the 500 largest companies by market cap in Greater China as of January 1, 2020; 
industry groups based on GICS classifications; industry groups with indexed TSR >5% as of 
March 4, 2020, are classified as high performers; TSR <-5% classified as low performers.

Source: S&P Capital IQ, BCG Henderson Institute Analysis
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           Recovery planning needs to start 
while you’re still reacting to the crisis.

a collapse in its short-term 
business, refocused around 
longer-term preparations. In-
stead of reducing head count, 
it encouraged employees to 
use their time to upgrade 
internal systems, improve 
skills, and design new prod-
ucts and services to be better 
prepared for the eventual 
recovery.

8. Expect different recov-
ery speeds for different 
sectors.
Unsurprisingly, sectors and 
product groups recover at dif-
ferent speeds, thus requiring 
distinct approaches. Stock 
prices fell across all sectors 
in the first two weeks that 
China’s epidemic accelerated, 
but leading sectors, such as 
software and services, and 
health care equipment and 
services, recovered within a 
few days and have since in-
creased by an average of 12%. 
The bulk of sectors recovered 
more slowly but reached prior 
levels within a few weeks. 
And the hardest-hit sectors—
such as transportation, retail, 
and energy, representing 28% 
of market capitalization for 
China’s largest stocks—are 
still down by at least 5% and 
showing only minimal signs 
of recovery.

This means companies 
need to calibrate their 
approach by business—and 
large companies need to 

calibrate their approach by 
division. For example, a large 
global food and beverage 
conglomerate used the crisis 
to accelerate the long-term 
shifts in its product mix in 
China (the company’s second 
largest market worldwide), 
including increasing its focus 
on health-relevant products, 
imported products, and on-
line sales channels.

9. Look for opportunity 
amid adversity.
While the crisis in China im-
pacted all sectors to some ex-
tent, at a more granular level, 
demand increased in many 
specific areas. These included 
B2C e-commerce (especially 
door-to-door models), B2B 
e-commerce, remote meet-
ing services, social media, 
hygiene products, health 
insurance, and other product 
groups. Some Chinese players 
mobilized rapidly to address 
these needs.

For example, Kuaishou, a 
social video platform valued 
at $28 billion, promoted 
online education offerings 
to compensate for school 
and university closures. The 
company and other video 
platforms partnered with 
the Ministry of Education to 
open a national online cloud 
classroom to serve students. 
And a major restaurant chain 
leveraged downtime to plan 
a new offering of semifin-

ished dishes, capturing the 
increased need and occasion 
for home cooking during  
the crisis.

10. Adapt your recovery 
strategy by location.
Regional public health poli-
cies, disease dynamics, and 
administrative guidance will 
create recovery dynamics 
that vary by location—most 
likely not following the 
geographical structure of 
companies. This requires a 
flexible approach.

For example, a leading 
Chinese dairy company (a $10 
billion business with a wide 
production base and deep na-
tional distribution in China) 
developed a segmented 
approach based on regional 
and city recovery dynamics, 
as well as on its own supply 
chain infrastructure  and sales 
force density. The planned 
supply from factories in 
severely impacted areas was 
allocated to factories in other 
regions in a phased approach. 
Marketing activities, messag-
ing, and budget allocation 
were also adjusted continu-
ally to reflect regional differ-
ences in expected recovery 
speed, consumer sentiment, 
and needs.

11. Rapidly innovate 
around new needs.
Beyond rebalancing your 
product portfolio, new 

customer needs also create 
opportunities for innovation. 
When threatened by crisis, 
many companies will be 
focused on defensive moves, 
but some Chinese companies 
boldly innovated around 
emerging opportunities.

The insurance industry 
is notoriously conservative, 
but in response to the crisis, 
Ant Financial added free 
coronavirus- related coverage 
to its products. The action 
served a customer need while 
promoting awareness of the 
company’s online offerings 
and improving customer loy-
alty. It expects a 30% increase 
in health insurance income in 
February, as compared with 
the previous month.

12. Spot new consumption 
habits being formed.
Some shifts will most likely 
persist beyond the crisis, and 
many sectors will reemerge 
to new market realities 
in China and elsewhere. 
Indeed, the SARS (severe 
acute respiratory syndrome) 
crisis is often credited with 
accelerating the adoption 
of e-commerce in China. It 
is too early to say for sure 
which new habits will stick 
in the long run, but some 
strong possibilities include a 
leap from off-line to online 
education, a transformation 
in health care delivery, and 
an increase in B2B digital 
channels.

Some Chinese companies 
are already planning around 
these shifts in the post crisis 
world. For example, the 
Chinese business of a global 
confectionary manufacturer 
accelerated its existing digital AD
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transformation efforts. The 
company canceled off-line 
campaigns for Valentine’s 
Day and other promotional 
activities, reinvesting 
resources instead into 
digital marketing, WeChat 
programs, and partnerships 
with O2O platforms to take 
advantage of new consumer 
behaviors during the out-
break and beyond.

UN DOUBT E D LY M ORE new les-
sons will emerge from China, 
Korea, Italy, and eventually 
the U.S. Companies that 
adopt a high-frequency ap-
proach to learning, codifying, 
and applying lessons from 
other regions will be better 
able to protect their employ-
ees and business. Indeed, 
in a fast-changing, volatile 
world, such an adaptive 
approach should be applied 
more broadly beyond crisis 
management.
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to their teams and externally 
to their clients—whether 
it’s about participating in an 
upcoming conference or de-
livering on a signed proposal. 
Communicating in the face of 
uncertainty is a constant lead-
ership challenge.

In addition to working with 
the airline industry on this 
topic, my team and I have 
worked with Fortune 500 
companies around the world 
who need to manage high-
stakes communications to 
multiple audiences simulta-
neously. Here are five steps 
we have found to be incredi-
bly effective: 

WE’VE ALL EXPERIENCED tur-
bulence on an airplane. Maybe 
you were rudely awakened 
by a sudden jolt, or you stood 
up to use the restroom and 
had to hold on to the back of 
someone’s seat. Within a few 
seconds, the pilot’s voice usu-
ally comes over the intercom 
offering reassurance through 
the uncertainty of turbulence.  

With Covid-19 concerns 
around the globe, it’s not just 
the airline industry that is 
experiencing a sudden lurch 
on its normal journey. Many 
business leaders are asking 
how they can communicate 
uncertainty both internally 

5. How to Reassure  
Your Team When the 
News Is Scary
→ by ALLISON SHAPIRA

1. Pause and breathe.
Before you start commu-
nicating to others, take a 
minute to pause and breathe. 
When you are the most 
senior person in a room, 
your team takes its cues from 
you in terms of how to act 
and how to feel. Taking a 
moment to center yourself 
will ensure that you present 
a calm, rational force to your 
colleagues and clients. This 
applies both over the phone 
or through email. When you 
feel anxiety, you transmit 
that to others. A study of 
empathetic stress found that 
observing others experienc-
ing stress could cause ob-
servers to feel more stressed 
themselves.

2. Put yourself in your 
audience’s shoes.
In public speaking, knowing 
your audience in advance is 
critical. In times of un-
certainty, it’s paramount, 
regardless of the medium. 
Do a thorough strategic 
analysis of whom you are 
communicating to. What are 
their concerns, questions, or 
interests? What do they need 
an immediate answer to? You 
might use language such as, 
“I know many of you may be 
thinking…” The quicker you 
can address what’s on their 
minds, the quicker you will 
be able to calm them down. If 
you are not addressing their AD
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most pressing interests, they 
might not even be listening 
to you.

3. Do your research.
In times of stress, misinfor-
mation can be especially 
destructive. Seek out credible 
sources of information, and 
read the information fully 
before distilling it into clear, 
concise language. Share those 
links with others so that they 
too have a credible resource. 
As a faculty member at Har-
vard, I appreciate that the uni-
versity created a separate web 
page with credible sources for 
more information and sends 
frequent emails with updates.

4. Speak clearly and 
confidently.
You can speak with confi-
dence even without 100% 
certainty. You can confidently 
express doubt or uncertainty 
while still sounding as if you 
are in control of the situation. 
You might say, “Reports are 
still coming in, but what we 
understand so far is this…” 
Communicate frequently 
with your audience, even 
without news to report, 
so that they know you are 
actively following the issue. 
Fellow communication 
expert Nancy Duarte wrote an 
insightful article on this topic 
several years ago and said, 
“People will be more willing 
to forgive your in-progress 

ideas if they feel like they’re 
part of the process.”

5. Have specific next steps.
In uncertain times, it’s help-
ful to provide your team  
with tangible action items.  
Discussing your own next 
steps or recommending  
next steps to your audience 
gives them a sense of control, 
so they feel as if they are 
contributing to stabilization. 
Use language such as “Here 
are the steps we are taking” or 
“Here’s what you can do” to 
demonstrate action.

Communicating through 
uncertainty is an essential 
leadership skill, regardless 
of whether or not you have 
a formal leadership role. In 
fact, the ability to commu-
nicate through uncertainty 
demonstrates your leadership 
readiness. Use these steps to 
first find your own sense of 
focus, and then transmit that 
reassurance to others.
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THIS WEEK’S QUESTION for 
Ask the Coach: 

“Many organizations are in 
such a state of crisis today 
that it can be overwhelm-
ing. Do you think there’s a 
purpose or a lesson in what 
we’re experiencing?”

My friend Ian I. Mitroff, 
noted author and profes-

sor who works on both 
organizational purpose and 
spirituality, has an intriguing 
perspective that may provide 
an answer the rest of us had 
not considered: 

“There are two challenges 
facing all organizations 
today. They are crisis  
management and spiri-

6. Preparing Your 
Company for a Crisis
→ by MARSHALL GOLDSMITH
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           Every crisis raises deep questions about the 
goodness of the organization and the people in it.

erations crisis. Unless people 
plan and think systemically 
and “connect the dots,” they 
are not prepared for any 
major crisis.

Given the severity and 
frequency of major crises, 
what keeps us from preparing 
better? Denial. Far too many 
organizations believe it can’t 
and won’t happen to them. 
It will.

Research shows that 
better-prepared organizations 
experience significantly fewer 
crises and are much more 
profitable. The moral: Crisis 
management is not only the 
right thing to do, it is good for 
business.

How does spirituality fare? 
Sadly, not much better.

First of all, spirituality in 
the workplace is not about 
religion or forcing everyone 
to adopt the same belief 
system. It is about recogniz-
ing that when people come 
to work, they do not leave 
their spiritual sides at home. 
While the whole person walks 
in the door every day, people 
are often forced to fragment 
themselves into a thousand 
disconnected pieces.

People are searching for 
meaning and purpose in their 
lives, and they want to find 
it where they spend most of 
their time, such as at work. 
They want to work for a good, 
ethical organization that 
treats them with respect.

tuality. While seemingly 
unrelated, they are  
opposite sides of the  
same complex coin.”

Briefly, the challenge 
of crisis management is to 
overcome apathy, smugness, 
and denial. The challenge of 
spirituality is to overcome 
the false perception that it is 
off-limits and doesn’t apply to 
most organizations.

For about 25 years, my 
colleagues and I have studied 
the crisis management behav-
ior of all kinds of organiza-
tions. I wish I could say that 
during this time they have 
made significant progress, 
but I can’t. Many have made 
substantial improvements 
in their business continuity 
plans, procedures, and prepa-
rations. However, business 
continuity is not the same as 
crisis management.

Business continuity is 
great for backing up work-
places, plants, computers, 
machinery, and operations, 
but it does not prepare for 
workplace violence, disgrun-
tled employees, and ethical 
breaches by middle and 
top management. Business 
continuity doesn’t take into 
account that no single crisis 
that we have ever studied is 
an isolated crisis.

Every crisis is simultane-
ously an ethical, PR, legal, 
communications, and/or op-

Research shows that 
organizations that address 
the spiritual needs of their 
employees and all stake-
holders are more profitable 
and productive. But just as 
important, they are happier 
places in which to work.

How are these two chal-
lenges related?

Every crisis is a spiritual 
crisis and raises deep ques-
tions about the goodness of 
the organization and the peo-
ple in it. A crisis challenges 
our deeply held assumptions 
about the organization’s pur-
pose and our places within it. 
For instance, is the crisis our 
fault in any way? Did we bring 
it upon ourselves? Would 
it have happened if we had 
tried harder and had better 
programs?

There is little doubt that 
these are challenging times. 
There is no doubt that we face 
unparalleled crises. Nonethe-
less, I believe that if we can 
use these times to develop 
organizations that serve the 
“greater needs” of all those 
connected with them, then 
we will not only survive but 
become better. If we do not, 
we will continue to stagger 
from crisis to crisis. 

HBR Reprint H0025Z

Originally published on HBR.org 
September 15, 2008 

Marshall Goldsmith is rec-
ognized as one of the world’s 

leading executive educators and 
coaches. His 40 books include 
What Got You Here Won’t Get 
You There: How Successful 
People Become Even More 
Successful (Hachette Books, 
2007) and Triggers: Creating 
Behavior That Lasts— Becoming 
the Person You Want to Be 
(Crown, 2015).
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Living in  
the Futures
How scenario planning changed 
corporate strategy

→  by ANGELA WILKINSON and ROLAND KUPERS

ORIGINALLY PUBLISHED MAY 2013

EMBRACING 
UNCERTAINTY

IN 1965 ROYAL DU TCH SHELL  put into service what it called the 
Unified Planning Machinery (UPM), a computer-driven system 
meant to bring more discipline to the company’s cash flow 
planning. This kind of rational, model-based financial fore-
casting was very much in vogue in the 1960s. But before long, 
Shell’s top executives realized that many of the commitments 
they had to make extended well beyond UPM’s six-year time 
horizon—and that even within that horizon, UPM tended to  
get a lot wrong. In the early 1970s they shut it down.

Things have gone much better for another Shell initiative 
that was begun in 1965, albeit with far less fanfare. Jimmy 
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perceive change, (2) an enhanced capac-
ity to interpret and respond to change, 
(3) influence on other actors, and (4) an 
enhanced capacity for organizational 
learning. Two Bain researchers re-
ported in 2007 that the firm’s regular 
survey of management tools showed 
“an abrupt and sustained surge” in the 
use of scenario planning after 9/11 (“A 
Growing Focus on Preparedness,” HBR 
July–August 2007), and although there 
have been ups and downs since, Bain’s 
most recent survey showed that 65% 
of companies expected to use scenario 
planning in 2011. 

Credit for originating scenario 
planning often goes to the American 
game theorist and futurist Herman 
Kahn. However, a form of the practice 
emerged simultaneously in France in 
the work of Gaston Berger, Bertrand de 
Jouvenel, and others. The American 
approach came to emphasize probabil-
ity, with degrees of likelihood assigned 
to various outcomes, while the French 
approach focused more on what should 
happen. Newland and Wack, aware 
of both, steered clear of probabilistic 
forecasts and normative statements and 
instead insisted that scenarios should 
first and foremost be plausible. One 
U.S. government report from a decade 
ago estimated that 85% of the scenario 
studies surveyed by the report’s authors 
were based on or derived from the 
Royal Dutch Shell process, suggesting 
that Shell’s experience contains lessons 
relevant for anyone—investors, corpora-
tions, governments, nongovernmental 
organizations, and others—trying to 
engage with the future.

We are a former Shell scenario plan-
ner and a former Shell executive who 

of the early scenarios in his article 
“Scenarios: Uncharted Waters Ahead,” 
HBR, September– October 1985.) But 
Shell-style scenario planning has never 
really been about predicting the future. 
Its value lies in how scenarios are 
embedded in—and provide vital links 
between—organizational processes such 
as strategy making, innovation, risk 
management, public affairs, and leader-
ship development. It has helped break 
the habit, ingrained in most corporate 
planning, of assuming that the future 
will look much like the present. As 
unthreatening stories, scenarios enable 
Shell executives to open their minds to 
previously inconceivable or impercepti-
ble developments. 

Scenario planning has now been 
in use at Shell for more than 45 years, 
spanning times of great triumph and 
prominence— especially in the 1970s—
but also long stretches during which 
company leaders struggled to see its 
value. It has come close to being shut 
down at least three times. But it has con-
tinued to evolve and help shape the com-
pany’s global thinking about energy and 
other matters—and, at times, its strategy. 
For an operation that doesn’t contribute 
directly to the bottom line, and that 
emphasizes the uncertainty of the future 
rather than making bold predictions, this 
is remarkable.

The practice is also enjoying a re-
naissance outside Shell, with growing 
evidence of its effectiveness. A recent 
survey of 77 large companies by René 
Rohrbeck, of Aarhus University, and 
Jan Oliver Schwarz, of Germany’s EBS 
Business School, found that formal 
“strategic foresight” efforts add value 
through (1) an enhanced capacity to 

Davidson, the head of economics and  
planning for Shell’s exploration and 
production division, tapped company  
veteran Ted Newland to start an ac-
tivity called Long-Term Studies at the 
London headquarters. “I was placed 
in a little cubicle on the 18th floor and 
told to think about the future, with no 
real indications of what was required 
of me,” Newland recalls. His appoint-
ment marked the start of a remarkable 
and still ongoing experiment in using 
scenario planning to engage with an 
uncertain future. 

Under the leadership of Newland 
and Davidson, who became Shell’s first 
overall head of planning in 1967, the 
“futures” operation began to take shape. 
Newland started by delivering a “Year 
2000” study report. Then, together 
with his new colleague Henk Alkema, 
he began to develop long-term outlooks 
in the form of alternative futures. The 
very first oil-price scenarios prepared 
by this duo were sent to senior exec-
utives by mid-1971. Around this time 
Davidson brought in Pierre Wack, who 
had been the head of planning for Shell 
Française, to try to secure the atten-
tion and interest of Shell’s most senior 
executives. Wack, a former magazine 
editor with a bent for Eastern philoso-
phy and mysticism, focused on telling 
plausible stories about how the wider 
business context of Shell might develop. 
Together with Newland he came to 
define the practice of scenario planning 
at Shell; each man headed the team at 
some point during an eventful decade 
of oil crises and economic turmoil that 
they and their colleagues had to some 
extent envisioned ahead of time. (Wack 
described the development of some 
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Idea in Brief  

In the mid-1960s Royal Dutch 
Shell started experimenting 
with a new way of looking into 
the future: scenario planning. 
Almost half a century later, 
scenario planning is still thriving 
at Shell, and it has had a huge 
influence on how businesses, 
governments, and other 
organizations think about and 
plan for the future.

Several principles have come to 
define the Shell approach. The 
most important is that scenarios 
are not predictions but plausible 
stories about the future. They 
are designed to help break 
the habit, ingrained in most 
corporate planning, of assuming 
that the future will look much 
like the present. They create a 
safe space for dialogue and for 
acknowledging uncertainty—
allowing an organization to see 
realities that would otherwise  
be overlooked.

to encourage a healthy exchange of dif-
fering perspectives. Deductive methods 
for generating scenarios—for example, a 
2x2 matrix with axes for public/private 
and more-expensive/less-expensive—
were never core to the Shell practice, 
although they are often identified with 
it because Peter Schwartz, who ran the 
scenario team in the early 1980s, subse-
quently promoted their use at the strat-
egy consulting group Global Business 
Network. In general, the company has 
also avoided expressing a preference for 
one scenario over another. The trap of 
having a “good” versus a “bad” future is 
that there is nothing to learn in heaven, 
and no one wants to visit hell. 

The Shell method instead emphasized 
plausibility. During the early years of 
experimentation, Wack encouraged his 
team to consider any scenario as long 
as it could not be rendered implausible 
through logical reasoning. Later he de-
cided that approach generated too many 
scenarios to be effective. But the focus 
on plausibility remained. Shell scenarios 
are intended to set the stage for a future 
world in which readers imagine them-
selves as actors and are invited to pay 
attention to deeply held assumptions 
about how that world works. What hap-
pens at a scenario’s horizon date is not 
as important as the story line’s clarity of 
logic and how it helps open the mind to 
new dynamics. 

Plausible stories encourage judg-
ment, not just attention to data and 
other information. By acknowledging 
that subjective judgment and intuition 
are an integral part of the leadership 
process, scenarios create a safe space 
in which to acknowledge uncertainty. 
An intuitive understanding of the world 

recently completed a history of scenario 
planning at the company after inter-
viewing almost every surviving veteran 
of the operation, along with current 
and former top company executives. 
With help from Betty Sue Flowers, who 
edited several Shell scenarios in the 
1990s, we discovered that although the 
practice has evolved over the decades, 
we can identify the principles that both 
define the process at Shell and help 
explain how it has survived and thrived 
for so long. 

Make It Plausible,  
Not Probable
But, of course, you can never identify 
all the forces at play. If you could, and 
see their interactions, then real pre-
diction of the future would be simple. 
This is never likely to be possible, and 
furthermore, there are some situations 
that balance on a hair’s breadth.

— Jimmy Davidson,  
head of group planning 1967–1976

From the beginning, those engaged with 
Shell’s scenario practice maintained  
that scenarios are not predictions but 
can provide a deeper foundation of 
knowledge and self-awareness in ap-
proaching the future. They also felt that 
the “official” view of the future—the 
business-as-usual outlook—both reflects 
an optimism bias and is based on the 
human tendency to see familiar patterns 
and be blind to the unexpected.

In the late 1960s Shell’s business-
as-usual approach was embodied by 
UPM and its quantitative, model-based 
methodology, which some worried was 
likely to suppress discussion rather than 

           As unthreatening stories, scenarios enable Shell 
executives to open their minds to previously inconceivable  
or imperceptible developments.
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economic growth and power shifts. 
The reasons that have been offered for 
this range from a failure of the sce-
nario team to listen to the concerns of 
executives to an overemphasis on big- 
picture developments as opposed to the 
energy industry and Shell in particular. 
Kees van der Heijden, who took over 
as scenario chief in 1988, decided that 
extensive interviews with Shell leaders 
were needed to ensure that the scenar-
ios addressed relevant issues. “Deep 
listening” through structured inter-
views soon became standard practice; 
interview questions probed the core 
concerns of decision makers and their 
hopes for the future and uncovered 
uncertainties about the company, its 
business, and its environment. Van der 
Heijden’s successor, Joseph Jaworski, 
spent his first six months on the job 
conducting more than 100 one-on-one 
interviews with Shell executives that 
lasted three or four hours each. This 
approach continued and has been ef-
fective: Despite the challenging and un-
comfortable nature of many scenarios, 
only rarely have Shell leaders dismissed 
them as irrelevant or too dangerous to 
share (although rewrites have some-
times been requested).

To stay relevant, the scenarios have 
had to change. The early ones were de-
signed to open up executive thinking  
in an environment in which oil compa-
nies had long been logistical machines 
that saw no need to communicate with 
one another or to focus on external 
events. Demand was assumed to be 
predictable, and the main job was to  
get oil to the customer as efficiently  
as possible. This was the context in 
which Wack “opened the company to 

directors (CMD). As a result, consensus 
was crucial, and to a large extent the 
corporate view of the future was implicit 
and unarticulated—and thus particularly 
hard to change.

Scenarios facilitated dialogue in 
which managers’ assumptions could 
safely be revealed and challenged. They 
enabled consideration of unexpected 
developments—such as the chairman’s 
sustainability agenda in the 1980s—and 
inconvenient truths, such as OPEC’s 
power over oil prices in the 1970s. They 
encouraged strategic conversations that 
went beyond the incremental, comfort-
able, and familiar progression customary 
in a consensus culture. Many business 
units, and corporate functions beyond 
strategy and finance, went on to develop 
scenarios.

To seize and retain the attention of 
all these constituencies, though, Shell’s 
scenarios had to be more than disruptive 
and challenging; they had to be relevant 
to executives, from the CMD on down. In 
the early days, global events conspired 
to make them so. Scenarios prepared in 
1971 and 1972 sketched the possibility 
that the power in oil markets would 
shift from consumers to oil- producing 
nations—and that the interests of those 
producers would dictate cuts in produc-
tion, not the eternal increases foreseen 
in the business-as-usual version of the 
future. After subsequent scenarios in 
1973 deemed business-as-usual im-
plausible, and a Mideast oil embargo 
and global energy crisis followed mere 
months later, there was no questioning 
the relevance of this work.

In the 1980s, though, Shell’s top 
management largely ignored the plausi-
ble and challenging scenarios of global 

precedes and frames the analytical 
understanding that follows. Intuition 
is the essence of entrepreneurial value 
creation, and it can be stifled by a paral-
ysis of analysis.

Plausibility can be strengthened by 
how relevant and memorable the scenario 
is, as well as by a logical story line. In the 
mid-1980s Lo van Wachem, the chair-
man of Shell’s committee of managing 
directors, instructed the scenario team to 
begin considering the impact of sustain-
ability concerns on the energy business. 
The process took years, but it ended up 
shaping opinion throughout the group 
as the threat of global warming became 
more real. Shell’s 1998 sustainability 
report was one of the first acknowledg-
ments by a major energy corporation of 
the challenge of climate change.

Strike a Balance 
Between Relevant and 
Challenging
All successful scenarios are focused in 
the sense that they are derived from 
a fundamental consideration of their 
client’s dilemmas and needs.

—Ged Davis,  
head of the scenario team 1999–2003

Shell’s scenario practice started out by 
exposing and questioning the official 
version of the future. This was especially 
important because of the company’s 
decentralized nature: Until 2005 Shell 
had two parent companies (one British, 
one Dutch) and two headquarters (one in 
London, one in the Hague). Its country 
operations around the world enjoyed 
striking autonomy. It was led not by a 
CEO but by a committee of managing 

           Scenarios encourage strategic conversations  
that go beyond the incremental, comfortable, and familiar 
progression customary in a consensus culture.
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1973

“Crisis Scenario” 
A late response 
to an impending 
energy gap causes 
oil prices to spiral 
upward. Producer 
governments exert 
tight control on the 
industry through 
nationalization.

“Dirigiste Solution” 
The governments of 
consumer nations 
intervene in energy 
markets, supported 
by public opinion. 
The energy industry 
gets subsidies, 
constraints are 
imposed on 
consumption, and 
conservation is 
encouraged.

(This was a very 
active year for 
scenarios: The above 
are just two of the 
six that were issued 
in January, and two 
more, focused on 
the likelihood of an 
energy shortage, 
came nine months 
later.)

1977

“Carter Miracle”  
The moral leadership 
exuded by U.S. 
President Jimmy 
Carter restores 
confidence. 
Governments 
take measures 
to strengthen 
international trade 
and investment.

“Convalescence” 
Recovery is slower 
than normal. 
Unemployment 
combines with a dim 
view of government 
in general to make 
the system fragile.

“Relapse”  
Inflation rises 
sharply, as do wages. 
The global economy 
is buffeted by 
conflict in the Middle 
East and other 
external shocks.

1989

“Global Mercantilism” 
Economic power is 
the driving force. 
Conflicting regional 
interests affect 
economic security 
and the environment. 
Protectionism  
grows, and trade is 
managed through 
bilateral agreements. 
Many developing 
countries are left 
behind.

“Sustainable World” 
The environment 
dominates the 
agenda. The global 
economic system 
is resilient, and 
developing countries 
are brought on  
board. Growth in  
the energy business 
is limited. An 
emphasis on clean 
fuels leads to a 
reconstruction of  
the industry.

1995

“Just Do It!”  
Success comes to 
those who  
harness the latest 
innovations in 
technology to take 
advantage of quick-
moving opportunities 
in a world of 
hypercompetition, 
customization, 
self-reliance, and 
informal networking. 

“Da Wo”  
(Chinese for “Big 
Me”) Countries and 
companies discover 
that relationships 
of trust and the 
enabling role of 
government provide 
long-term strategic 
advantage. This 
favors Asia, because 
its people and 
businesses view 
individual and 
societal welfare as 
inextricably linked.

 2001

“Business Class”  
A globally 
interconnected 
elite and the 
only remaining 
superpower lead  
the world toward 
greater economic 
integration and 
prosperity. Cities 
and other power 
centers diminish the 
influence of national 
governments and 
unleash a “new 
medievalism.” 

“Prism”  
The persistent  
power of culture  
and history shape  
a “new regionalism,” 
putting the 
monochromatic 
world of global 
integration in 
question.

2013

“Mountains” 
Governments play a 
strong role, helping 
to develop more-
compact cities and 
to transform the 
global transportation 
network. New 
policies unlock 
plentiful natural 
gas and accelerate 
carbon capture 
and storage 
technology, resulting 
in a moderation 
of greenhouse gas 
emissions.

“Oceans”  
Strong economic 
growth accelerates 
energy demand. 
Power is more widely 
distributed, and 
governments are 
slower to agree on 
major decisions. 
Market forces rather 
than policies shape 
the energy system: 
Oil and coal remain 
part of the mix, and 
greenhouse gas 
emissions bring 
dramatic climate 
change.

Stories of the Future
The first formal round of Shell scenarios was completed in November 1971. Since then Shell’s scenario planners have 
produced 34 rounds of global and long-term energy scenarios and updates and many more-focused ones. Some synopsized 
examples are included here under the actual Shell scenario titles.
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more-focused scenarios—on a project, 
a country, a crisis, a market entry, or 
an investment decision, for example—
were often developed throughout the 
organization. 

Scenarios have a limited shelf life. 
As they become familiar, the temp-
tation arises to cling to them—which 
risks thinking within, rather than 
looking beyond, the box. Generating 
new scenarios on an ongoing basis 
counters the tendency to hold on to 
familiar ones. Over the past decade, 
Shell has abandoned its former practice 
of creating them according to a regular 
rhythm and shifted toward updating, 
discarding, or building new ones on an 
as-needed basis. Thus the scenarios act 
as temporary scaffolding— rather than a 
fixed structure—to support the strategic 
conversation.

Add Numbers to Narrative 
Engineers are numbers people, and if 
you can’t quantify what you are talking 
about, they tend to dismiss you as inter-
esting (at best) mystics.

—DeAnne Julius,  
Shell’s chief economist 1993–1997

As noted, Shell’s scenario practice 
developed partly out of dissatisfaction 
with mechanistic, model-based projec-
tions. Scenarios were meant to harness 
intuition, not fall back on numbers. 
Wack, says his longtime colleague Napier 
Collyns, “regarded computer modeling 
as the enemy of thought.”

Yet Collyns, who served on the 
scenario team from 1972 to 1986, fre-
quently used numbers and computer 
models. Shell’s scenarios have never 

Corporations, like human beings, act 
on the basis of an agreed-upon reality—
which is, in essence, a story. Stories of 
the past and the present can be based 
on facts, but a story of the future is just 
a story. The problem is that the stories 
we most commonly tell about the future 
simply extrapolate from the present.

Perhaps the greatest power of sce-
narios, as distinct from forecasts, is that 
they consciously break this habit. They 
introduce discontinuities so that con-
versations about strategy—which lie at 
the heart of any organization’s capacity 
to adapt—can encompass something 
different from the present. 

Storytelling is key to making this  
process work. A story is not a position,  
so no one has to be for or against it or  
line up behind the CEO’s opinion. If  
it’s sufficiently vivid and memorable,  
it allows executives to discuss difficult  
issues without having to revisit argu-
ments connected with them: A few 
words can evoke a world. Charismatic 
presenters; evocative graphics; memora-
ble phrases, images, and archetypes;  
illustrative graphs of future outlooks; 
and the preparation of the audience 
through interviews, workshops, and 
other forms of participation all contrib-
ute to the story telling power of Shell’s 
scenarios. 

In the early years, the Shell team 
developed sets of six or seven scenarios. 
By the mid-1970s three scenarios were 
common, but that tempted managers 
to choose a “middle way” as a best 
guess. Starting in 1989, two scenarios 
became the norm, enhancing usabil-
ity and recall. Two stories open the 
mind but don’t numb it with too many 
variables. In addition to these, some 

the outside world,” as Van der Heijden  
puts it. 

Since then the global energy business 
has transformed Shell from a strategic 
player that produced 10% of the world’s 
oil and gas before the 1970s crises to 
just one of many large energy compa-
nies (it produces less than 2% today). 
The organization’s structure has also 
changed: Formerly a one-of-a-kind 
dual- nationality company with roots 
in the colonial past, it is now a more 
conventional multinational with a CEO 
at the top and a focus on shareholder re-
turns. As a result, recent Shell scenarios 
have been more concerned with energy  
than with social and economic issues 
and have been more broadly institu-
tionalized so as to have an impact on 
corporate decision making. As the 
current CEO, Peter Voser, says, “We 
have maintained intellectual agility 
and operational flexibility by shifting 
beyond global to more ‘sliced and  
diced’ scenarios.”

It remains difficult to strike an 
appropriate balance between relevant 
and challenging. Relevant can be too fa-
miliar, but challenging can go unheard. 
As Wack once said, “You take the piece 
of bread and you put it in front of the 
goldfish, but not so far that the goldfish 
can’t get it.”

Tell Stories That Are  
Memorable Yet Disposable
You are trying to manipulate people 
into being open-minded.

—Ted Newland,  
manager of Long-Term  

Studies 1965–1971; scenario  
team leader 1980–1981 

           The stories we most commonly tell about the 
future simply extrapolate from the present. But scenarios, as 
distinct from forecasts, consciously break this habit.
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model’s parameters. In the few years 
following publication of the 2007 
scenarios, at least three major energy- 
market events failed to fit the world 
energy model: the 2008 financial crisis; 
the U.S. shale-gas boom; and Germany’s 
decision, after the Fukushima nuclear 
disaster, to speed up its transition to 
renewables. However, the model had 
been used to trace the energy impact 
of a deep recession— giving credibility 
to the recession-and-recovery scenar-
ios that were created and presented 
to Shell’s executive committee within 
days of the Lehman Brothers collapse 
in 2008.

Quantification is essential to scenar-
ios. The challenge lies in realizing how, 
when, and why models linked with 
them can hide assumptions and con-
strain thinking rather than refine it. If, 
for example, Shell begins to rely on its 
state-of-the-art global energy model to 
provide what-if analysis, the signature 
advantage of scenarios in reframing 
thinking will be weakened. But used as 
a secondary tool, a quantitative model 
can fortify a rapid-response scenario. 
The persuasive power of scenarios 
in the world of business rests on an 
effective combination of narrative and 
numbers.

Scenarios Open Doors
We facilitated a set of scenarios for the 
Chinese government. The notion that 
you would actually think outside the 
official plan was like pulling teeth. Over 
a one-year period we developed the 
scenarios with them, and it gives you 
insights into the way they are thinking 
that you just can’t get otherwise and, of 

been developed from mechanistic 
modeling, but they have always been 
associated with quantification to en-
hance internal consistency, reveal deep 
story logic and systemic insight, and 
illustrate outcomes using the language 
of numbers that characterizes most 
corporate cultures.

In the early years of the scenario 
practice, Collyns and Harry Beck-
ers—who later became Shell’s head of 
research—supported quantification 
despite Wack’s limited appetite for it. 
Peter Schwartz later experimented with 
computer models linked to scenarios as 
a means of encouraging serious learning 
through “play.” In the 2001 scenario 
round, two econometric models were 
used after the global scenarios had been 
developed to quantify the implications 
for GDP growth of various patterns of oil 
and gas price coupling, decoupling, and 
volatility. 

During preparation of the 2007  
long-term energy scenarios, the team 
built a comprehensive world energy 
model that simulated the development 
of the energy market over decades. It 
allowed the team to explore a much 
wider range of what-ifs by tweaking 
a large number of inputs, including 
the energy efficiency of electrical 
appliances, the depreciation time of 
coal-fired power plants, and shifts in 
consumer behavior.

Of course, large-scale quantitative 
models require considerable invest-
ment, which can lead to a kind of 
“model lock-in”: Difficulty in changing 
basic assumptions, along with the natu-
ral authority of algorithmic calculations, 
can result in users’ being blindsided 
by changes in the world that don’t fit a 

course, you wouldn’t get as a business-
person across the table discussing 
things with them.

—Doug McKay,  
scenario team member 1996–2002

Over time, agreement appears to have 
been unanimous that scenarios are 
valuable in external engagement. Shell 
has used global scenarios to add color 
to corporate speeches, to open doors to 
privileged conversations with resource 
holders and governments, and to build 
a network of NGO contacts. Since 1992 
it has released smaller, public versions 
of its global scenarios—after enough 
time has passed for the company to gain 
competitive advantage from internal 
digestion and use. But more important 
has been the way scenarios have created 
value through new business develop-
ment, joint venturing, and new market 
entry. Building scenarios with key 
stakeholders in prospective joint proj-
ects has enabled an invaluable exchange 
of perspectives and insights. Shell has 
developed focused scenarios for state 
oil companies in, for example, Brunei, 
Kuwait, Nigeria, and Oman.

Members of the scenario team have 
also occasionally shared their expertise. 
For example, since the 1980s, when 
a remarkable body of unpublished 
scenario work on greater China was 
started by one of their number, team 
members have been involved in a 
variety of scenario initiatives focused 
on energy, sustainable development, 
and other concerns relevant to the 
Chinese government. In 1991 one team 
member assisted in creating scenar-
ios that helped focus the attention of 
both the African National Congress 
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Pierre Wack borrowed a phrase from the 
organizational theorist Russell Ackoff: 
“corporate rain dance.” This is a ritual 
that happens at a given time of the year, 
when the strategic planning process is 
rolled out. “It has no impact whatsoever 
on the weather, but everything that 
comes afterwards is nicely linked to and 
explained by this rain dance,” Wack said. 
“And some people enjoy it very much.” 
Wack was convinced that creativity 
could be institutionalized in corporate 
strategic planning, avoiding the rain 
dance. And he believed that scenarios, 
because they follow a rhythm distinct 
from the annual strategy cycle, allow an 
organization to see realities that might 
otherwise be overlooked.

Wack identified three essential start-
ing points for corporate strategy: global 
scenarios, competitive positioning, and 
strategic vision. The first represents 
the world of possibility, the second the 
world of relativity, and the third the 
world of creativity. The challenge in 
effective scenario work is to go beyond 
the usual strategic focus on current 
trends and competitive positioning 
(profitability, for example) to find the 
right scale of observation. The next 
challenge is to look for some degree of 
fit between the company’s core capabil-
ities and the variety of plausible future 
conditions. 

Wack argued that strategic vision 
is not driven top-down by a corporate 
leader but involves a capacity to ask  
the right questions and to be amazed.  
He saw the organization as an animal 
that can prosper within a particular hab-
itat. The success of the strategic vision 
thus depends on matching capabilities 
and context. Scenarios can help that  

‘No, wrong. We’re not forecasters. We’re 
your ‘personal trainers.’”

Under Shell’s earlier, decentralized 
structure, scenarios provided a com-
mon learning culture, helped create a 
shared view of the world, and refreshed 
the strategic agenda, enabling new 
concepts, such as resilience (1970s), 
sustainable development (1989), and 
systemic risk (2002), to penetrate the or-
ganization. They were a steering tool for 
the CMD and served as corporate glue to 
hold the organization together. As Shell 
became more centralized, scenarios 
provided a way to manage disagreement 
about group strategy or priorities and 
helped disturb the business-as-usual 
view that tends to result from wishful 
thinking or the linear extrapolation of 
current trends. 

Within the CMD, scenarios also 
became a mediation tool. Given that 
the committee did not vote things 
into effect but recommended them for 
formal approval by the boards of the 
parent companies, scenarios were a 
unifying force. They redirected attention 
and encouraged dialogue rather than 
prescribing action, which made them 
nonthreatening.

Fit into a Broader Strategic  
Management System 
Scenarios provide the right framework 
for appreciating fundamental long-
term choice, which is not the same  
as next year’s annual plan.

—Peter Voser,  
Shell’s CEO 2009–2013

In one of a series of retirement presen-
tations to Shell’s CMD in 1981 and 1982, 

and the De Klerk government on the 
importance of economic development 
during South Africa’s messy political 
transition. Another led a 1998 effort 
to develop global scenarios covering 
2000–2050 for the World Business 
Council for Sustainable Development, 
which highlighted alternative models 
for thinking about progress. In 2005 
yet another helped build scenarios for 
UNAIDS that exposed difficult choices 
between prevention and treatment 
and care. Shell’s scenario experts often 
contributed to other efforts after leaving 
the company—starting with Wack, who 
participated in scenario rounds in South 
Africa in the 1980s.

Manage Disagreement  
as an Asset
In hindsight, the greatest value of 
scenarios is that they created a culture 
where you could ask anyone a ques-
tion, and the answer would need to be 
contextual. Answering “Because I’m the 
boss” or “Because the business case is 
positive” was out-of-bounds. 

—Ted Newland 

Scenarios have the power to engage 
and open the minds of decision makers 
so that they pay attention to novel, 
less comfortable, and weaker signals 
of change and prepare for discontinu-
ity and surprise. When the oil crisis 
of October 1973 hit, Shell’s committee 
of managing directors had already 
considered a comparable scenario. As 
one scenario team member put it, “And 
then, of course, high oil prices came, 
and everybody said, ‘You’re very clever, 
you’ve got that right.’ And we all said, 
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           Success in the future depends on the future success 
of decisions, which can’t be known in advance.

foster quick adaptation in times of crisis. 
Scenarios can build social capital within 
and beyond the organization. They 
can aid in navigating complexity and 
conflict—managing disagreement while 
avoiding the extremes of groupthink and 
fragmentation. At Shell and elsewhere, 
scenarios have helped leaders prepare 
for futures that might happen, rather 
than the future they would like  
to create. 
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vision evolve and become a source  
of dynamism.

THE M OST COM M ON QUESTION  about 
Shell’s scenario practice is “Did it work?” 
That is, did it create direct business 
value by enabling better decisions? The 
answer is “yes” in the case of more- 
focused scenar ios and “only indirectly” 
in the case of global scenarios. We have 
no solid examples of Shell’s having 
anticipated future developments better 
than other companies— the mythology 
around anticipation of the 1970s oil 
crises notwithstanding. The historian 
Keetie Sluyterman characterizes Shell as 
being perhaps faster than other compa-
nies in catching on to changes in market 
or culture, by virtue of its sensitivity to 
emerging topics such as climate change, 
the rise of China, and the controversial 
boom in the development of extensive 
unconventional gas resources in the 
United States. 

How can anyone determine in 
advance if one decision is better than 
another? In contrast to decision theory, 
which assumes that all outcomes can  
be known, scenarios encourage at-
tention to the future’s openness and 
irreducible uncertainty. Success in the 
future depends on the future success 
of decisions, which can’t be known in 
advance. The outcome is at best a hy-
pothesis rather than a range or a precise 
data point.

What does seem clear is that a 
sustained scenario practice can make 
leaders comfortable with the ambigu-
ity of an open future. It can counter 
hubris, expose assumptions that would 
otherwise remain implicit, contribute to 
shared and systemic sense-making, and 
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pragmatic action, cultivate 
emotional steadiness, and tap 
into others’ expertise.

Take Pragmatic 
Action
I’m a proponent of practical 
approaches to dealing with 
uncertainty. Doing some-
thing, anything, in support 
of your company’s success 
makes you and your team feel 
better than doing nothing.

Get back to basics. Deliver 
value. First, focus on what 
you can control. You owe it to 
the organization and to your 
team to deliver value every 
day. What clientele does your 
team serve today, and what 
do they expect or need from 
you? How can you perform 
better, faster, or smarter to 
deliver on the promise of ex-
cellent service? What matters 
to the organization’s mission 
or vision? How can your team 
contribute to that? When 
uncertainty comes, first and 
foremost do good work. You’ll 
put the company in the best 
possible position to navigate 
new strategic choices.

Place intelligent bets. 
What’s likely? When the 
strategy is uncertain, the 
best managers acknowledge 
what’s unknown, but also 
look ahead to what is known 
and what is likely to happen. 
What do you know about the 
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1. Managing When the 
Future Is Unclear
→ by LISA LAI
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IT ’S  ON E OF TH E F E W  facts 
in business everyone agrees 
on: Without a clear and 
compelling strategy, your 
business will fail. From MBA 
programs, to business-book 
jackets, to the last keynote 
you attended, you’ve heard it 
repeated again and again.

Despite this, we frequently 
find ourselves managing 
in situations of strategic 
ambiguity—when it isn’t clear 
where you’re going or how 
you’ll get there. Why does 
this happen? Market condi-
tions shift rapidly. Customers 
have more choices than ever. 

Resources are constrained. 
Executives leave, interims 
are appointed, and searches 
drag on. The list continues, 
and even if your company is 
nimble enough to set strategy 
effectively at the top, keeping 
the entire organization stra-
tegically aligned is an entirely 
different challenge. Your 
company might have a clear 
strategic imperative, but your 
unit or team might not.

In my consulting practice, 
I work with leaders all over 
the world on strategy and 
execution, and they shift 
uncomfortably in their chairs 
every time I broach this topic. 
Strategic uncertainty can  
feel like slogging through 
mud. Leaders avoid in-
vestments. Decisions are 
deferred. Resources are 
frozen. Fear, uncertainty, and 
doubt drive bad behavior 
and personal agendas. Even 
so, companies often succeed 
or fail on the basis of their 
managers’ ability to move 
the organization forward 
precisely at times when the 
path ahead is hazy.

The best managers provide 
steady, realistic direction and 
lead with excellence, even 
when the strategy isn’t clear. 
Push your leaders for clarity, 
yes. In the meantime, be 
productive. You can do three 
things today that will put you 
in a better position to manage 
strategic ambiguity: Take 
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dynamics impacting your 
company? What options are 
being discussed? What does 
your boss think will happen? 
What can you do today to pre-
pare yourself, your team, and 
potentially your clients for 
change? In almost every case, 
managers can place intelli-
gent bets and start to work 
toward a future state—even 
when the complete landscape 
remains out of focus.

Operate in sprints: Em-
brace short-term strate-
gies. Once you’ve focused 
your team on delivering value 
and started to explore what’s 
possible, you’re prepared to 
move forward with a discrete 
set of priorities. Take a note 
from organizations that use 
agile methods and create your 
own strategic sprint. What 
can you do personally to 
contribute to strategic clarity 
for your part of the business? 
What projects can your team 
execute in 30, 60, or 90 days 
that will benefit the organi-
zation regardless of which 
direction the strategy takes? 
Strategy isn’t only the work of 
senior executives—any work 
you do to further the compa-
ny’s capabilities and position 
your team for the future is a 
great investment. Don’t stand 
still, awaiting the “final” 
answer on strategy. Move 
your team and the company 
forward.

           When the strategy is uncertain, the best managers  
acknowledge what’s unknown, but also look ahead to what is known.

Cultivate Emotional 
Steadiness
Strategic ambiguity pushes 
you out of your comfort zone. 
When there’s clear, unwaver-
ing direction, you can focus 
on defined targets and deliver 
results. When strategies shift, 
or are hinting toward a shift, 
it’s normal to feel unsettled, 
and you’ll see this in your 
team too. Here are three steps 
you can take to help your-
self and your team navigate 
the emotions of strategic 
ambiguity.

Be proactive. Learn more. 
One of the reasons I suggest 
pragmatic action is because 
doing something concrete 
helps you move beyond 
your raw emotions. But 
there’s more to emotional 
steadiness. Questions arise 
naturally: How will this 
impact my group? What if 
everything we’re doing today 
alters? What if this involves 
job changes, layoffs, or lost 
resources? Learn as much 
as you can so that you’re 
informed, not just reacting 
to rumor and innuendo. Use 
your internal network and ask 
others in the organization for 
insight, context, and clarity. 
When you’ve done the hard 
work of sense-making, you 
can anticipate the ques-
tions your team will ask and 
prepare the most effective 
answers you can.

Acknowledge and navi-
gate emotions. Emotional 
steadiness requires that you 
be intentional about the way 
you show up in the work-
place. Your role is to be calm, 
transparent, and steady, all 
while painting a vision for the 
future. Acknowledge your 
emotions and talk to a peer 
or your boss if you need to 
work through them. Play out 
the worst-case scenario in 
your mind and then move on 
to the more likely outcome. 
Chances are the reality isn’t 
as bad as what you might 
conjure up when your emo-
tions are heightened. Commit 
to avoiding stress responses, 
frustration, rumors, or other 
nonproductive behavior. 
Your team members are 
watching and taking their 
cues from you.

Keep team communication 
open. Strategic uncertainty 
can cause managers to com-
municate with team mem-
bers less frequently and less 
openly. “If I don’t have clarity 
to provide, why not wait?” 
the thinking goes. But in 
truth, ambiguous situations 
require you to communicate 
even more than normal. 
To demonstrate emotional 
steadiness, share your own 
emotions and acknowledge 
those of your team in produc-
tive ways. Let team members 
know that what they feel is 

OK. But talk with them about 
your commitment to being 
emotionally steady even 
during times of uncertainty. 
Ask them to do the same and 
come to you if they are frus-
trated or concerned. Main-
taining open dialogue will 
keep your team engaged and 
aligned until a clear direction 
emerges.

Tap Into Others’ 
Expertise
Leading through periods of 
uncertainty and change can 
be isolating for managers. 
Remind yourself that you 
are not alone. You have a 
network of people who have 
most likely faced similar 
challenges and you can tap 
into their experiences. Here 
are three ways you can use 
the expertise of others for 
support.

Imagine your most re-
spected leader’s ap-
proach. What would that 
leader do in your situation? 
How would he or she handle 
the ambiguity or state of flux? 
How would he or she view the 
way you’re handling yourself? 
This exercise can be incred-
ibly powerful in helping you 
stay calm and emotionally 
steady, exercise your critical 
thinking, and take pragmatic 
action even in the most 
uncertain circumstances. 
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I  RECEN TLY HELPED a large 
industrial manufacturing 
company with its strategic- 
planning process. With so 
much uncertainty surround-
ing autonomous vehicles, 5G, 
robotics, global trade, and 
oil markets, the company’s 
senior leaders needed a set 
of guiding objectives and 
strategies linking the com-
pany’s future to the present 
day. Before our work began 
in earnest, executives had 

           Learn as much as you can so that you’re informed,  
not just reacting to rumor and innuendo.

2. How to Do Strategic 
Planning Like a Futurist
→ by AMY WEBB

already decided on a title for 
the initiative: Strategy 2030.

I was curious to know 
why they chose that specific 
year—2030—to benchmark 
the work. After all, the forces 
affecting the company were 
all on different timelines: 
Changes in global trade were 
immediate concerns, whereas 
the field of robotics would 
have incremental advance-
ments, disappointments, and 
huge breakthroughs—some-
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Those we most respect have 
demonstrated traits we ad-
mire. Tap into their strengths 
to inform your own.

Engage other managers. 
Managers often believe they 
need to “be strong” and go it 
alone to demonstrate man-
agerial confidence and com-
petency. That’s not true. My 
executive clients reach out to 
peers and former colleagues 
regularly for advice, counsel, 
and emotional support. If 
someone you know reached 
out to you to ask for your 
advice, you’d happily provide 
support and feel valued as a 
peer. Your network will feel 
the same. Start the conver-
sation with “I could really 
use another point of view” 
and you’ll be surprised how 
quickly others engage.

Embrace the wisdom of 
thought leaders. Your net-
work becomes global when 
you expand beyond those you 
know personally to those  
you can access in today’s 
digital environment. The 
greater your understanding 
of how others think about 
strategic agility and change 
leadership, the better you’ll 
be able to navigate ambiguity 
in your company. The bright-
est and most inspiring minds 
are at your fingertips—read 
books and articles, listen to 
podcasts and interviews, and 

watch instructive videos, we-
binars, and more to expand 
your thinking and learn new 
approaches relevant to your 
specific situation.

The ability to thrive 
during periods of strategic 
uncertainty separates the 
great managers who go 
on to become exceptional 
leaders from the rest. Don’t 
allow a lack of clarity at your 
company to cast a shadow 
over your confidence or per-
formance. Even in the most 
challenging and ambiguous 
situations, you put yourself 
in a position to succeed when 
you commit to taking prag-
matic action while demon-
strating emotional steadiness 
and drawing on the expertise 
of others.
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times years apart. Had the ex-
ecutives chosen the year 2030 
because of something unique 
to the company happening 20 
years from today?

The reason soon became 
clear. They’d arbitrarily 
picked the year 2030, a nice 
round number, because it 
gave them a sense of control 
over an uncertain future. It 
also made for good communi-
cation. “Strategy 2030” could 
be easily understood by em-
ployees, customers, and com-
petitors, and it would align 
with the company’s messag-
ing about their hopes for the 
future. Plus, when companies 
go through their longer-term 
planning processes, they 
often create linear timelines 
marked by years ending in 
either 0 or 5. Your brain can 
easily count in fives, whereas 
it takes a little extra work to 
count in fours or sixes.

Nice, linear timelines 
offer a certain amount of 
assurance: that events can 
be preordained, chaos can be 
contained, and success can 
be plotted and guaranteed. 
Of course, the real world we 
all inhabit is a lot messier. 
Regulatory actions or natural 
disasters are wholly outside 
of your control, while other 
factors—workforce devel-
opment, operations, new 
product ideas—are subject 
to layers of decisions made 
throughout your organiza-

tion. As all those variables 
collide, they shape the 
horizon.

Chief strategy officers 
and those responsible for 
choosing the direction of 
their organizations are often 
asked to facilitate “visioning” 
meetings. This helps teams 
brainstorm ideas, but it isn’t a 
substitute for critical thinking 
about the future. Neither are 
the one-, three-, or five-year 
strategic plans that have 
become a staple within most 
organizations, though they 
are useful for addressing 
short-term operational goals. 
Deep uncertainty merits deep 
questions, and the answers 
aren’t necessarily tied to 
a fixed date in the future. 
Where do you want to have 
impact? What will it take to 
achieve success? How will the 
organization evolve to meet 
challenges on the horizon? 
These are the kinds of deep, 
foundational questions that 
are best addressed with long-
term planning.

Why We Avoid  
Long-Term Timelines
As a quantitative futurist, my 
job is to investigate the future 
using data-driven models. My 
observation is that leadership 
teams get caught in a cycle 
of addressing long-term 
risk with rigid short-term 
solutions, and in the process, 
they invite entropy. Teams 

that rely on traditional linear 
timelines get caught in a cycle 
of tactical responses to what 
feels like constant change 
being foisted upon them from 
outside forces. Over time, 
those tactical responses—
which take significant inter-
nal alignment and effort— 
drain the organization’s 
resources and make them 
vulnerable to disruption.

For example, in 2001 I 
led a meeting with some 
U.S. newspaper executives 
to forecast the future of the 
news business. They, too, had 
already settled on a target 
year: 2005. This was an in-
dustry with visible disruption 
looming from the tech sector, 
where the pace of change was 
staggeringly fast. I already 
knew the cognitive bias in 
play (their desired year ended 
in a 5). But I didn’t anticipate 
the reluctance to plan beyond 
four years, which to the exec-
utives felt like the far future. 
I was concerned that any 
strategies we developed to 
confront future risk and find 
new opportunities would be 
only tactical in nature. Tacti-
cal actions without a vision of 
the longer-term future would 
result in less control over how 
the whole media ecosystem 
evolved.

To illustrate this, I pointed 
the executives to a new Jap-
anese i-Mode phone I’d been 
using while living in Tokyo. 

The proto- smartphone was 
connected to the internet, 
allowed me to make pur-
chases, and, importantly, 
had a camera. I asked what 
would happen as mobile 
device components dropped 
in price—wouldn’t there be 
an explosion in mobile con-
tent, digital advertising, and 
revenue-sharing business 
models? Anyone would soon 
be able to post photos and 
videos to the web, and there 
was an entire mobile gaming 
ecosystem on the verge of 
being born.

Smartphones fell out-
side the scope of our 2005 
timeline. Although it would 
be a while before they posed 
existential risk, there was 
still time to build and test a 
long-term business model. 
Publishers were accustomed 
to executing on quarter-to- 
quarter strategies and didn’t 
see the value in planning for a 
smartphone market that was 
still many years away.

Since that meeting, news-
paper circulation has been on 
a steady decline. American 
publishers repeatedly failed 
to do long-term planning, 
which could have included 
radically different revenue 
models for the digital age. 
Advertising revenue has 
fallen from $65 billion in 
2000 to less than $19 billion 
industrywide in 2016. In the 
U.S., 1,800 newspapers closed 
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between 2004 and 2018. 
Publishers made a series of 
short-term tactical responses 
(website redesigns, mobile 
apps) without ever devel-
oping a clear vision for the 
industry’s evolution. Similar 
stories have played out across 
other sectors, including 
professional services, wired 
communications carriers, 
savings and loan banks, and 
manufacturing.

Use Time “Cones,” 
Not Time “Lines”
Futurists think about time 
differently, and company 

strategists could learn from 
their approach. For any 
given uncertainty about the 
future—whether that’s risk, 
opportunity, or growth—we 
tend to think in the short 
term and long term simul-
taneously. To do this, I use 
a framework that measures 
certainty and charts actions, 
rather than simply marking 
the passage of time as quar-
ters or years. That’s why my 
timelines aren’t actually lines 
at all—they are cones.

For every foresight project, 
I build a cone with four 
distinct categories: (1) tactics, 

(2) strategy, (3) vision, and 
(4) systems-level evolution.

I start by defining the 
cone’s edge, using highly 
probable events for which 
there is already data or evi-
dence. The amount of time 
varies for every project, or-
ganization, and industry, but 
typically 12 to 24 months is a 
good place to start. Because 
we can identify trends and 
probable events (both within 
a company and external to 
it), the kind of planning that 
can be done is tactical in na-
ture, and the corresponding 
actions could include things 
like redesigning products or 
identifying and targeting a 
new customer segment.

Tactical decisions must fit 
into an organization’s strat-
egy. At this point in the cone, 
we are a little less certain of 
outcomes, because we’re 
looking at the next 24 months 
to five years. This area is 
what’s most familiar to strat-
egy officers and their teams: 
We’re describing traditional 
strategy and the direction the 
organization will take. Our 
actions include defining pri-
orities, allocating resources, 
and making any personnel 
changes needed.

Lots of organizations 
get stuck cycling between 
strategy and tactics. While 
that process might feel like 
serious planning for the fu-
ture, it results in a perpetual 

cycle of trying to catch up: to 
competitors, to new entrants, 
and to external sources of 
disruption.

That’s why you must 
be willing to accept more 
uncertainty as you con-
tinually recalibrate your 
organization’s vision for the 
future. A company’s vision 
cannot include every detail, 
because there are still many 
unknowns. Leaders can ar-
ticulate a strong vision for 10 
to 15 years in the future while 
being open to iterating on the 
strategy and tactics categories 
as they encounter new tech 
trends, global events, social 
changes, and economic shifts. 
In the vision category, we for-
mulate actions on the basis of 
how the executive leadership 
will pursue research, where  
it will make investments, and 
how it will develop the work-
force it will someday need.

But the vision for an orga-
nization must also fit into the 
last category: systems-level 
disruption that could unfold 
in the future. If executive 
leaders do not have a strong 
sense of how their industry 
must evolve to meet the 
challenges of new technology, 
market forces, regulation, and 
the like, then someone else 
will be in a position to dictate 
the terms of your future. The 
end of the time-horizons cone 
is very wide, since it can be 
impossible to calculate the 

A Futurist’s Strategic Planning Framework 
Instead of arbitrarily assigning goals on a quarterly or yearly timeline, 
use a cone instead. First identify highly probable events for which 
there’s already data or evidence, and then work outward. Each section 
of the cone is a strategic approach, and it encompasses the one before
it until you reach major systems-level evolution at your company.

Source: Amy Webb, Future Today Institute

1–2 years
2–5 years

5–10 years
10+ years

Data, evidence, and certainty

More

Less

Tactics Strategy Vision Systems-level
evolution
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           Unlike a traditional timeline with rigid dates 
and check-ins, the cone always moves forward.

probability of these kinds of 
events happening. So the ac-
tions taken should be describ-
ing the direction in which you 
hope the organization and the 
industry will evolve.

Unlike a traditional 
timeline with rigid dates and 
check-ins, the cone always 
moves forward. As you gain 
data and evidence and as 
you make progress on your 
actions, the beginning of 
the cone and your tactical 
category is always reset in the 
present day. The result, ide-
ally, is a flexible organization 
that is positioned to contin-
ually iterate and respond to 
external developments.

Imagining the 
Future for Golf 
Carts (or Mini-Gs)
As an example, let’s consider 
how a company that manu-
factures golf carts could use 
this approach when consid-
ering the future of transpor-
tation. We would consider 
some of the macro forces re-
lated to golf carts, such as an 
expanding elderly population 
and climate change. We’d also 
need to connect emerging 
tech trends that will impact 
the future of the business, 
such as autonomous last-mile 
logistics, computer vision, 
and AI in the cloud. And we 
would investigate the work 
of other companies: Amazon, 
Google, and startups such as 

Nuro are all working on small 
vehicles that can move pack-
ages short distances. What 
emerges is a future in which 
golf carts are repurposed as 
climate-controlled delivery 
vehicles capable of transport-
ing people, medicine, grocer-
ies, office supplies, and pets 
without a human driver. Let’s 
call them mini-Gs. The golf 
cart manufacturer probably 
already has the core com-
petency, the supply chain, 
and the expertise in building 
fleets of vehicles, giving it a 
strategic advantage over the 
big tech companies and start-
ups. This is an opportunity for 
a legacy company to take the 
lead in shaping the evolution 
of its future.

With a sense of what the 
future might look like, leaders 
can address the entire cone 
simultaneously. There will 
need to be new regulations 
governing speed and driving 
routes. City planners and 
architects will be useful col-
laborators in designing new 
entranceways and paths for 
mini-Gs. Drugstores like CVS 
and Walgreens could be early 
buyers of mini-Gs—offering 
climate-controlled home 
delivery of prescriptions 
could eventually lead to using 
mini-Gs to collect blood or 
other diagnostic samples 
as the technology evolves. 
Working at the end of the 
cone, the golf cart manufac-

turer’s leaders will determine 
how the ecosystem forms 
while they simultaneously 
develop a vision for what 
their organization will 
become.

Working at the front of 
the cone, executives will 
incorporate mini-Gs into their 
strategy. The actions here will 
take deeper work and more 
time: setting and recalibrat-
ing budgets, reorganizing 
business units, making new 
hires, seeking out partners, 
and so on. They will build 
in flexibility to make new 
choices as events unfold over 
the next three to five years. 
While the mini-Gs future I 
described above may still be 
far-off, this will position the 
company to pursue tactical 
research today: on the macro 
forces related to golf carts, 
emerging tech trends, and all 
the companies, startups, and 
R&D labs currently working 
on various components of the 
ecosystem, such as last-mile 
logistics and object recog-
nition. Over the next year, 
the golf cart manufacturer 
will bring together a cross- 
functional team of employees 
and experts; perform an inter-
nal audit of capabilities; fa-
cilitate learning sessions and 
workshops; assess current 
and potential vendors; and 
stay abreast of new develop-
ments coming from unusual 
places. What employees and 

their teams learn from taking 
tactical actions will be used 
to inform strategy, which will 
continually shape the vision 
of the company and position 
it to lead the golf cart indus-
try into the future.

Dozens of organizations 
around the world use the 
time-horizons cone in the 
face of deep uncertainty. Be-
cause their leaders are think-
ing exponentially and taking 
ongoing incremental actions, 
they are in a position to 
shape their futures. It might 
go against your biological 
wiring, but give yourself and 
your team the opportunity 
to think about the short term 
and long term simultane-
ously. Resist the urge to pick a 
year ending in a 0 or 5 to start 
your strategic-planning pro-
cess. You will undoubtedly 
find that your organization 
becomes more resilient in the 
wake of ongoing disruption.

HBR Reprint H052ET
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agreement and establishing 
accountability.

Consider a multinational 
consumer-brand company 
that was trying to rebalance 
its sourcing locations for the 
coming decade. It had long 
outsourced most of its manu-
facturing to a limited number 
of Asian countries, with many 
factories in each. But with 
sales volume expected to 
double in 10 years, it was con-
sidering whether to outsource 
to additional countries to 
spread its risks more evenly.

Those risks were many. 
The environmental and labor 
practices of subcontractors 
could damage the brand. 
Supply could be disrupted 
by natural disasters, political 
unrest, labor strife, or lack 
of infrastructure invest-
ment. And for the highly 
visible brand companies— 
companies in industries 
like footwear, luxury goods, 
and consumer electronics— 
reliability of supply is 
paramount. Their margins on 
products far exceed manu-
facturing costs, and empty 
store shelves mean huge lost 
opportunities.

But after almost a year 
of discussion, the compa-
ny’s leadership team was 
no closer to a decision than 
when it started. Each of 
several courses of action had 
passionate advocates: (1) 
Keep manufacturing in the 
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3. You Can’t Make Good 
Predictions Without 
Embracing Uncertainty
→ by PETER HOPPER and CARL SPETZLER

MUCH OF THE FAILURE  of 
long-term strategizing arises 
not from its difficulty but 
from confusion about how 
to do it. When hard strategic 
choices loom, executives 
ask their experts what the 
future will look like. The 
experts—middle manage-
ment, analysts, engineers, 
consultants—aren’t asked 
to provide a comprehensive 
view of possible futures and 
their probability of occurring. 
They’re asked for a descrip-
tion of a single future or 
several possible futures for 
consideration.

With exquisite mock 
precision, they describe 
these highly specific futures, 
shrugging off uncertainty on 
the grounds that the future 
is ultimately unknowable. 
Risk is relegated to a qualita-
tive discussion of potential 
problems, often resulting in 
an upward adjustment of the 
discount rate to compensate 
for the lack of accounting for 
uncertainty in the overall 
analysis.

But the uncertainty of the 
future is no excuse for less 
rigor or clarity. A consistent, 
quantitative perspective on 
uncertainty not only builds 
the best foundation for 
making good management 
decisions but also provides  
a platform for developing a  
shared understanding of 
trade-offs, bridging dis-
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current locations and expand 
capacity there; (2) plan to 
contract for a significant 
percentage of future manu-
facturing in a somewhat less 
politically stable country 
(which we will call Country 
A); (3) return to another Asian 
country (Country B), where a 
tentative, previous outsourc-
ing operation had stalled; or 
(4) press ahead with auto-
mation experiments that 
would make some reshoring 
feasible.

Frustrated by their inabil-
ity to resolve their differ-
ences, they turned to a rigor-
ous probabilistic approach to 
decision-making that has its 
origins in the centuries-old 
work of the mathemati-
cians Daniel Bernoulli and 
Pierre-Simon Laplace, who 
first tried to figure out how  
to make rational decisions in 
the face of uncertainty, as  
in games of chance.

The team began by bring-
ing in internal and external 
experts to provide their 
perspectives on the risks and 
uncertainties surrounding 
each sourcing option. Those 
risks and uncertainties were 
then assessed and converted 
into a range of probabilities 
for each.

For example, they 
concluded that a strike at 
factories in one of the existing 
locations had a 90% probabil-
ity of lasting at least two days, 

into supply loss or gain and, 
eventually, into margins. That 
enabled the team to calcu-
late a range of upside and 
downside financial potential 
for each alternative. Initially, 
they found that entering 
Countries A and B gave the 
company a 70% chance of 
making tens of billions of 
dollars more than with any 
other alternative. Further, 
they determined that they 
could ramp up fairly quickly 
in Country B, where they 
already had a small presence, 
allowing them to wait a year 
to see how the political situa-
tion played out in Country A. 
At the same time, they could 
see how rapidly their work on 
automation progressed and 
realized they could revisit 
the possibility of reshoring 
when they again took up 
the question of moving into 
Country A.

With a carefully quantified 
range of potential value, the 
company’s leaders were able 
to break their impasse. They 
were confident that they 
now understood and could 
quantify the many risks and 
uncertainties, compare the 
various alternatives, and 
match the choice to the risk 
appetite of the company. 
And clear quantification of 
likely value and uncertainty 
allowed a hybrid solution to 
emerge that otherwise might 
not have been considered. 

They were not just making a 
“good enough” decision but 
the best possible decision 
they could.

The great irony is that by 
embracing and quantifying 
uncertainty, rather than 
evading it, they were able to 
achieve much greater clarity 
and utility in their view of the 
future.
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a 50% probability of being 
resolved within two weeks, 
and a less than 10% chance 
of requiring more than four 
weeks for resolution. They 
also assigned probabilities 
to the likely strike frequency 
across all the factories in each 
country.

This probabilistic assess-
ment approach was used for 
every aspect of the sources of 
value and the sources of un-
certainty: the threat of earth-
quakes, flooding, civil unrest, 
the possible introduction  
of the Trans-Pacific Partner-
ship trade agreement, and 
much more. In each case, 
the team related the un-
certainty to the scale of the 
supply-chain disruption it 
caused, creating a quantified 
assessment of the uncertainty 
involved. The team then 
quantified each of those prob-
abilities in terms of the scale 
of supply-chain disruption 
they would cause.

What emerged was a clear 
and quantified picture of the 
likely consequences for each 
alternative, including how ex-
posure to new locations could 
increase or decrease supply 
security, how new partners 
might expose the company 
to additional brand risk, and 
where the greatest geopolit-
ical and environmental risk 
most probably lay.

The team was then able to 
translate those probabilities 

           The uncertainty of the future is no  
excuse for less rigor or clarity.

Sum20 QT2 EmbraceUncertainty_753399.indd   63 4/8/20   3:30 PM

This document is authorized for use only by DEBRA LOFTUS (DLOFTUS@LIMINALSOLUTIONS.COM). Copying or posting is an infringement of copyright. Please contact customerservice@harvardbusiness.org or 
800-988-0886 for additional copies.



64 HBR Special Issue 
Summer 2020

EMBRACING UNCERTAINTY
QUICK TAKES

4. Predicting the Future
What’s really preventing leaders from taking the long view? 

→ by ANIA G. WIECKOWSKI
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LEADERS HAV E ALWAYS  been 
eager to see into the future. 
What will delight customers 
in six months, a year, two 
decades? What external 
factors will influence their 
industries? What tech-
nologies will upset them? 
Uncertainty, complexity, and 
volatility—not to mention our 
own cognitive biases—often 

“fallacy of extrapolation”— 
a bias that causes us to as-
sume that a current trend will 
continue into the future— 
by imagining in detail multi-
ple ways a situation might 
unfold. Johnson suggests 
examining at least one model 
that is particularly optimistic, 
one that is particularly con-
servative, and one that is just 
plain odd. The exercise is not 
about predicting the future; 
it’s “a rehearsal” for it.

A rule of thumb for pre-
dicting is that the more inputs 
you have, the better. Research 
by Wharton professor Philip 
Tetlock shows that people 
who consider multiple points 
of view make better predic-
tions than those who hew 
to one perspective. Johnson 
concurs, recommending that 
decision makers cultivate 
diverse voices to avoid blind 
spots, using small-group 
activities like charettes to  
allow those voices to be heard. 

Varied points of view can 
lead to friction, but that’s to 
be encouraged. In Imagine It 
Forward: Courage, Creativity, 
and the Power of Change, 
former GE executive Beth 
Comstock has a name for 
outsiders who challenge the 
team to think differently: 
sparks. She notes that for  
corporate incumbents like 
GE, the problem of predicting 
the future is compounded  
by the paralyzing fear of 

foil these attempts to take the 
long view. 

That’s why we need to 
remain vigilant in rationally 
calculating the future effects 
of big choices, says science 
writer Steven Johnson. In 
Farsighted: How We Make 
the Decisions That Matter 
the Most, Johnson reminds 
us that “the ability to make 

deliberative, long-term 
decisions is one of the few 
truly unique characteristics 
of Homo sapiens”—and we’re 
actually getting better at it. 

Take scenario planning. 
The power of this common 
tool lies in the discipline with 
which it forces us to explore 
uncharted territory. For ex-
ample, we can counteract the 
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           People who consider multiple points of view make 
better predictions than those who hew to one perspective.

in predicting it, Comstock sug-
gests that would-be innova-
tors keep a stack of such slips 
at their desks: “Give yourself 
permission to imagine a better 
way,” she advises. 

Leadership guru Simon 
Sinek sees our difficulty in 
taking the long view as a 
mistake of mindset. In his 
book The Infinite Game, he 
contrasts activities that have 
finite rules—like chess—
with those that constantly 
present new challenges—like 
business. In “infinite games,” 
fixing on a just cause is the 
only way to outlast existential 
crises, adapt, and thrive into 
the future. Much as some 
parents focus on raising an 
inquisitive child rather than 
an obedient one, Sinek urges 
leaders to think less about 
endgames and more about 
new opportunities: Strive to 
build a customer relationship 
rather than close a sale; be 
attentive to the growth of 
individuals rather than quar-
terly earnings. 

In On the Future: Prospects 
for Humanity, Martin Rees 
doesn’t tell us how we should 
think about the future; 
instead he lays out his own 
predictions. A celebrated 
cosmologist and astrophys-
icist, Rees has written many 
books on popular science. 
This one examines trends 
in biotech, AI, the global 
climate, and spaceflight. In 

only source of fresh water in 
the early 19th century. 

Johnson maintains that 
we’re much more deliber-
ate in our predictions and 
decisions today, but I’m not 
so sure. Leaders seem unable 
to agree on what to do in the 
face of a warming planet. 
These books point to the 
need for a stronger response 
to looming challenges like 
climate change. We must 
push ourselves to imagine 
the fast-approaching future, 
counteract short-termism and 
other biases clouding  
our perspective, look for op-
portunities to innovate, and 
recognize that, although it 
may seem impossible to chart 
a course in an unpredictable 
world, inaction itself is also  
a decision.  
Previously published in  
Harvard Business Review,  
November–December 2018

Ania G. Wieckowski is an  
executive editor at Harvard 
Business Review.

making a wrong move 
because there’s so much to 
lose. Sparks create the kind of 
discomfort that jolts people 
into action.

One such spark was 
entrepreneur and The Lean 
Startup author Eric Ries, 
whom Comstock brought 
in to talk to GE leaders and 
engineers about new-product 
development. The existing 
process depended on making 
big forecasts about sales 
and then slowly building a 
massive product toward that 
prediction. Comstock wanted 
to challenge people to think 
about the future in fresh 
ways. Ries came from a very 
different cultural context: 
Silicon Valley. When he  
began prodding, the folks  
at GE admitted that they 
didn’t actually believe the 
predictions—and realized 
that they didn’t have to pre-
dict so far out if they found 
ways to test ideas in the 
market quickly.

Fear of forward movement 
in the face of the unknown is 
just as prevalent among in-
dividuals as it is in firms, and 
Comstock has a tool for that, 
too. When her students at 
Crotonville, GE’s institute for 
management, say they can’t 
do something new because 
the company won’t let them, 
she literally hands them a 
permission slip. As interested 
in creating the future as she is 

prognosticating about AI, 
Rees notes that machines 
will enable us to make better 
predictions about everything 
from which stocks will soar to 
which diseases will do us in. 
Of course, they also reveal the 
overwhelming complexity 
of our world, as technologist 
David Weinberger warns in a 
recent Wired article, forcing 
us to confront the fact that 
uncertainty isn’t going away 
anytime soon. (Disclosure: 
I’m editing Weinberger’s 
forthcoming book from  
Harvard Business Review 
Press.) 

A common thread across 
these volumes is the im-
portance, and difficulty, of 
combating climate change. 
Rees laments the ongoing 
destruction of our planet, 
sorting out what we can 
predict—say, how much our 
CO2 emissions will warm the 
planet—from what we can’t—
how the associated changes 
in clouds and water vapor 
will influence further climate 
change. Comstock’s story of 
bringing the Ecomagination 
strategy to life at GE exempli-
fies the challenges of getting 
a big organization to tackle 
global ecological problems. 
Sinek sees federal legislation 
to reduce emissions as an act 
of an infinite mindset. And 
Johnson opens his book with 
a critique of the shortsighted 
decision to fill in Manhattan’s 
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INACTION IS  THE R ISKIEST  response to 
the uncertainties of an economic crisis. 
But rash or scattershot action can be 
nearly as damaging. Rising anxiety (how 
much worse are things likely to get? 
how long is this going to last?) and the 
growing pressure to do something often 
produces a variety of uncoordinated 
moves that target the wrong problem or 
overshoot the right one. A disorganized 
response can also generate a sense of 
panic in an organization. And that will 
distract people from seeing something 
crucially important: the hidden but 
significant opportunities nestled among 
the bad economic news.

We offer here a rapid but measured 
approach—simultaneously defensive 
and offensive—to tackling the challenges 
posed by a downturn. Many companies 
are already engaged in some kind of ex-
ercise like this. Certainly every organiza-
tion with an institutional pulse has held 
discussions focusing on what it should 
do about the current economic crisis. 
We hope this article will help you move 
from what may have been ad hoc con-
versations and initiatives to a carefully 
thought-out plan.

The merits of a comprehensive and 
aggressive approach are borne out in 
research by the Boston Consulting 

WEATHERING THE 
BUSINESS CYCLE

Seize Advantage  
in a Downturn
A downturn opens up rare opportunities to  
outmaneuver rivals. But first you need to put  
your own house in order.

→  by DAVID RHODES and DANIEL STELTER
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to find out that, even in the case of a 
still-healthy company with operating 
margins (before interest and taxes) of 
around 10%, such a decline in volume 
and prices could turn current profits into 
huge losses and send cash flow deep into 
the red. Conduct a similar analysis for 
each business unit.

Next, quantify how your balance sheet 
might be affected under the different 
scenarios. For example, what will the im-
pact be of asset price deflation? To what 
extent might lower cash flows and the 
higher cost of capital affect goodwill and 
require write-offs on past acquisitions? 
Will falling commodity prices cushion 
some of the detrimental effects?

Assess rivals’ vulnerabilities. Of 
course, none of this process should be 
carried out in a vacuum. Your industry 
and the locations of your operations 
around the world will help determine 
how your business will be affected. 
It’s critical to understand your own 
strengths and weaknesses relative to 
those of your competitors. They will 
have different cost structures, financial 
positions, sourcing strategies, product 
mixes, customer focuses, and so on. 
To emerge from the downturn in a lead 
position, you must calibrate the actions 
you plan to take in light of the actions 
that your competitors will most likely 
take. For example, assess potential 
acquisitions with a focus on vulnerable 
customer groups of weaker competitors.

This assessment of different scenar-
ios and their effects on your company 
and its rivals, while just a first step, will 
help you identify particular areas where 
you’re vulnerable and where action is 
most immediately needed. This analysis 
will also help you to communicate to the 

There was evidence from the beginning, 
for example, that the current global 
downturn truly stands apart. Early on, 
banking losses had outstripped those 
of recent financial disasters, including 
the United States savings and loan crisis 
(1986–1995), the Japanese banking  
crisis (1990–1999), and the Asian  
financial crisis (1998–1999). Furthermore, 
as the economy first began to stall, the 
underlying problem of consumer and 
corporate indebtedness—in the United 
States, it totaled about 380% of GDP, 
nearly two and a half times the level at 
the beginning of the Great Depression— 
pointed to a prolonged period of eco-
nomic pain. 

Next, determine the ways in which 
each of the scenarios might affect your 
business. How would consumers’ limited 
capacity to borrow reduce demand for 
your products? Will job insecurity and 
deflating asset prices make even the 
creditworthy increasingly reluctant to 
take on more debt? Will reduced demand 
affect your ability to secure short-term 
financing, or will weak stock markets 
make it difficult to raise equity? Even if 
you are able to tap the debt and equity 
markets, will higher borrowing costs and 
return requirements raise your cost of 
capital? 

Quantify the impact on your 
business. Run simulations for each of 
these scenarios that generate financial 
outcomes on the basis of major vari-
ables, including sales volume, prices, 
and variable costs. Be sure to confront 
head on what you see as the worst case. 
For example, what effect would a 20% 
decline in sales volume and a 5% decline 
in prices have on your overall financial 
performance? You may be surprised 

Group, which indicates that companies 
whose early responses to a downturn 
are tentative (for example, modest 
belt- tightening) typically overreact later 
on (say, cutting costs more than they 
ultimately need to). This results in an ex-
pensive recovery for the company when 
the economy rebounds.

Our approach has two main objec-
tives, from which a series of action items 
devolves. First, stabilize your business, 
protecting it from downside risk and en-
suring that it has the liquidity necessary 
to weather the crisis. Then, and only 
then, can you identify ways to capitalize 
on the downturn in the longer term, 
partly by exploiting the mistakes of less 
savvy rivals.

For some companies, the outcome of 
this process will be a program of immedi-
ate actions that represent a turbocharged 
version of business as usual. For others, 
it will be a painful realization that noth-
ing short of an urgent corporate turn-
around will suffice.

What Is Your Exposure?
The first step for a company to take in 
a challenging economic environment—
especially one that could significantly 
worsen—is to assess in a systematic 
manner its own vulnerabilities, at the 
company level and by business unit.

Consider several scenarios. As 
an economic crisis evolves, sketch 
out at least three scenarios—a modest 
downturn, a more severe recession, and 
a full-blown depression, as defined by 
both duration and severity. Consider 
which scenario is most likely to unfold 
in your industry and your business, 
based on available data and analysis. 
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Idea in Brief  

Many companies fail to see 
the opportunities hidden in 
economic downturns.

To take advantage of 
opportunities, you first need 
to do a thorough but rapid 
assessment of your own 
vulnerabilities and then move 
decisively to minimize them.

This will position you to seize 
future sources of competitive 
advantage, whether from 
bold investments in product 
development or transformative 
acquisitions.

looking for ways to improve cash flow— 
if you were facing a worst-case-scenario 
liquidity crisis, for example, just how 
much cash would you be able to raise 
during the next quarter?

One way to improve cash flow is to 
more aggressively manage customer 
credit risk. Trade credit—financing your 
customers’ purchases by letting them pay 
over time—should be reduced where pos-
sible. Given the economic environment, 
buyers will seek credit more frequently 
and your risk will increase. You’ll need 
to segment your customers by assigning 
them each a credit rating. Avoid granting 
trade credit to higher-risk customers or 
to those whose business is less strategi-
cally important to you. Also, assess the 
trade-off between credit risks and the 
revenue potential of a marginal sale. This 
will require cooperation between people 
in sales and customer finance, as well as 
a review of those employees’ incentives 
to make sure they’re aligned with revised 
strategic goals for the downturn.

Another way to free up cash is to 
look for opportunities to reduce working 
capital. A surprisingly large number of 
companies are unaware of the benefits 
of aggressively managing their work-
ing capital—the difference between a 
company’s current assets and liabili-
ties—and thus make little effort to even 
monitor it. As a rule of thumb, most 
manufacturing companies can free up 
cash equivalent to approximately 10% 
of sales by optimizing their working 
capital. This involves reducing current 
assets, such as inventories (through 
more careful management of both 
production and sourcing processes) and 
receivables (through, in part, the active 
management of trade credit).

entire organization the justification and 
the motivation for actions you’ll need to 
take in response to the crisis.

How Can You Reduce  
Your Exposure?
Once you understand how your business 
could be affected, you need to figure out 
the best way to survive and maximize 
your company’s performance during 
the downturn. This requires achieving 
several broad objectives.

Protect the financial fundamen-
tals. The aim here is to ensure that your 
company has adequate cash flow and 
access to capital. Not only does a lack 
of liquidity create immediate problems 
but it also is critically important to your 
ability to make smart investments in the 
future of the business.

Consequently, you need to monitor 
and maximize your cash position, by 
using a disciplined cash management 
system, by reducing or postponing 
spending, and by focusing on cash 
inflow. Produce a rolling report on 
your cash position (either weekly or 
monthly, depending on the volatility 
of your business) that details expected 
near-term payments and receipts. Also 
estimate how your cash position is likely 
to evolve in the midterm, calculating 
expected cash inflows and outflows. 
You may need to establish a centralized 
cash management system that provides 
companywide data and enables pooling 
of cash across business units.

How much spending you postpone 
depends on your assumptions about the 
severity of the downturn and to what 
degree such spending is discretionary. 
But you’ll want to be just as aggressive in 

As you scrutinize your customers’ 
debt profiles, you should review your 
own as well, in order to optimize your 
financial structure and financing options. 
The heyday of leverage, with constant 
pressure from the market to operate 
with relatively low levels of equity, is 
clearly over for now. You should be  
looking for ways to strengthen your 
balance sheet, reducing debt and other 
liabilities, such as operating leases or 
pension obligations, with the dual aim 
of reducing your financial risk and en-
hancing your risk profile in the eyes  
of investors.

Be sure, as well, to secure financing— 
for example, draw on lines of credit as 

           Companies that injudiciously slash  
marketing spending often find that they later must spend 
far more than they saved in order to recover.
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While looking for opportunities to 
reduce spending, you’ll also want to 
aggressively manage the top line, cash 
being crucially important in a recession. 
Actively work both to protect existing 
revenue and identify ways to generate 
additional revenue from your current 
business. Customer retention initia-
tives become more valuable than ever. 
Consider tactical changes in sales force 
utilization and incentives. Reallocate 
marketing spending to bolster imme-
diate revenue generation rather than 
longer- term brand building. While grant-
ing trade credit sparingly, also consider 
the possible benefits of offering custom-
ers more-generous financial terms while 
charging them higher prices—provided 
you’ve done your homework on your 
own financial structure.

As these initiatives suggest, you’ll 
want to rethink your product mix and 
pricing strategies in response to shifting 
customer needs. Purchasing behavior 
changes dramatically in a recession. 
Consumers increasingly opt for lower- 
priced alternatives to their usual pur-
chases, trading down to buy private label 
products or to shop at discount retailers. 
Although some consumers will continue 
to trade up, they’ll do so in smaller num-
bers and in fewer categories. Consumer 
products companies should consider 
offering low-priced versions of popular 
products—think of the McDonald’s  
Dollar Menu in the United States or 
Danone’s Eco-Pack yogurt in France. 
Whatever your business, determine how 
the needs, preferences, and spending 
patterns of your customers, whether 
consumer or corporate, are affected 
by the economic climate. For exam-
ple, careful segmentation may reveal 

times. Keep in mind, though, that while 
speed is important so is a well-reasoned 
plan: You don’t want to make cuts that 
in the long term will hurt more than 
they help by, for example, putting 
important future business opportunities 
at risk.

Some means of streamlining the orga-
nization and lowering break-even points 
are obvious: stripping out layers of the 
organizational hierarchy to reduce head 
count, consolidating or centralizing key 
functions, discontinuing long-standing 
but low-value-added activities. SG&A 
expenses—selling, general, and admin-
istrative costs, such as marketing—are 
also prime targets for cost-cutting. As 
such, they can highlight the risks of 
purely reactive action: Companies that 
injudiciously slash marketing spending 
often find that they later must spend far 
more than they saved in order to recover 
from their prolonged absence from the 
media landscape.

Opportunities to reduce materials 
and supply chain costs also arise in a 
downturn. Now is the time to pursue a 
comprehensive review of your current 
suppliers and procurement practices, 
which undoubtedly will prompt new 
initiatives—the adoption of a demand 
management system, say, or the stan-
dardization of components. In particular, 
consider how the downturn affects the 
economic equation of offshore manu-
facturing. Falling shipping costs could 
make offshoring more attractive, even 
for low-cost items; at the same time, a 
weakening domestic currency, trade bar-
riers, and especially the cash tied up in 
the additional working capital required 
to source a product far from its market 
may offset any savings.

soon as possible to provide liquidity for 
day-to-day operations, holding onto 
any excess cash to avoid refinancing 
problems in the future. Meeting such 
needs may require some creativity in a 
tight credit market. For example, some 
companies, in renewing revolving credit 
facilities with banks, have agreed to 
forgo fixed interest rates on the funds 
they draw down under the facility.  
Instead, borrowers have agreed to link 
the rate to the trading price of their 
so-called credit default swaps. These 
financial instruments, which represent 
a form of insurance against a borrower 
defaulting, reflect the market’s percep-
tion of a company’s creditworthiness. 
By agreeing to initially high and vari-
able interest rates for a line of credit, 
borrowing companies can secure access 
to funds at a time when skittish banks 
are reluctant to lend. To secure equity 
capital, companies need to look beyond 
the market to sources such as sovereign 
wealth funds, private equity firms, or 
cash-rich investors.

Protect the existing business. After 
ensuring that the company is on a firm 
financial footing, turn to protecting the 
viability of the business. You must be 
prepared to act quickly and decisively to 
improve core operations.

Begin with aggressive moves to 
reduce costs and increase efficiency. 
Although cost-cutting is the first thing 
most companies think about, their 
actions are often tentative and con-
servative. You need to work rapidly 
to implement measures, using the 
turbulent economic environment to cat-
alyze action that is long overdue—or to 
revive earlier initiatives that proved too 
controversial to fully implement in good 

           Actively work both to protect existing 
revenue and identify ways to generate additional revenue 
from your current business.
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cluding manufacturing plants that have 
previously been difficult to shut down, 
selling them where possible to generate 
cash for the business.

Finally, take this opportunity to divest 
noncore businesses, selling off periph-
eral or poorly performing operations. 
Don’t wait for better times, in the hope 
of getting a price that matches those of 
recent years, when the economy was 
buoyant and credit was plentiful. Those 
conditions aren’t likely to return anytime 
soon, and if the business isn’t critical to 
your activities and increases your vul-
nerability to the downturn, divest it now.

Research by our firm shows a strongly 
positive market reaction to the right 
divestitures in recessionary times. And 
shedding noncore operations ideally will 
end up energizing your core business. 
In 2003, in the middle of a particularly 
acute economic downturn in Ger-
many, MG Technologies, a €6.4 billion 
engineering and chemicals company, 
decided to focus on its specialty me-
chanical engineering business. It sold its 
noncore chemical and plant engineering 
businesses and emerged as the renamed 
GEA Group, a slimmed down but suc-
cessful specialty process engineering and 
equipment company, better positioned 
to pursue growth opportunities in its 
core areas.

Maximize your valuation relative 
to rivals. Your company’s share price, 
like that of most firms, will take a beating 
during a downturn. While you may not 
be able to prevent it from dropping in 
absolute terms, you want it to remain 
strong compared with others in your 
industry. Much of what you’ve done to 
protect the financial fundamentals of 
your business will serve you well. In a 

products primarily purchased by people 
still willing to pay full price. Use that 
intelligence to inform product portfolio 
and investment choices.

Innovative pricing strategies may also 
alleviate downward pressure on reve-
nue. These include: results-based pric-
ing, a concept pioneered by consulting 
firms that links payment to measurable 
customer benefits resulting from use of a 
product or service; changes in the pricing 
basis that would allow a customer to, for 
example, rent equipment by the hour 
rather than by the day; subscription pric-
ing, by which a customer purchases use 
of a product—say, a machine tool—rather 
than the product itself; and the unbun-
dling of a service so that customers pay 
separately for different elements of what 
was previously an all-in-one package, as 
airlines have done with checked baggage 
and in-flight meals and entertainment. 
Offering consumers new and creative 
customer financing packages could 
tip the balance in favor of a sale. It was 
during the Great Depression, after all, 
that GE developed its innovative strategy 
of financing customers’ refrigerator 
purchases.

You should definitely rein in your 
investment program. Most developed 
economies had excess capacity even 
before the downturn: Capacity utiliza-
tion in the United States, for example, 
fell below 80% of potential output 
beginning in April 2008. In the current 
economy, there is even less need, in 
most industries, to invest in further 
capacity. You need to establish stringent 
capital allocation guidelines aligned 
with the current economic climate, if 
you haven’t already. This may also be 
the time to shed unproductive assets, in-

downturn, our data shows that markets 
typically reward a strong balance sheet 
with low debt levels and secured access 
to capital. Instead of being punished by 
activist investors and becoming a take-
over target for hedge funds, a company 
sitting on a pile of cash is viewed posi-
tively by investors as a stable investment 
with lower perceived risk. For that to 
happen, you need to create a compel-
ling investor communications strategy 
that highlights such drivers of relative 
valuation. This will also be important as 
you try to capitalize on the competitive 
opportunities that a recession offers, 
such as seeking attractive mergers and 
acquisitions. 

You can further enhance your relative 
value if you reassess your dividend policy 
and share buyback plans. A Boston Con-
sulting Group study of U.S. public com-
panies found that, on average, investors 
favor dividends because they represent 
a much stronger financial commitment 
to investors than buybacks, which can 
be stopped at any time without serious 
consequences. On average, sustained 
dividend increases of 25% or more over-
whelmingly resulted in higher relative 
valuation multiples in the two quarters 
following their announcement. By con-
trast, buybacks had almost no impact 
on the relative valuation multiple in the 
two quarters following the transaction. 
For example, TJX Companies, a U.S. 
discount retailer, announced a dividend 
increase of 33% in June 2002, when the 
country was in a recession—and then 
enjoyed a price-to- earnings multiple 
42% higher than the average of S&P 500 
companies over the two quarters  
following the announcement. These  
are exceptional times, though, and we  
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keep its product pipeline robust. Sanofi 
increased its absolute R&D expenditure 
from €950 million in 2000 to €1.3 billion 
in 2003. Because of its strong business 
and financial performance, the com-
pany gained market share and outper-
formed peers in the stock market. The 
company was thus well positioned to 
acquire Aventis, a much larger Franco- 
German pharmaceutical company, 
after a takeover battle, in the economic 
upswing of 2004.

Or look at Apple Computer. The com-
pany wasn’t in particularly good shape as 
it headed into the 2001–2003 recession. 
For one thing, revenue fell 33% in 2001 
over the previous year. Nonetheless, 
Apple increased its R&D expenditures by 
13% in 2001—to roughly 8% of sales from 
less than 5% in 2000—and maintained 
that level in the following two years. 
The result: Apple introduced the iTunes 
music store and software in 2003 and the 
iPod Mini and the iPod Photo in 2004, 
setting off a period of rapid growth for 
the company.

A downturn is also a good time to in-
vest in people—for example, to upgrade 
the quality of your management teams. 
Competition for top people will be less 
fierce, availability higher, and the cost 
correspondingly lower.

Pursue opportunistic and transfor-
mative M&A. The recession will change 
several of the long-standing rules of the 
game in many industries. Exploit your 
competitors’ vulnerabilities to redefine 
your industry through consolidation. 
History shows that the best deals are 
made in downturns. According to 
research by our firm, downturn mergers 
generate about 15% more value, as mea-
sured by total shareholder return, than 

recommend that companies analyze 
their particular situation as well as 
investor preferences before taking a 
specific measure.

How Can You Gain  
Long-Term Advantage?
The best companies do more than sur-
vive a downturn. They position them-
selves to thrive during the subsequent 
upturn, guided again by a number of 
broad objectives.

Invest for the future. Investments 
made today in areas such as product 
development and information or pro-
duction technology will, in many cases, 
bear fruit only after the recession is past. 
Waiting to move forward with such in-
vestments may compromise your ability 
to capitalize on opportunities when 
the economy rebounds. And the cost of 
these investments will be lower now, as 
competition for resources slackens.

Given current financial constraints, 
you won’t be able to do everything, of 
course, or even most things. But that 
shouldn’t keep you from making some 
big bets. Prioritize the different options, 
protecting investments likely to have a 
major impact on the long-term health 
of the company, delaying ones with 
less-certain positive outcomes, and 
ditching those projects that would be 
nice to have but aren’t crucial to future 
success.

Sanofi-Synthélabo, the French 
pharmaceutical company, entered 
the economic recession that began in 
2001 with a solid product portfolio. 
Throughout the downturn, the com-
pany maintained, and in some cases 
increased, its R&D spending in order to 

One key to the success of downturn-related 
initiatives is rapid implementation. A formal 
crisis management team to oversee your 
company’s response to the recession can 
help the organization avoid these typical 
sources of failure. 

Insufficient understanding and appreciation 
of the evolving crisis. The crisis management 
team can help create and maintain a sense 
of urgency within the organization, in part by 
creating a transparent, consistent, and fact-
based process for carrying out the necessary 
initiatives. The team should also continually 
monitor the economic situation and, if 
needed, move from, say, a modest downturn 
scenario to a worst-case action plan.

Senior leaders’ lack of preparation 
and commitment. By promoting a close 
working relationship with the sponsor of the 
company’s recession response (often the 
CEO), the team can keep the company’s senior 
executives informed of progress and direct 
them to where their participation is needed.

Failure to see how individual initiatives are 
part of a comprehensive plan. By establishing 
the priority and timing of initiatives, the 
team can help ensure that the individual 
measures reinforce one another. The team 
should continually evaluate initiatives both 
individually and collectively, with the aim 
of suspending, accelerating, or combining 
existing efforts—or initiating new ones.

Lack of attention to the human element. 
To earn employees’ commitment to the 
initiatives, the team must articulate the 
threats facing the organization, explain why 
change is needed and what it will entail, and 
clearly communicate to individuals how they 
will be affected.

Avoiding the Snags  
of Implementation
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The result will be a portfolio of actions 
with the right blend of short-term and 
long-term focus.

Who is going to carry out the reces-
sion plan? We recommend that you form 
a dedicated crisis management team to 
manage your organization’s response 
to the recession. The team will develop 
different economic scenarios and deter-
mine how they might affect the business; 
identify recession-related risks and 
opportunities; and prioritize initiatives 
designed to mitigate the risks and capi-
talize on the opportunities. It will then 
oversee implementation of the initia-
tives, monitoring their progress and con-
tinually reevaluating them in the light of 
changes in the economic landscape. (For 
a summary of how the crisis manage-
ment team can help ensure a recession 
plan’s success, see the sidebar “Avoiding 
the Snags of Implementation.”)

Companies adopting the comprehen-
sive approach we have laid out will be 
not only better placed to weather the 
current storm but also primed to seize 
the opportunities emerging from the 
turbulence and to get a head start on the 
competition as the dark clouds begin to 
disperse. 
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tries. The economics of the business may 
change because of increased competi-
tion, changing input costs, government 
intervention, or new trade policies. New 
competitors and business models may 
emerge as companies seek to increase 
revenue through expansion into adjacent 
product categories or horizontal integra-
tion. Successful companies will anticipate 
these changes to the industry landscape 
and adapt their business models ahead 
of the competition to protect the existing 
business and to gain advantage.

Consider IBM. During the U.S. reces-
sion of the early 1990s, the company 
under Lou Gerstner faced its first decline 
in revenue since 1940 and endured 
successive years of record losses. In this 
context, it began to rethink its business 
model. Struggling with sluggish eco-
nomic growth, particularly in Europe and 
Japan, as well as increased price compe-
tition, IBM was forced to confront head 
on the inevitable decline of its traditional 
business, mainframe computers. Real-
izing that the company’s markets were 
shifting, Gerstner redefined the compa-
ny’s business model, transforming IBM 
from a hardware producer into a com-
puter services and solutions provider.

Where Do You Take Action?
The process we have laid out should 
yield a list of promising initiatives— 
undoubtedly more of them than you’ll 
have the capacity to launch and manage 
all at once. So you’ll need to prioritize, 
carefully assessing each initiative based 
on several criteria—most notably, ur-
gency, overall financial impact, barriers 
to implementation, and risks that the 
initiative might pose for the business. 

boom-time mergers, which on average 
exhibit negative TSR.

To capitalize on opportunities, closely 
monitor the financial and operational 
health of your competitors. Compa-
nies lacking the financial cushion to 
benefit from the recession—or even to 
stay afloat—may even welcome your 
advances.

In late 2001, only weeks after the 9/11 
terrorist attacks had brought vacation 
travel to a near standstill, Carnival, the 
world’s largest cruise ship operator, in-
terceded in the planned friendly merger 
of Royal Caribbean and P&O Princess 
Cruises, then the second and third 
largest cruise operations respectively. 
Its own bid to acquire P&O Princess 
required persistence—it was 15 months 
before P&O Princess shareholders finally 
accepted Carnival’s offer—but the deal 
turned out to be a smart strategic move 
for the company, whose total share-
holder returns far surpassed those of 
the S&P 500 in the years following the 
announcement and then the completion 
of the acquisition.

Of course, you’ll have to ride out the 
recession carrying the baggage of any 
company you acquire, so due diligence—
particularly concerning a potential tar-
get’s current and future cash positions—
takes on even more importance during a 
downturn. This knowledge will help you 
to limit the particular risks arising from 
an acquisition made during a recession, 
as well as to convince your management 
teams and supervisory boards that a bold 
move during a period of caution makes 
sense.

Rethink your business models. 
Downturns can be a time of wrenching 
transformation for companies and indus-

           You’ll have to ride out the recession 
carrying the baggage of any company you acquire, so 
due diligence takes on even more importance.
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Illustration by MATT CARLSON

TWO GREAT FORCES are transforming 
the very nature of work: automation 
and ever fiercer global competition. To 
keep up, many organizations have had to 
rethink their workforce strategies, often 
making changes that are disruptive and 
painful. Typically, they turn to episodic 
restructuring and routine layoffs, but in 
the long term both damage employee 
engagement and company profitability. 
Some companies, however, have real-
ized that they need a new approach. 

Consider the case of Nokia. At the be-
ginning of 2008 senior managers at the 
Finnish telecom firm were celebrating 
a one-year 67% increase in profits. Yet 
competition from low-cost Asian com-
petitors had driven Nokia’s prices down 
by 35% over just a few years. Meanwhile, 
labor costs in Nokia’s Bochum plant in 
Germany had risen by 20%. For man-

agement, the choice was clear: Bochum 
had to go. Juha Äkräs, Nokia’s senior 
vice president of human resources at the 
time, flew in to talk about the layoff with 
the plant’s 2,300 employees. As he ad-
dressed them, the crowd grew more and 
more agitated. “It was a totally hostile 
situation,” he recalls. 

The anger spread. A week later 15,000 
people protested at Bochum. German 
government officials launched an 
investigation and demanded that Nokia 
pay back subsidies it had received for 
the plant. Unions called for a boycott 
of Nokia products. The news was filled 
with pictures of crying employees and 
protesters crushing Nokia phones. 
Ultimately, the shutdown cost Nokia 
€200 million—more than €80,000 per 
laid-off employee—not including the rip-
ple effects of the boycott and bad press. 

Layoffs That  
Don’t Break  
Your Company
Better approaches to workforce transitions.

→  by SANDRA J. SUCHER and SHALENE GUPTA
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its aftermath), 65% resorted to layoffs. 
Today layoffs have become a default re-
sponse to an uncertain future marked by 
rapid advances in technology, tumultu-
ous markets, and intense competition.

Yet other data on layoffs should give 
companies pause. In a 2012 review of 
20 studies of companies that had gone 
through layoffs, Deepak Datta at the Uni-
versity of Texas at Arlington found that 
layoffs had a neutral to negative effect on 
stock prices in the days following their 
announcement. Datta also discovered 
that after layoffs a majority of companies 
suffered declines in profitability, and a 
related study showed that the drop in 
profits persisted for three years. And a 
team of researchers from Auburn Univer-
sity, Baylor University, and the Univer-
sity of Tennessee found that companies 
that have layoffs are twice as likely to file 
for bankruptcy as companies that don’t 
have them.

All too frequently, senior managers 
dismiss such findings. Some argue that 
since companies do layoffs because 
they’re already in bad shape, it’s no 
surprise that their financial performance 
may not improve. Layoffs are so embed-
ded in business as a short-term solution 
for lowering costs that managers ignore 
the fact that they create more problems 
than they solve.

Companies that shed workers lose 
the time invested in training them as 
well as their networks of relationships 
and knowledge about how to get work 
done. Even more significant are the 
blighting effects on survivors. Charlie 
Trevor of University of Wisconsin– 
Madison and Anthony Nyberg of 
University of South Carolina found that 
downsizing a workforce by 1% leads to 

cation before they can conduct layoffs. 
France, however, recently eliminated 
the requirement to provide an economic 
justification, and in the United States 
companies can conduct layoffs at will. 
Regardless of how easy it might be to cut 
personnel, executives should remember 
that doing so will have consequences. 

The research clearly shows that bad 
layoffs and layoffs for the wrong reasons 
rarely help senior leaders accomplish 
their goals. In this article, we’ll pre-
sent a better approach to workforce 
transitions— one that makes sparing use 
of staff reductions and ensures that when 
they do happen, the process feels fair and 
the company and the affected parties are 
set up for success. 

Why Layoffs Are Ineffective
If Nokia’s story sounds familiar, albeit 
a little more colorful than usual, that’s 
because it is. In the United States alone, 
the Bureau of Labor Statistics reports, 
880,000 to 1.5 million people were laid 
off annually from 2000 to 2008 and from 
2010 to 2013 (the last year data was com-
piled). This happened even when the 
economy was expanding. During 2009, 
the height of the Great Recession, 2.1 mil-
lion Americans were laid off. Globally, 
unemployment rose by 34 million from 
2007 to 2010, data from the International 
Labour Organization shows. 

Layoffs have been increasing steadily 
since the 1970s. In 1979 fewer than 5% of 
Fortune 100 companies announced lay-
offs, according to McMaster University 
sociology professor Art Budros, but in 
1994 almost 45% did. A McKinsey survey 
of 2,000 U.S. companies found that from 
2008 to 2011 (during the recession and 

The firm’s market share in Germany 
plunged; company managers estimate 
that from 2008 to 2010 Nokia lost 
€700 million in sales and €100 million  
in profits there. 

In 2011, when Nokia’s mobile phone 
business tanked, its senior leaders de-
cided they needed to restructure again. 
That would involve laying off 18,000 em-
ployees across 13 countries over the next 
two years. Chastened by their experience 
in Germany, Nokia’s executives were 
determined to find a better solution. This 
time, Nokia implemented a program that 
sought to ensure that employees felt the 
process was equitable and those who 
were laid off had a soft landing. 

One of us, Sandra, has spent eight 
years researching best practices for 
workforce change in global multina-
tional companies. She has seen that 
all too frequently companies do bad 
layoffs, do layoffs for the wrong reason, 
or worse, do both. By “bad,” we mean 
layoffs that aren’t fair or perceived as 
fair by employees and that have lasting 
negative knock-on effects. The job cuts 
in Bochum ignited outrage because 
Nokia had generated so much profit the 
year before. Consequently, they were 
seen as unjust and took a steep toll on 
Nokia’s reputation and sales. And when 
we say “wrong reasons,” we mean done 
to achieve short-term cost cuts instead 
of long-term strategic change. In 2008, 
Nokia did have the right reasons, but it 
still suffered because of its process. 

Some governments, recognizing the 
massive damage layoffs create, have 
written laws protecting employees 
against them. For example, a number of 
European countries require companies 
to provide a social or economic justifi-
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Idea in Brief  

THE SITUATION
Automation and fierce 
competition are forcing many 
companies to resort to frequent 
rounds of layoffs.

THE PROBLEM
All too often, layoffs done 
for short-term gain damage 
employee engagement and 
actually reduce profitability.

THE BETTER WAY
Some companies have 
developed workforce change 
strategies that make sparing use 
of staff reductions and ensure 
that when they do happen, 
the process feels fair and the 
company and the affected 
parties are set up for success.

Employees who are downsized pay 
a price beyond the immediate loss of 
their jobs. Wayne Cascio, a professor at 
the University of Colorado, points to the 
Labor Department’s survey of workers 
who were laid off during 1997 and 1998, 
an economic upswing. Most were worse 
off a year later: Only 41% had found 
work at equal or higher pay, 26% had 
found jobs at lower pay, and another 
21% were still unemployed or had left 
the workforce entirely. The effects 
follow people throughout their lives. A 
2009 Columbia University study that 
looked at employees who had been laid 
off during the 1982 recession showed 
that 20 years later they were still 
earning 20% less than peers who had 
kept their jobs. The aftershocks aren’t 
limited just to earnings: According to a 
study by Kate Strully, an assistant pro-
fessor at SUNY, laid-off employees have 
an 83% higher chance of developing a 
new health condition in the year after 
their termination and are six times more 
likely to commit a violent act.

The Search for Alternatives 
A few companies have been experi-
menting with better ways to handle 
their changing workforce needs. Take 
AT&T. In 2013 the company’s leaders 
concluded that 100,000 of its 240,000 
employees were working in jobs that 
would no longer be relevant in a decade. 
Instead of letting these employees go 
and hiring new talent, AT&T decided 
to retrain all 100,000 workers by 2020. 
That way, the company wouldn’t lose 
the knowledge the employees had 
developed and wouldn’t undermine the 
trust in senior management that was 

a 31% increase in voluntary turnover 
the next year. Meanwhile, low morale 
weakens engagement. Layoffs can cause 
employees to feel they’ve lost control: 
The fate of their peers sends a message 
that hard work and good performance 
do not guarantee their jobs. A 2002 
study by Magnus Sverke and Johnny 
Hellgren of Stockholm University and 
Katharina Näswall of University of 
Canterbury found that after a layoff, 
survivors experienced a 41% decline in 
job satisfaction, a 36% decline in organi-
zational commitment, and a 20% decline 
in job performance.

While short-term productivity may 
rise because fewer workers have to 
cover the same amount of work, that 
increase comes with costs—and not 
only to the workers. Quality and safety 
suffer, according to research by Michael 
Quinlan at the University of New South 
Wales, who also found higher rates 
of employee burnout and turnover. 
Meanwhile, innovation declines. For 
instance, a study of one Fortune 500 
tech firm done by Teresa Amabile at 
Harvard Business School discovered 
that after the firm cut its staff by 15%, 
the number of new inventions it pro-
duced fell 24%. In addition, layoffs can 
rupture ties between salespeople and 
customers. Researchers Paul Williams, 
M. Sajid Khan, and Earl Naumann have 
found that customers are more likely to 
defect after a company conducts layoffs. 
Then there’s the effect on a company’s 
reputation: E. Geoffrey Love and Mat-
thew S. Kraatz of University of Illinois 
at Urbana–Champaign found that 
companies that did layoffs saw a decline 
in their ranking on Fortune’s list of most 
admired companies.

necessary to engagement, innovation, 
and performance. So far, the results 
seem very positive. In a 2016 HBR arti-
cle, AT&T’s chief strategy officer, John 
Donovan (now CEO of AT&T Commu-
nications), noted that 18 months after 
the program’s inception, the company 
had decreased its product development 
cycle time by 40% and accelerated its 
time to revenue by 32%. Since 2013, its 
revenue has increased by 27%, and in 
2017 AT&T even made Fortune’s 100 
Best Companies to Work For list for the 
first time. 

In her work, Sandra has studied 
seven companies that, like AT&T, have 
successfully pursued alternatives to 
traditional layoffs. An analysis of their 
experiences reveals that an effective 
workforce change strategy has three 
main components: a philosophy, a 
method, and options for a variety of 
economic conditions.
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beyond employees. A company must 
communicate its intent directly without 
leaving any of them in the dark or piecing 
together scraps of information to figure 
out what the future holds.

A method. Having a clear methodology 
will allow companies to explore alter-
natives to layoffs, and if they cannot be 
avoided, minimize the harm they cause. 
To establish one, firms need to address 
three questions:

• How will we plan for workforce 
change on an ongoing basis?

• Who will be accountable for manag-
ing and supervising it?

• What metrics should we use to deter-
mine whether our actions are effective? 

In 2013, Michelin’s CEO, Jean- 
Dominique Senard, asked the members of 
his team to turn the insights they’d gath-
ered from the previous decade’s restruc-
turing efforts into a formal process for 
workforce change. As a result, Michelin  
integrated three planning processes—
product planning, territory planning, 
and restructuring planning—into one. 
The product- planning groups project 
their anticipated production for the next 
five years, and then the territories iden-
tify which regions will have too much or 
too little production capacity and what 
technologies each factory will need. The 
restructuring plans come out of the dia-
logue between the product and territory 
heads. For example, in October 2013, 
Michelin determined that it would have 
overcapacity for truck tire production in 
its Budapest factory and decided to close 
it in mid-2015. By making that call early, 
Michelin’s team had time to carefully 
plan objectives for the shutdown and 
create a way to reduce the impact on the 

work together to seek and suggest 
solutions for restoring competitive-
ness and reducing overcapacity, 
which may open up an alternative 
to closing an activity or site. When 
restructuring is unavoidable, it must 
be announced as soon as possible 
and carried out according to the pro-
cedures negotiated with the staff rep-
resentatives. The ensuing changes on 
a personal level must be supported 
for as long as is necessary to ensure 
that the reclassified employees find 
a satisfactory solution in terms of 
standard of living, stability, family 
life and self-esteem.

When Nokia was contemplating that 
massive workforce reduction in 2011, its 
senior leaders articulated a philosophy 
with four core values: 

1. We will accept our responsibility as the 
driver of the local economies and aim for 
the highest of aspirations in supporting 
our previous and current employees.

2. We will take an activist role and lead 
the program with our brand, expertise, 
and resources in the key areas that  
matter most.

3. We will involve all of the relevant par-
ties in the program design and operations.

4. We will communicate openly towards 
all stakeholders, including employees, 
unions, government, and local stake-
holders, even when we do not know the 
full answers. 

As Nokia’s philosophy highlights, 
workforce change can affect many people 

A philosophy. A workforce change 
philosophy serves as a compass for senior 
leaders. It builds on a company’s values 
and spells out the commitments and 
priorities the company will abide by as it 
implements change. A philosophy helps 
leaders answer the following questions:

• What value do we believe employ-
ees contribute to our business and its 
success?

• What expectations do we have for em-
ployees’ engagement, loyalty, flexibility, 
and ability to adapt and grow?

• What do we owe employees as a fair 
exchange for what they have given us?

• How can employees help us develop 
and implement workforce change?

The philosophy of the French tire 
maker Michelin, for example, includes 
hiring people for their potential rather 
than for the job. In its labor relations 
policy, the company describes its 
commitment to employees’ long-term 
growth. Each employee is assigned a 
career manager who oversees his or her 
development and helps make sure it 
aligns with Michelin’s needs. 

The company also has a defined 
approach to workforce change and 
restructuring. Michelin’s labor relations 
policy described it like this in 2013: 

Restructures are inevitable in 
certain circumstances in order to 
maintain the company’s global 
competitiveness. These restructures 
must, as far as possible, take place 
at times when the company’s health 
allows mobilization of adequate 
resources to attenuate the social 
consequences. Whenever possible, 
staff at the entities concerned and 
their representatives are invited to 

           A workforce change strategy should  
anticipate three different scenarios: a healthy present, 
short-term economic volatility, and an uncertain future.
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two measures: the percent change in op-
erating income from the 2007–2008 peak 
to 2011, and total stock returns in 2012. At 
+1.8%, Honeywell had the highest post-
recession increase in operating margins 
(versus -4.5% to +1% among its peers). 
And at 75.28, Honeywell also had the 
highest three-year total stock return in 
2012, 50% better than its closest competi-
tor’s return and four times better than the 
lowest-performing competitor’s.

Options for a variety of economic 
conditions. A workforce change strat-
egy should anticipate three different 
scenarios: a healthy present, short-term 
economic volatility, and an uncertain 
future. 

A healthy present. In the immediate 
term, senior leaders should practice 
disciplined hiring and use stringent per-
formance metrics to build a strong orga-
nization that can weather change. A lean 
approach to staffing will help companies 
avoid yo-yoing between overexuberant 
hiring during growth and damaging staff 
reductions when demand falls.

Before Cote began his turnaround in 
2002, Honeywell had a policy of hiring 
freely during good times and then cut-
ting jobs in downturns. The drastic head 
count reduction of 2001 was too much 
for Cote, who responded by introducing 
hiring controls. Senior leaders had to 
justify how staff additions would help 
new-product or market development, 
and if they couldn’t, had to trim costs 
elsewhere to fund the hires. 

Too often managers use layoffs as 
an excuse to avoid difficult discussions 
about performance. Many companies 
practice “rank and yank” layoffs to thin 

affected employees (something we’ll 
discuss more later). 

Michelin has set up an accountability 
structure that clearly delineates who is 
responsible for what. The company’s 
executive committee, led by the CEO, 
oversees workforce change globally. 
Because more than 50% of Michelin’s 
factories and most of its workforce 
reductions are in Europe, a European re-
structuring committee supports the ex-
ecutive committee. It identifies factories 
that should be closed or downsized and 
directly oversees all European restruc-
turings. Finally, Michelin establishes 
a committee for each factory that will 
be affected, consisting of regional and 
country executives who are responsible 
for implementing the restructuring plan. 
Two senior executives at headquarters— 
  a director of restructuring and a director 
of product planning—coordinate the 
entire process.

Like any other good strategy, an effec-
tive workforce change strategy includes 
goals against which success can be 
measured. An example of these comes 
from Honeywell. In the 2001 recession, 
right before Dave Cote became its CEO, 
the company laid off 25,000 employees, 
or nearly 20% of its staff. Sales fell by  
11% from 2000 to 2002. When the reces-
sion hit in 2008, and it looked as if more 
workforce changes might be required, 
Cote set two goals: to improve on  
Honeywell’s poor performance during 
the 2001 recession, and to be in a stron-
ger position than its competitors when 
the recovery came. 

To measure the first goal, Cote decided 
to compare the company’s sales, net 
income, and free cash flow figures for 
the two recessions. As it turns out, the 
firm was able to improve substantially on 
all three measures. In 2009 Honeywell’s 
sales were 39% higher than its 2002 sales, 
its free cash flow was 94% higher, and 
its net income was more than six times 
higher. To monitor progress on the sec-
ond goal, performance against competi-
tors, financial data providers developed 

out weaker employees, often on an 
annual basis, but it’s more productive 
to use meaningful performance reviews 
and employee development plans to 
cultivate a base of high performers. 
Lincoln Electric, an arc-welding products 
and consumables manufacturer head-
quartered in Cleveland, Ohio, has had 
a no-layoff policy in its U.S. operations 
since 1958. Part of the reason it maintains 
that policy is that it has a reputation for 
high-quality and efficient staff, thanks to 
very strict performance standards and a 
rigorous evaluation process. Employees 
are assessed twice a year in five areas. 
Performance is competitive within 
departments, and performance ratings 
are tied to a merit-based compensation 
system. Employees who fall in the bot-
tom 10% receive an improvement plan 
and, if they remain there consistently, 
are eventually let go. 

Short-term volatility. Experienced 
managers develop a range of ways to re-
duce costs without resorting to destruc-
tive layoffs. Three approaches imple-
mented by Honeywell, Lincoln Electric, 
and Recruit Holdings, a Japanese human 
resources and advertising media con-
glomerate, demonstrate how much room 
there is for creative management during 
downturns. 

During the Great Recession, Cote used 
furloughs instead of layoffs at Honeywell. 
Having weathered three recessions when 
he was at GE, he had developed a sense 
for when a business cycle might run its 
course. Two years before any sign that 
the economy was in trouble, he began to 
pull back on hiring. Once the recession 
hit, Honeywell furloughed employees for 
one to five weeks, providing unpaid or 
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France, that was going to be shut down. 
He gathered its managers and union reps, 
explained the situation, and gave them 
a year to come up with a plan to save the 
plant. After analyzing how other Michelin 
plants were producing airplane tires, one 
of three product lines handled in the fac-
tory, the team concluded that the Bourges 
facility had a better, more consistent in-
dustrial process for making them than the 
other plants did. The team successfully 
argued that Bourges should specialize 
in airplane tires and get a new research 
center to aid product development. 

In 2013, Michelin began applying 
the lessons from Bourges to a factory 
in Roanne, France, that was at risk of 
being shut down. From October 2014 to 
March 2015, more than 70 individuals, 
including leaders from headquarters, 
union representatives, plant managers, 
and employees, met to develop a trans-
formation strategy for Roanne. Rather 
than closing the facility and laying off 
its employees, Michelin agreed to put 
€80 million into creating a new line of 
premium tires there; the head count 
would fall from 850 to 720 employees 
through natural attrition. Instead of the 
traditional four teams working Monday 
to midday Saturday, the plant would 
reorganize into five teams that kept oper-
ations running seven days a week around 
the clock, and all employees would work 
six additional days a year. These changes 
allowed the plant to flex production up 
or down by 12% according to market con-
ditions. In addition, Michelin dedicated 
€2 million to programs for improving the 
quality of management and work-life 
balance—issues that had emerged during 
the transformation strategy planning—
for the plants’ employees.

View employees are able to get another 
job at the end of their three-year stints, 
and Recruit is able to expand its regional 
presence and adjust its sales staffing up or 
down according to the economic cycle.

Lincoln can avoid layoffs because it 
requires employees to accept flexible 
assignments. Employees are expected to 
work extra hours when demand ramps 
up, and they understand that they’ll 
work shorter hours when it ramps down. 
In addition, they can be reassigned to 
any other job, including one with a lower 
salary, for the duration of a downturn. 
When orders fell during the Great Reces-
sion, for instance, Lincoln moved some 
factory workers into sales. Those employ-
ees developed a deeper understanding 
of Lincoln, and customers benefited be-
cause the factory workers had a thorough 
knowledge of the firm’s products. In 
addition, during economic lulls, Lincoln’s 
leaders automatically shift their priorities 
to initiatives they aren’t able to fully at-
tend to when business is booming, such 
as developing quality improvements, 
scrap-reduction programs, research and 
development projects, and maintenance 
tasks—all enabled by the availability of 
skilled employees who have more time to 
help out when demand falls. 

An uncertain future. Market shifts, 
new technologies, and new competition 
can require companies to do major re-
structuring. Before considering a layoff, 
they should see if they can take a cue 
from AT&T’s transformation. 

Michelin, for one, has embraced 
transformations as part of its workforce 
strategy. When Bertrand Ballarin joined 
the company, in 2003, one of his first 
jobs was to manage a factory in Bourges, 

partially compensated leaves, depending 
on local labor regulations. According to 
an article by Tom Starner in Human Re-
source Executive, the company’s finance 
department estimated that furloughs 
saved Honeywell the equivalent of 
20,000 jobs.

In a 2013 article he wrote for HBR, 
Cote explained, “I’ve never heard a 
management team talk about how 
the choices they make during a down-
turn will affect performance during a 
recovery.…I kept reiterating that point: 
There will be a recovery, and we need to 
be prepared for it.” Furloughs allowed 
Honeywell to retain the talent it needed 
when demand resurged and helped it 
stay profitable throughout the recession 
and achieve strong growth during the 
five years after the recovery. 

In 2000, Recruit Holdings developed 
an innovative system, Career View, 
through which it hires employees with 
nontraditional backgrounds as three-year 
contractors. The system helps Recruit 
achieve two goals: expand its reach 
outside Japan’s major cities and increase 
workforce flexibility—a real feat given 
that Japanese companies traditionally 
don’t do layoffs. The program targets ru-
ral employees who lack the education and 
experience to land a job at a major Jap-
anese corporation, hiring them as sales 
associates for regional offices near their 
hometowns. Six months after joining Re-
cruit, these contractors meet with career 
counselors to discuss their goals. They 
also receive detailed performance reviews 
that lay out the skills they’re developing, 
the skills they need to get their next job—
generally at another company—and what 
they can do to bridge the gap between 
the two. Approximately 90% of Career 

           After a layoff, survivors experienced a 41% 
decline in job satisfaction, a 36% decline in organizational 
commitment, and a 20% decline in job performance.
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had indeed found a better approach to 
workforce change.

In 2017, three years after selling its de-
vices and services business to Microsoft, 
Nokia used an enhanced version of the 
Bridge program to handle its latest re-
structuring. Microsoft Finland has rolled 
out a similar program. And Finland’s 
government has even taken cues from 
Bridge and incorporated ideas from it 
into legislation outlining what compa-
nies that conduct layoffs are required to 
provide for affected employees.

ONE OF THE BIGGES T  questions orga-
nizations face as they grapple with a 
constantly shifting economic landscape 
is whether their current workforce can 
help them make the transitions neces-
sary to their success. While companies 
tend to prioritize short-term financial 
results over the long-term well-being 
of their employees, employees are 
the lifeblood that enables a company 
to keep delivering the products and 
services that ultimately generate share-
holder benefits. Michelin’s and Nokia’s 
experiences show that employees can 
and should be trusted to perform well, 
even when they know they might lose 
their jobs. For all companies, planning 
thoughtful workforce change instead 
of automatically resorting to layoffs is 
a better way to address the vicissitudes 
of technological transformation and 
intensifying competition.   
 HBR Reprint R1803K

Sandra J. Sucher is a professor of manage-
ment practice and the Joseph L. Rice, III, 
Faculty Fellow at Harvard Business School. 
Shalene Gupta is a research associate at 
Harvard Business School.

two months to develop their plans, as 
well as support such as coaching and 
mentoring, networking introductions, 
and training. Nokia took no stake in any 
of the funded businesses. 

4. Learn something new. Nokia  
offered training grants for business-
management and trade-school 
courses in many areas, including 
restaurant management, cosmetology, 
construction, and firefighting.

5. Build a new path. The company 
offered financial support to employees 
who had personal goals they wanted to 
accomplish, such as volunteering.

Nokia spent €50 million on Bridge, 
or about €2,800 per employee. That 
accounted for just 4% of the €1.35 billion 
it spent on restructuring from 2011 to 
2013. As a result of the program, 60% of 
the 18,000 affected workers knew their 
next step the day their jobs ended. Over-
all, 85% of the Finnish Bridge partici-
pants said they were satisfied with the 
program, while 67% of global employees 
said they were. Furthermore, the layoff 
candidates and the remaining employ-
ees maintained or improved quality 
levels throughout the restructuring. 
Employees at the sites that were targeted 
for downsizing achieved €3.4 billion 
in new-product revenues, one-third of 
new-product sales—the same proportion 
they had brought in before. Employee 
engagement scores in all areas of the 
company held steady throughout the 
restructuring. And, unlike the situation 
in Bochum, there were no labor actions 
of any kind in the 13 countries where the 
layoffs happened. By all accounts Nokia 

However, there are times when a 
transformation isn’t possible or the 
transformation itself results in layoffs. In 
these cases, companies have to ensure 
that employees are treated fairly. This 
isn’t just about being a good Samaritan. 
Datta found that companies tended to 
get better financial results after a layoff 
when employees thought it was handled 
equitably and done for strategic reasons 
rather than cost cutting. 

Let’s look again at what happened at 
Nokia in 2011, when its senior leaders 
realized the company needed another 
restructuring. Then-chairman Jorma 
Ollila was determined to avoid another 
Bochum. To help the company do so, 
a small team of senior leaders devel-
oped Nokia’s Bridge program, which 
aimed to see that as many employees as 
possible had a new opportunity lined up 
the day their current job ended. Nokia 
opened Bridge centers in the 13 countries 
where the layoffs would take place. The 
program outlined five paths employees 
could choose from: 

1. Find another job at Nokia. In order to 
avoid favoritism, selection committees 
were formed to determine which 
employees to retain, instead of having 
local managers choose.

2. Find another job outside Nokia. The 
centers offered outplacement services, 
including career coaching, résumé 
workshops, career fairs, and networking 
events.

3. Start a new business. Individual 
employees or teams could present 
business proposals to win grants of 
up to €25,000. Employees were given 
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people in writing that not only were no 
layoffs planned but the company would 
be hiring a lot more people in the coming 
year. Yet, he said, “no matter how much 
I share about how safe we are, people 
still ask, When are the layoffs coming?” 
Even where jobs are demonstrably safe, 
lesser but real disappointments occur: 
Salaries are cut, budgets are pared, proj-
ects are back-burnered. 

As a result, most bosses—like you, 
perhaps—are operating in difficult 
and sometimes unfamiliar territory. 
Equipped with skills and approaches 
honed over long years of business 
growth, they now find their roles defined 
by an unexpected question: How should 
people be managed when fear is in the 
air, confidence is slipping, and it looks as 
if the road ahead will remain rough for 
many miles? This isn’t the job most exec-
utives and managers signed on for, and 
not everyone will rise to the occasion. 
This article is designed to help those who 
want to do so—first by clarifying why 
it’s so hard to be a good boss, and then 
by sharing the essence of what the best 
bosses do during tough times. 

The Toxic Tandem 
Let’s be clear: It’s never easy to be  
a great boss, even in good economic 
times. It’s challenging in part because  
of an unfortunate dynamic that naturally 
arises in relationships of unequal power. 
Research confirms what many of us  
have long suspected: People who gain 
authority over others tend to become 
more self-centered and less mindful 
of what others need, do, and say. That 
would be bad enough, but the problem  
is compounded because a boss’s self- 

THESE AR E TOUG H TIMES  for every boss 
I know. Fear and paranoia are running 
wild, not just in financial markets but 
in workplaces, too. A few weeks back 
a weary executive at a professional 
services firm told me how painful it had 
been to lay off 10% of his people and how 
he was struggling to comfort and inspire 
those who remained. When I asked a 
mutual friend, the CEO of a manufac-
turing firm, to “show some love” to this 
distressed executive, he jumped in to 
help—but admitted that he was wrestling 
with his own demons, having just imple-
mented a 20% workforce reduction. 

It was not a coincidence to find two 
friends in such similar straits; few orga-

nizations seem to have avoided them. 
Even in businesses renowned for having 
heart, bosses have been forced to wield 
the ax. NetApp, declared number one in 
Fortune’s “100 Best Companies to Work 
For” for 2009, announced it was cutting 
loose 6% of its employees less than a 
month after the ranking appeared.  
Google, top-rated by Fortune in 2008, 
has shed hundreds of full-time employ-
ees. And layoffs aren’t the only reason 
it’s a miserable time to be the boss. 
Where cuts haven’t occurred, people 
suspect they will, and the lingering 
dread creates its own challenges. One 
technology sector CEO I’ve worked with 
for years felt compelled to inform his 
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thing bad is going to happen to them. 
Related studies also show that when 
people down the pecking order feel 
threatened by their superiors, they be-
come distracted from their work. They 
redirect their efforts to trying to figure 
out what is going on and to coping with 
their fear and anxiety—perhaps search-
ing the web for insight or huddling with 
their peers to gossip, complain, and 
exchange emotional support. As a result, 
performance suffers.

Even in the best of times, bosses fall 
prey to this toxic tandem. In a crisis, 
however, both sides of the dynamic are 
amplified. So it’s not your imagination; it 
is harder to be a good boss in a bad econ-
omy. Your own stress presses you to shut 
down emotionally, to focus attention on 
what your superiors are up to, to turn 
inward and wrestle with your fears. The 
heightened threat causes your followers 
to watch your moves even more closely, 
searching for clues about what is likely 
to happen to them and what they can do 
about it. The threats that arise in tough 
times are also more likely to be real 
than imagined, and to hit with greater 
frequency. Everyone involved is only hu-
man, with the usual foibles, quirks, and 
blind spots. The equipment remains the 
same, and it’s being put to an unusually 
hard test.

How can well-intentioned bosses 
avoid the toxic tandem? By mindfully 
taking attention from themselves in 
order to give it to their people’s chal-
lenges and worries. Bosses who do so 
will find that in stressful times people 
have an acute—and often unmet—
need for four remedies: predictability, 
understanding, control, and compas-
sion. My mentor Robert Kahn and I 

unwritten rules that others are expected 
to follow don’t apply to them. To make 
matters worse, many bosses suffer a 
related form of power poisoning: They 
believe that they are aware of every im-
portant development in the organization 
(even when they are remarkably ignorant 
of key facts). This affliction is called “the 
fallacy of centrality”—the assumption 
that because one holds a central position, 
one automatically knows everything nec-
essary to exercise effective leadership. 

Now let’s look at the other half of the 
dynamic—that followers devote im-
mense energy to watching, interpreting, 
and worrying about even the smallest 
and most innocent moves their superi-
ors make. This is something we’ve long 
known about animals; studies of baboon 
troops show that the typical member 
glances at the alpha male every 20 or 
30 seconds to see what he is doing. And 
although people don’t check what their 
boss is doing two or three times a min-
ute, this tendency is well documented 
in human groups, too. As the psychol-
ogist Susan Fiske puts it, “Attention is 
directed up the hierarchy. Secretaries 
know more about their bosses than vice 
versa; graduate students know more 
about their advisors than vice versa.” 
Fiske explains: “People pay attention to 
those who control their outcomes. In an 
effort to predict and possibly influence 
what is going to happen to them, people 
gather information about those with 
power.” Further, people tend to interpret 
what they see the boss do in a negative 
light. Keltner and his colleagues report 
that when the top dog makes an ambigu-
ous move (one that isn’t clearly good or 
bad for followers), followers are most 
likely to construe it as a sign that some-

absorbed words and deeds are scruti-
nized so closely by his or her followers. 
Combined, these tendencies make for a 
toxic tandem that deserves closer study. 

To appreciate the first half of the 
dynamic— that bosses tend to be obliv-
ious to their followers’ perspectives— 
consider the “cookie experiment” 
reported by the psychologists Dacher 
Keltner, Deborah H. Gruenfeld, and 
Cameron Anderson in 2003. In this 
study, teams of three students each were 
instructed to produce a short policy 
paper. Two members of each team were 
randomly assigned to write the paper. 
The third member evaluated it and de-
termined how much the other two would 
be paid, in effect making them subordi-
nates. About 30 minutes into the meet-
ing, the experimenter brought in a plate 
of five cookies—a welcome break that 
was in fact the focus of the experiment. 
No one was expected to reach for the 
last cookie on the plate, and no one did. 
Basic manners dictate such restraint. But 
what of the fourth cookie—the extra one 
that could be taken without negotiation 
or an awkward moment? It turns out that 
a little taste of power has a substantial 
effect. The “bosses” not only tended to 
take the fourth cookie but also displayed 
signs of “disinhibited” eating, chewing 
with their mouths open and scattering 
crumbs widely. 

It’s a cute little experiment, but it 
beautifully illustrates a finding consistent 
across many studies. When people—in-
dependent of personality—wield power, 
their ability to lord it over others causes 
them to (1) become more focused on 
their own needs and wants; (2) become 
less focused on others’ needs, wants, 
and actions; and (3) act as if written and 
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Idea in Brief 

It’s not easy being the boss 
during a downturn. Your natural 
impulse is to focus on your own 
well-justified concerns, but your 
people are watching your every 
move for clues to their fate.

You need to rethink your 
responsibilities in terms of what 
your people may lack most in 
unsettling times: predictability, 
understanding, control, and 
compassion.

By making tough times less 
traumatic, you’ll equip your 
organization to thrive when 
conditions improve—and earn 
the loyalty of individuals who  
will remain in your network  
for years to come.

memo to the staff of his nonprofit or-
ganization. In it he laid out in detail the 
worst-case scenario that would result if 
the stock market and donations failed 
to rebound over a certain time period. 
But while preparing people for a future 
that might well involve job losses, he 
also made a firm commitment: No one 
would be asked to leave for at least three 
months. At another company I know, 
managers opted for a deeper staff cut 
than was immediately necessary, be-
cause they were determined not to inflict 
a second one right away and thus create 
a distracting fear of still more to come. 
They followed that cut with the message 
that although more might be needed in 
the future, none would be made for at 
least six months. 

Providing more predictability is in 
large part a function of reducing the 
seemingly random. Certainly there are 
times when people seek out surprise 
and novelty. Most of us come to points 
in our lives when, in the words of Arthur 
Conan Doyle, we abhor the dull routine 
of existence. This is not one of them.  
It is also important to realize that what 
will be seen as surprising or routine, as 
fair or unfair, is dictated by the quirks 
of your organization’s history. Unfortu-
nately, the better you have treated your 
people in the past, the more bruised 
they will be by layoffs, pay cuts, and 
other blows. When Advanced Micro De-
vices, which once touted its no-layoffs 
policy and called other firms that used 
layoffs “myopic as well as misanthropic,” 
had to resort to staff cuts in 1986, the 
resulting anger and despair struck many 
as disproportionate. The same inten-
sity of reaction was seen when other 
historically humane companies—Levi 

outlined the first three in a 1987 paper 
that was inspired by the great and lousy 
bosses we had observed during a deep 
recession in the midwestern United 
States. Some years later my colleague 
Jeffrey Pfeffer helped me recognize the 
fourth as a distinct and equally crucial 
antidote to organizational stress. 

Providing Predictability
The importance of predictability in peo-
ple’s lives is hard to overstate, and has 
been demonstrated in numerous studies. 
The most famous is Martin Seligman’s 
research on the signal/safety hypothesis. 
Seligman observed that when a stressful 
event can be predicted, the absence of 
a stressful event can also be predicted. 
Thus a person knows when he or she 
need not maintain a state of vigilance 
or anxiety. Seligman cites the function 
of air-raid sirens during the bombing of 
London in World War II. They were so 
reliable a signal that people felt free to 
go about their business when the sirens 
were silent. The hypothesis was bol-
stered by studies in which some animals 
and not others were given a warning 
in advance of a shock. Those that were 
never warned lived in a constant state  
of anxiety. 

The same holds true for organizational 
shocks like layoffs. If you give people as 
much information as you can about what 
will happen (to them as individuals, to 
their work groups, and to the organiza-
tion as a whole) and when it will happen, 
they will prepare to the extent they can 
and suffer less. Just as important, they 
can learn to relax in the absence of such 
a warning. This was the thinking behind 
one CEO’s decision to issue a heads-up 

           The effort that people are willing to expend  
and the anger and anxiety that they suffer are shaped by the 
difference between what they expect and what they get.

Strauss and Hewlett-Packard come to 
mind—were forced to lay off employees. 
Meanwhile, companies with a history 
of treating people as mere expenses and 
tossing surplus bodies out the door at 
the first whiff of bad times seem scarcely 
to miss a beat. After all, that is what their 
people expect. A 2006 study of 3,080 
Canadian workplaces by Christopher 
Zatzick and Roderick Iverson showed 
that layoffs had the most negative effect 
on productivity in “high involvement” 
organizations—places where employees  
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Don’t hide. In the worst 
cases I’ve seen, bosses 
have even hidden from 
their people: Knowing 
what they knew about 
impending cost cutting, 
they couldn’t look 
subordinates in the 
eye. Years ago, when 
colleagues and I studied 
the collapse of the video 
game company Atari, 
we learned that top 
executives were using a 
back door rather than the 
front entrance to come 
and go, so determined 
were they to avoid contact 
with the rank and file. 
That study came to mind 
when, quite recently, a 
boss I know disappeared 
from his office for weeks 
after a layoff. In each case 
employees interpreted 
leadership’s absence as 

a sign that something 
truly horrible was going 
to happen. The rumor mill 
sped up, and even less 
effort went into the work 
at hand.

Be discreet. To be sure, 
the answer cannot be that 
senior managers should 
spend less time conferring. 
In a downturn the pressure 
is immense to make 
decisions that demand a 
shared understanding of 
rapidly evolving financials, 
scenarios and options, 
and constraints. Often it is 
impossible to open up this 
messy decision process to 
broader involvement and 
scrutiny, which might not 
only threaten legal and 
ethical requirements for 
confidentiality but could 
lead to worse decisions. 

(As the psychologist 
Philip Tetlock has 
shown, decision makers 
operating under excessive 
scrutiny tend to make 
the choices that are 
easiest to justify rather 
than those they think 
are best.) Information 
leaks can also hurt 
people or be downright 
embarrassing. Witness 
the chagrin of a major law 
firm in February 2009 
after one of its partners 
had a sensitive phone 
conversation with the 
firm’s COO while riding on 
a train from Washington, 
DC, to New York. Fellow 
passengers could not 
help overhearing that the 
firm was planning deep 
staff cuts in March, and at 
least one person deduced 
what firm the partner was 

with after he rattled off 
the names of two dozen 
candidates for dismissal. 
That passenger promptly 
posted the news in a blog, 
and the story spread like 
wildfire. (To its credit, the 
firm quickly apologized 
for the indiscretion and 
acknowledged that the 
news was true.) 

Rely on your peers. Some 
closed-door mystery 
is clearly inevitable. 
And even the hardiest 
of bosses need some 
time away from the 
fray to recharge. But 
don’t let such absences 
go unexplained. Your 
employees can appreciate 
the stress you are under, 
and won’t begrudge you 
an occasional break. You 
won’t want to burden 

them with your troubles 
when they have their 
own—but you and your 
management team can 
support one another,  
and you’ll be available 
to talk about the team’s 
fears and problems along 
the way. 

The key is to be 
deeply sensitive to 
people’s interpretations. 
Follow long closed-
door meetings with 
longer open-door 
periods. Communicate 
everything that can be 
communicated, both 
in writing and face-to-
face. Be present and 
visibly on top of the 
situation. Express warmth 
and concern, but also 
whatever optimism is 
warranted. Above all, look 
your people in the eye. 

have greater responsibility and deci-
sion-making authority, and where more 
emphasis is put on treating people 
well than in traditional workplaces. 
Zatzick and Iverson also found that 
productivity dropped most sharply in 
once-e nlightened workplaces that had 
shattered employee expectations with 
a one-two punch: They did deep layoffs 
and abandoned high- involvement work 
practices. The effort that people are will-
ing to expend and the anger and anxiety 
that they suffer don’t simply result from 
their objective fate; their reactions are 
shaped by the difference between what 
they expect and what they get.

Beware the Cone of Silence
From an employee’s perspective, when to get nervous is often obvious: Bosses start huddling behind closed doors, deciding God knows what,  
and betraying as little as possible. As a boss, you might find some such “backstage work” unavoidable—but be aware that it can reinforce feelings 
of unpredictability, misunderstanding, lack of control, and management’s indifference, which will ultimately make things harder on everyone. 

Increasing Understanding
If predictability is about what will hap-
pen and when, understanding is about 
why and how. The chief advice here is 
to accompany any major change with an 
explanation of what makes it necessary 
and what effect it will have—in as much 
detail as possible. This advice, too, is 
rooted in psychological research: Hu-
man beings consistently react negatively 
to unexplained events. The effect is so 
strong that it is better to give an explana-
tion they dislike than no explanation at 
all, provided the explanation is credible.

Good bosses also know that more 
than a single communication is needed 

to bring a large group to a point of real 
understanding. I mentioned above the 
technology CEO whose people persisted 
in expecting job losses even though 
the business was growing. Rather than 
assuming that his “no layoffs” message 
would suffice until further notice, he 
knew he would have to keep repeating 
himself and looked for other ways to 
help employees comprehend the reality. 
“We shared our bank statements with 
everyone,” he told me, “so that they 
could understand where our assets are 
and how safe they are.” 

When operations are going haywire 
and people are rattled, it’s especially hard 
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bored with yourself, it may be that you 
aren’t repeating yourself enough or your 
messages are overly complex.

Affording Control
People don’t embark on careers to feel 
powerless. The whole point of work is 
to achieve outcomes and have impact. 
That’s why people are so deeply frus-
trated when events seem to render them 
helpless. As a boss in a bad economy, 
you may not be able to give people much 
control over what happens, but it’s 
important that they have as much say as 
possible in how and when it happens. 

During overwhelming times, a good 
boss finds ways to keep up a drumbeat of 
accomplishments, however minor. The 
organizational theorist Karl Weick shows 
in his classic article “Small Wins” that 
when an obstacle is framed as too big, too 
complex, or too difficult, people are over-
whelmed and freeze in their tracks. Yet 
when the same challenge is broken down 
into less daunting components, people 
proceed with confidence to overcome it. 
One boss I know at a troubled company 
recently launched a crucial sales cam-
paign that in the best case may enable the 
company to raise everyone’s pay and in 
the worst case may result in huge layoffs 
and possibly even the company’s demise. 
It was a bet-the-farm move that had every 
chance of paralyzing his already spooked 
people. But rather than allowing them to 
fret about the scale of the effort, he kicked 
it off by asking the team to jot down on 
sticky notes every discrete task required 
to do the campaign right. Then he sorted 
the notes on a whiteboard according to 
whether each task was “easy” or “hard” 
in the team’s opinion. It turned out that 

to get new ideas to take root or to teach 
new behaviors of any complexity. Your 
job as boss is to design messages that will 
get through to people who are distracted, 
upset, and apt to think negatively given 
any ambiguity. When it comes to internal 
communications, your mantra should be 
“Simple, concrete, and repetitive.” Think 
of the attendants on Flight 1549, in what 
has been called the Miracle on the Hud-
son. As the plane plummeted down, they 
chanted in unison, “Brace, brace, heads 
down, stay down.” Bosses who lead 
people through crises need to provide the 
same kind of clear and emphatic direc-
tion. For many scientific reasons, as Chip 
and Dan Heath show in their book Made 
to Stick, people are more likely to act on 
such messages. The best bosses I know 
have usually arrived at the same con-
clusion on the basis of experience. A.G. 
Lafley, the effective, humane, and wise 
CEO of Procter & Gamble, falls into that 
camp. One of his favorite pieces of advice 
is to keep it “Sesame Street simple.” 

Remember: You may have spent an 
hour carefully crafting an e-mail and 
many hours making sure that all your 
direct reports know what is happening 
and what they can do—but even so, any 
one of them may have just glanced at the 
e-mail and become so agitated when you 
spoke that the message simply didn’t 
stick. I suspect that Lafley has repeated 
some of his Sesame Street–simple mes-
sages so often that they bore him silly. 
But he is smart enough to know that 
there is always someone in the room 
who hasn’t absorbed the point before—
and that those hearing it for the tenth 
time can only conclude he really means 
it. If you aren’t saying the same things 
over and over again, and aren’t a bit 

more than half were easy and could be 
accomplished within a few days. He then 
asked for a volunteer to take respon-
sibility for each of the easy tasks and 
requested that when a task had been ac-
complished, its owner report back to the 
entire group via e-mail. Not only was a lot 
of progress made in the following week, 
but the flurry of “got it done” e-mails 
dramatically lowered people’s collective 
anxiety, enhanced their collective energy, 
and gave them confidence that the hard 
tasks, too, could be handled.

Showing Compassion 
Jerald Greenberg, a management profes-
sor at The Ohio State University, provides 
compelling evidence that compassion 
affects the bottom line in tough times. 
Greenberg studied three nearly identical 
manufacturing plants in the Midwest 
that were all part of the same company; 
two of them (which management chose 
at random) instituted a temporary  
10-week pay cut of 15% after the firm had 
lost a major contract. At one of the two, 
the executive who conveyed the news 
did so curtly, announcing, “I’ll answer 
one or two questions, but then I have 
to catch a plane for another meeting.” 
At the other one, the executive who 
broke the news gave a detailed and 
compassionate explanation, along with 
apologies and multiple expressions 
of remorse. He also spent a full hour 
answering questions about why the cost 
cutting was necessary, who would be 
affected, and what steps workers could 
take to help themselves and the plant. 
Greenberg found fascinating effects on 
employee theft rates. At the plant where 
the curt explanation was given, the rate 
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Compassion is most important when 
it helps people retain their dignity. When 
layoffs and closings are unavoidable, 
tending to the emotional needs of people 
who are let go is essential both for them 
and for those who survive the cuts. One 
of the worst things a boss can do after 
a layoff is to bad-mouth or in any other 
way demean those who have departed. 
Even if you believe that you’ve cut out 
the deadwood, saying so will anger and 
demoralize your remaining employees 
and may drive the best of them to jump 
ship. Ray Kassar, the former CEO of Atari,  
generated a lot of anger in the 1980s 
when, after a deep layoff, he told sur-
vivors that the weak people were gone 
and only good people were left. Many 
survivors we interviewed perceived the 
layoffs as purely political and believed 
that some great people had been let go. 

Unfortunately, not every executive 
has learned from Kassar’s blunder. Elon 
Musk, the CEO of Tesla Motors, which 
makes and sells electric sports cars that 
cost about $100,000 each, cut some 10% 
of his workforce in late 2008. Although 
he was more subtle than Kassar, Musk 
made pretty clear that he was getting rid 
of the weakest people. “One of the steps 
I will be taking,” he wrote that October, 
“is raising the performance bar at Tesla 
to a very high level, which will result in a 
modest reduction in near term head-
count. To be clear, this doesn’t mean 
that the people that depart Tesla for this 
reason wouldn’t be considered good 
performers at most companies—almost 
all would. However, I believe Tesla must 
adhere more closely to a special forces 
philosophy at this stage of its life if we 
aspire to become one of the great car 
companies of the 21st century.” 

original level of about 4%. Greenberg’s 
interpretation is that employees stole 
more at the two plants where cuts were 
made to “get even” with their employer, 
and stole the most at the plant where 
managers exhibited a lack of compassion 
because they had more to get even for. 
This suggests that compassion from 
a boss adds corporate value—in good 
times and in bad. What’s more, it’s free. 

Compassion can and does take many 
forms. At its heart it is as simple as 
adopting the other person’s point of 
view, understanding his anxiety, and 
making a sincere effort to soothe it. 
A manager who had just completed a 
second round of layoffs shared with me 
a valuable lesson she had learned about 
empathy: A boss delivering bad news to 
a subordinate is, by definition, at a later 
point in the emotional cycle of reacting 
to it. By the time they talk, the boss has 
already worked through the shock, an-
ger, and embarrassment; gone through 
all the scenarios in her head; made 
decisions; and come to terms with them. 
“You need to remind yourself,” this 
manager said, “that the person across 
the table is hearing the news for the first 
time and is just starting that process.” 
Not only will that person be unready to 
engage with the considerations the boss 
is outlining, but he may be appalled at 
how dispassionately they are presented. 
And as a boss, don’t assume that an 
employee’s initial reaction will persist. 
This manager told me that employees 
who had hugged her and thanked her 
sometimes came back to scream at her a 
few days later, after the shock wore off. 
Others, who had reacted angrily, came 
back to apologize and then hugged and 
thanked her. 

Making the  
Best of a  
Bad Situation

Whether you oversee just a few direct 
reports or are the CEO of a big company, 
these frightening times mean that you need 
to rethink your responsibilities as the boss. 
More than anything, people now need you to 
address deficits in four areas: 

1. Predictability. Give people as much 
information as you can about what will 
happen and when. If shocks are preceded 
by fair warnings, people not only have time 
to brace themselves but also get chances to 
breathe easy.

2. Understanding. Explain why the changes 
you’re implementing are necessary—and 
don’t assume you need to do so only once. 

3. Control. Take a bewildering challenge and 
break it down into “small win” opportunities. 
In situations where you can’t give people 
much influence over what happens, at least 
give them a say in how it happens.

4. Compassion. Put yourself in the other 
person’s shoes. Express empathy and— 
when appropriate—sorrow for any painful  
actions that have to be taken.

           A boss delivering bad news to a subordinate is, by 
definition, at a later point in the emotional cycle of reacting to it. 

rose to more than 9%. But at the plant 
where management’s explanation was 
detailed and compassionate, it rose only 
to 6%. (At the third plant, where no pay 
cuts were made, the rate held steady at 
about 4% during the 10-week period.)

After pay was restored at the two 
plants, theft rates at both returned to the 
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responsibility and the status that came 
with his attention.

• He made himself visible. 
• He would stand up for his people and 

organization with others (investors, part-
ners, competitors), and everyone knew 
the stories and retold them until they 
became legendary. 

The venture capitalist John Doerr told 
Fortune, “Bill was at his finest when we 
were winding down Go. His most im-
portant thing was that we take care of the 
people, that they leave that venture with 
dignity.” Many members of the team went 
on to successfully lead other companies 
such as VeriSign, Netscape, and Lucas-
Arts Entertainment. Not only did people 
remain loyal to Campbell throughout the 
struggle to save Go, but most alums, in-
cluding Komisar, look back on those days 
as one of the finest periods of their lives. 

Bill Campell’s story contains a lesson 
that bosses often forget, given the tunnel 
vision and desperation provoked by 
tough economic times: Win or lose, if 
your people believe that you are always 
on their side, it will come back to help 
you—but if they believe you are willing 
to sell them out at the drop of a hat, it 
can haunt you down the road. 
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senior team of Go, a troubled pen-based 
computing company, in the early 1990s. 
Campbell is affectionately known as 
“the coach,” because he was head coach 
of the Columbia football team in the 
1970s, and is widely respected in Silicon 
Valley. (He is known to be one of Steve 
Jobs’s most trusted advisers.) He played 
a major role in growing many companies 
and mentoring dozens of bosses, from 
Google’s executive team to the Netscape 
cofounder Marc Andreessen to the en-
trepreneur and venture capitalist Randy 
Komisar. I’ve talked extensively with 
Komisar about how Campbell fought to 
save Go during those tough times and 
why not a single member of its top team 
left, even though things kept looking 
worse and worse. When I asked Komisar 
to explain exactly how Campbell made 
people feel so loyal and invested in 
saving the company, he pounded out this 
impressive list:

• He would hug people when he hap-
pened upon them.

• He would always make some hack-
neyed joke that each of us could have 
stepped in and completed after a short 
while, but it showed genuine warmth.

• His door was open and he would have 
one-on-ones at all levels of the com-
pany, being careful not to undermine his 
managers.

• He explicitly rewarded loyalty, 
singling people out in company presenta-
tions and building up those who showed 
real commitment.

• He punished disloyalty and lack of 
dedication by withdrawing his attention 
and warmth. Everyone could feel it.

• He insisted on excellence and held 
people accountable. He rewarded 
performance not with money but with 

Musk’s statement was interpreted 
both inside and outside the company as 
misguided and destructive. But it teaches 
us a valuable lesson: Before making a 
statement, stop to consider how it will 
sound to an upset and touchy person. 

The Sign of a Great Boss
Bosses who increase predictability, 
understanding, control, and compassion 
for their people will allow employees 
to accomplish the most in a time of 
anxiety— and will earn their deep loyalty. 
A manager who provides all four will be 
perceived as “having people’s backs.” 
That’s a good phrase to keep in mind 
when you know your people are feeling 
vulnerable, because it will inform all 
your actions, big and small. Years ago, 
during a downturn, I was a consultant 
to a supply-chain group within Hewlett- 
Packard called SPaM. The company was 
struggling to cut costs and had elimi-
nated free doughnuts in the morning— 
a long-standing tradition. At the time, 
people at SPaM were working very 
long hours and bringing in quite a bit of 
money. They were remarkably annoyed 
the day the doughnuts disappeared, and 
remarkably happy, proud, and motivated 
when their boss, Corey Billington, found 
some internal SPaM funds to bring the 
doughnuts back. I remember sitting in 
the coffee room one morning right after 
their return. One of the first employees 
to come in, who barely recognized me, 
couldn’t help commenting when he saw 
the spread: “Isn’t it great to have your 
boss in your corner?”

Bosses who do this sort of thing 
usually do it on many levels. I still hear 
stories about Bill Campbell’s leading the 
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IN A TROUBLED ECONOMY,  job eliminations and hiring freezes 
seem almost routine, but when your own company’s woes 
start to make headlines, it all hits home. Intellectually, you 
understand that downsizing isn’t personal; it’s just a law of 
commerce, but your heart sinks at the prospect of losing your 
position. While you know that passivity is a mistake, it’s hard 
to be proactive when your boss’s door is always closed, new 
projects are put on hold, and your direct reports look to you for 
reassurance. Don’t panic. Even though layoff decisions may be 
beyond your control, there’s plenty you can do.

That’s what we’ve observed in numerous layoffs over the 
years and in research on how people respond to stressful work 

How to 
Protect  
Your Job in  
a Recession
Your company has a plan to  
survive hard times. Do you?
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showing your  relevance to the work at 
hand, which may have shifted since the 
economy softened. Your job is less likely 
to be eliminated if customers find that 
your contribution is indispensable.

Being ambidextrous will increase your 
chances of survival as well. In one com-
pany we know of, senior staff members 
were often expected to play more than 
one role to keep expenses in check. When 
the organization’s new chief operating of-
ficer decided he needed a chief of staff, he 
chose a person who continued to manage 
a human resources team, thereby elimi-
nating the need for additional head count. 
Reorganizations and consolidations 
involve great change, so they demand 
versatile executives. If you’re not already 
wearing multiple hats, start imagining 
how you can support your company by le-
veraging experience your boss may know 
nothing about. A marketing manager 
who taught school before moving into 
industry might volunteer to take on sales 
and service training responsibilities, for 
example. A recession can offer you plenty 
of opportunities to display your capabili-
ties. Layoffs typically occur at all levels of 
an organization and can create vacuums 
above and below you.

Finally, survivors are willing to 
swallow a little pride. Take the case of 
Anne, a manager at a large New England 
insurance company. (We’ve changed 
her name, as well as those of the other 
individuals cited in this article.) During a 
reorganization, Anne found herself vying  
for a position with a colleague who had 
far less industry experience than she 
did. When she learned that she and her 
department would be folded under this 
colleague’s department, Anne realized 
that she had one choice if she wanted to 

2005 HBR article, “Competent Jerks, 
Lovable Fools, and the Formation of 
Social Networks,” shows that while ev-
eryone prefers working with a personable 
superstar to an incompetent jerk, when 
people need help getting a job done, 
they’ll choose a congenial colleague over 
one who is more capable but less lovable. 
We’re not suggesting that you morph 
into Jerry Seinfeld; being congenial and 
fun isn’t about bringing down the house. 
Just don’t be the guy who’s always in a 
bad mood, reminding colleagues how 
vulnerable everyone is. Who wants to be 
in the trenches with him?

Of course, putting on a good face can 
be psychologically exhausting when 
 rumors of downsizing spread. Change 
 always stirs up fears of the unknown. Will 
you land another job? How will you pay 
the mortgage? Can you find affordable 
health insurance? Those are all valid con-
cerns, but if you stay positive, you’ll have 
more influence on how things play out.

Survivors are also forward looking. 
Studies of concentration camp victims 
show that people made it through by 
imagining a future for themselves. The 
power of focusing on the times ahead is 
evident even among people suffering the 
blows of everyday life. As Freud wrote in 
“Mourning and Melancholia,” a critical 
difference between ordinary grief and 
acute depression is that mourners can 
successfully anticipate a life where there 
will once again be joy and meaning.

In your job, there’s no better way to 
look forward than to stay focused on 
customers, for without them no one 
will have a job in the future. Anticipat-
ing the needs of your  customers, both 
external and internal, should be your top 
priority. Prove your value to the firm by 

conditions. (Author Janet Banks oversaw 
a dozen downsizings as a vice president 
in human resources at Chase Manhattan 
Bank and a managing director at Fleet-
Boston Financial. Author Diane Coutu 
studied resilience during her time as an 
affiliate scholar at the Boston Psychoan-
alytic Society and Institute.) We’ve seen 
that while luck plays an important role, 
survival is most often the result of staring 
reality in the face and making concrete 
plans to shape the future. Machiavellian 
as it may seem, holding on to your job 
when the economy softens is a matter of 
cool strategic planning. In our experi-
ence, however, even the savviest exec-
utives are ill-prepared to deal with job 
threats. Here’s what you can do to keep 
your career moving and minimize the 
chances that you’ll become a casualty.

Act Like a Survivor
A popular partner in the Brussels office  
of McKinsey & Company mentored  
hosts of junior consultants. When asked  
for advice on getting ahead, he always 
gave the same reply: “If you want to be  
a partner, start acting like one.” The  
corollary of this advice is even more 
important: During a recession, you have 
to start acting like a survivor if you  
hope to escape the ax.

Studying the thinking of survivors 
reveals a surprising paradox. Though cre-
ating a plan to weather layoffs requires an 
almost pessimistic realism, the best thing 
you can do in a recession is lighten up. 
Keep your eye firmly on the eight ball, 
but act confident and cheerful. Research 
shows that being fun to be around really 
matters. Work by Tiziana Casciaro and 
Miguel Sousa Lobo, published in a June 
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Idea in Brief  

If you want to survive, act like 
a survivor. Be confident and 
cheerful. Stay focused on the 
future by concentrating on the 
customer, without whom nobody 
will have a job. 

Give your leaders hope. They 
agonize over layoffs, so cut them 
a break. Empathizing with your 
boss will give you an advantage.  

Be a corporate citizen. 
Companies like team players. 
Research shows that collegiality 
may trump competence when 
push comes to shove.

our knowledge, been replicated in the 
workplace, psychologists have shown 
that so-called attachment behavior—
emotional bonding—can be learned, 
just as emotional intelligence skills can 
be honed. That’s good news. The better 
your relationship with your manager, the 
less likely you are to be cut, all things be-
ing equal. Your ability to empathize can 
demonstrate a maturity that is invalu-
able to the company, not least because it 
models good behavior for others.

The ability to unite and inspire 
colleagues goes a long way in the best of 
times; in the worst it’s crucial. This was 
true at an international financial services 
company that had endured a staff reduc-
tion of 20%. In the face of low  morale, the 
head of human resources asked Isaac, 
a learning and development VP, to help 
revive people’s spirits, improve commu-
nications, and stir up some fun. Isaac 
quickly pulled together a small team of 
volunteers and created a live radio show 
that engaged even the most cynical 
members of the organization. It included 
a soap opera that kept staff at all levels 
laughing and waiting for the next epi-
sode. The show gave executives a unique 
platform to share information such as 
quarterly financial results and changes 
in the organization’s structure. It did so 
much to improve morale that as a result 
Isaac landed the job he wanted—head of 
management and leadership develop-
ment for the company.

Become a Corporate Citizen
Remember Woody Allen’s remark that 
80% of success is showing up? That is 
especially useful advice in a downturn. 
Start going to all those voluntary and 

keep her job—use her significant influ-
ence to support her new manager. So she 
publicly threw herself behind the col-
league. In turn, he gave her the respect 
and the loyalty she felt she deserved. 
Anne’s attitude demonstrated commit-
ment to the company—something that 
was noticed by the management. A year 
later Anne got new responsibilities that 
led to a prestigious board appointment.

Give Your Leaders Hope
It’s important to recognize that times of 
uncertainty are also tough for leaders. 
They don’t enjoy having to lay off their 
people; most find that task agonizing. It 
can be stressful and time-consuming for 
them to sort through the various change 
mandates they’ve been given and then 
decide what to do. Obviously, this isn’t 
the time to push for a promotion or to 
argue for a new job title. Instead, try to 
help the leader defend your department. 
If the boss is working on a restructur-
ing plan and asks for ideas, offer some 
realistic solutions. Don’t fight change; 
energize your colleagues around it.

It may sound like what Karl Marx 
called false consciousness—thinking that 
disempowers you because it is not  
in your best interest—to empathize with 
your boss when he or she is consid-
ering cutting your job. However, there’s 
science to support the idea that showing 
empathy for people more powerful than 
you can be worthwhile. For example, re-
cent mother-infant research shows that 
the more an infant smiles and interacts 
with the environment, the more active 
the caretaker becomes in the infant’s 
development and survival. Although 
the mother-infant research has not, to 

           There’s science to support the idea that 
showing empathy for powerful people can pay off.

informal meetings you used to skip. Be 
visible. Get out of your office and walk 
the floor to see how folks are doing. Take 
part in company outings; if the firm is 
gathering for the annual golf tourna-
ment and you can’t tell a wood from an 
iron, then go along just for fun. In tough 
times, leaders look for employees who 
are enthusiastic participants. It’s not the 
score that counts.

Corporate citizens are quick to get  
on board. Consider Linda, a VP in oper-
ations, who worked in a large company 
that needed to cut costs. Management 
came up with the idea of shared service 
centers to avoid duplication of effort  
in staff functions in areas such as  
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give bad news to someone who depends 
on the job. If you’re a couple of years 
away from retirement eligibility and 
want to go, ask the company if it would 
be willing to bridge the time. Float a few 
balloons, but don’t get greedy. Keep in 
mind that even if you choose to go, you 
may need to get another job and you’ll 
want good references and referrals. If 
you’ve exited gracefully, odds are, your 
boss and others will do whatever they 
can to help you land on your feet.

MAN Y FORCES ARE beyond your control 
in a recession, but if you direct your 
energy toward developing a strategy, 
you’ll have a better chance of riding out 
the storm. You have to be extremely 
competent to make it through, but your 
attitude, your willingness to help the 
boss get the job done, and your contri-
bution as a corporate citizen have a big 
impact on whether you are asked to  
stick around. The economy will bounce 
back; your job is to make sure that  
you do, too.  
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compensation, management training, 
and strategic planning. The decision was 
universally unpopular. Service center 
jobs had none of the cachet of working in 
small business units, where customized 
solutions could be developed. Headquar-
ters staff objected to losing the elite sta-
tus they’d enjoyed as corporate experts. 
When service center jobs were posted, 
many high-profile people refused to put 
their names forward, misjudging their 
own importance and hoping manage-
ment would relent. But Linda saw the 
opportunity and applied for a service 
center job. The new position gave her 
immense visibility and was an imme-
diate promotion. Meanwhile, many of 

Following the best advice is 
no guarantee that you won’t 
get laid off. That’s why you 
need a plan for handling a 
job loss.

The first key to moving 
on successfully is self-
awareness. You’ll have 
better luck finding a new 
job if you know what 
you’re good at and what 
you’d really like to do, so 
it’s wise to invest mental 
energy now in figuring 
those things out. If you 
have results from a Myers-
Briggs test or a 360-degree 
assessment, revisit them to 
understand your strengths 
and weaknesses. Read 
self-help books to inspire 

your thinking, or perhaps 
even hire an executive 
coach. (Just make sure to get 
references and agree on fees 
before you start with any 
coach.)

Don’t wait till you get 
laid off to update your 
résumé. Revise it now, so 
that you’ll have it ready 
when you start approaching 
headhunters, former bosses 
and colleagues, and industry 
contacts for job referrals and 
advice. It’s a good idea to 
begin networking with those 
folks now, in fact, but don’t 
stop there. Reach out to the 
neighbor who’s the CFO of a 
successful company, and dig 
out the old business cards 

from your drawer and add 
those names to the list  
of those you’ll call.

Finally, think creatively 
about your future. Perhaps 
you want to go back to 
school, start your own 
business, join a smaller 
firm, or become a minister. 
That may require some 
downsizing of your own, but 
as Ellen, a consultant, told 
us: “Now that the kids are 
grown, my husband looks 
at the house and says it’s 
too big for the two of us. I’m 
willing to scale back. Both 
of us want to do different 
things.” Who knows, maybe 
plan B will actually be more 
attractive than plan A.

PREPARING FOR THE WORST

You May Still Need a Plan B

the resisters found themselves standing 
without a chair when the music stopped. 
In contrast, Linda kept her career on 
track; six years later she reported directly 
to the president of the company.

Of course, changing your behavior or 
personality to survive may rub against 
your need for authenticity, and you may 
decide that it’s time to move on. In that 
case, you can be both true to yourself 
and the ultimate corporate citizen by 
volunteering to leave the organiza-
tion. Despite what the policy may be, 
companies will cut deals. Deals are even 
welcomed. It’s much less painful for 
managers if they can help someone out 
the door who wants to leave rather than 
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IN EAR LY 2000,  a five-year-old online bookseller called  
Amazon.com sold $672 million in convertible bonds to shore 
up its financial position. One month later, the dot-com bub-
ble burst. More than half of all digital start-ups went out of 
business over the next few years—including lots of Amazon’s 
then-rivals in e-commerce. Had the bubble burst just a few 
weeks earlier, one of the most successful companies ever 
might have fallen victim to that recession.

Recessions—defined as two consecutive quarters of negative 
economic growth—can be caused by economic shocks (such 
as a spike in oil prices), financial panics (like the one that 
preceded the Great Recession), rapid changes in economic 
expectations (the so-called “animal spirits” described by John 
Maynard Keynes; this is what caused the dot-com bubble to 
burst), or some combination of the three. Most firms suffer 

How to 
Survive a 
Recession 
& Thrive 
Afterward
A research roundup
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prices declined, the more consumer 
demand fell, driving increased business 
closures and higher unemployment. But 
the researchers found that this effect 
was most pronounced among compa-
nies with the highest levels of debt. 
They divided up companies on the basis 
of whether they became more or less 
leveraged in the run-up to the reces-
sion, as measured by the change in their 
debt-to-assets ratio. The vast majority 
of businesses that shuttered because of 
falling demand were highly leveraged.

“The more debt you have, the more 
cash you need to make your interest and 
principal payment,” Mueller explains. 
When a recession hits and less cash is 
coming in the door, “it puts you at risk of 
defaulting.” To keep up with payments, 
companies with more debt are forced 
to cut costs more aggressively, often 
through layoffs. These deep cuts can im-
pair their productivity and ability to fund 
new investments. Leverage effectively 
limits companies’ options, forcing their 
hand and leaving them little room to act 
opportunistically.

The extent to which high levels of 
debt pose a risk during a recession 
depends on various factors. Shai Bern-
stein (of the Stanford Graduate School 
of Business), Josh Lerner (of Harvard 
Business School), and Filippo Mezzanotti 
(of Northwestern University’s Kellogg 
School of Management) have found that 
companies owned by private equity 
firms—which often require the compa-
nies they finance to take on debt—fared 
better during the Great Recession than 
similarly leveraged non-PE-owned firms. 
Companies with lots of debt struggle in 
part because access to capital slows to 
a trickle during a downturn. PE-backed 

wisdom; in others, they challenge it. 
Some of the most interesting findings 
deal with four areas: debt, decision mak-
ing, workforce management, and digital 
transformation. The underlying message 
across all areas is that recessions are a 
high-pressure exercise in change man-
agement, and to navigate one success-
fully, a company needs to be flexible  
and ready to adjust.

Deleverage Before  
a Downturn
Rebecca Henderson (of Harvard Business 
School) likes to remind her students, 
“Rule one is: Don’t crash the company.” 
That means, first and foremost, don’t 
run out of money. Because a recession 
usually brings lower sales and therefore 
less cash to fund operations, surviv-
ing a downturn requires deft financial 
management. If Amazon hadn’t raised 
all that money prior to the dot-com bust, 
its options would have been much more 
limited. Instead, it was able to absorb 
losses in its investments in other start-
ups and also launch Amazon Market-
place, its platform for third-party sellers, 
later that year. It further expanded 
during and after the recession into new 
segments (kitchens, travel, and apparel) 
and markets (Canada).

Companies with high levels of debt 
are especially vulnerable during a 
recession, studies show. In a 2017 study, 
Xavier Giroud (of MIT’s Sloan School of 
Management) and Holger Mueller (of 
NYU’s Stern School of Business) looked 
at the relationship between business 
closures and associated unemployment 
and falling housing prices in various 
U.S. counties. Overall, the more housing 

during a recession, primarily because 
demand (and revenue) falls and uncer-
tainty about the future increases. But 
research shows that there are ways to 
mitigate the damage.

In their 2010 HBR article “Roaring 
Out of Recession,” Ranjay Gulati, Nitin 
Nohria, and Franz Wohlgezogen found 
that during the recessions of 1980, 
1990, and 2000, 17% of the 4,700 public 
companies they studied fared particu-
larly badly: They went bankrupt, went 
private, or were acquired. But just as 
striking, 9% of the companies didn’t 
simply recover in the three years after a 
recession— they flourished, outperform-
ing competitors by at least 10% in sales 
and profits growth. A more recent analy-
sis by Bain using data from the Great Re-
cession reinforced that finding. The top 
10% of companies in Bain’s analysis saw 
their earnings climb steadily throughout 
the period and continue to rise after-
ward. A third study, by McKinsey, found 
similar results. 

The difference maker was prepa-
ration. Among the companies that 
stagnated in the aftermath of the Great 
Recession, “few made contingency 
plans or thought through alternative 
scenarios,” according to the Bain report. 
“When the downturn hit, they switched 
to survival mode, making deep cuts 
and reacting defensively.” Many of the 
companies that merely limp through a 
recession are slower to recover and never 
really catch up.

How should a company prepare in 
advance of a recession and what moves 
should it make when one hits? Research 
and case studies examining the Great 
Recession shed light on those questions. 
In some cases, they cement conventional 
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Idea in Brief  

COMPANIES IN CRISIS
When a downturn hits, many 
companies switch to survival 
mode, reacting defensively 
instead of considering 
alternative scenarios. With no 
contingency plans in place, 
they fare badly during and after 
the recession—going bankrupt, 
going private, or being acquired. 

WEATHERING THE STORM
Research and case studies 
of the Great Recession show 
that to navigate this high-
pressure exercise in change 
management, companies need 
to be flexible and ready to 
adjust. Organizations should 
focus on decisions and who 
should be making them, lean on 
operational improvements rather 
than layoffs, and invest in IT.

SUCCESS, NOT STAGNATION
Companies that thrive despite a 
context of economic recession 
hone in on four areas: debt, 
decision making, workforce 
management, and digital 
transformation. They not only 
recover from a downturn but 
flourish, outperforming their 
competitors in sales and profits 
growth throughout the recession 
and afterward.

makes them. In a 2017 study, Raffaella 
Sadun (of Harvard Business School), 
Philippe Aghion (of Collège de France), 
Nicholas Bloom and Brian Lucking  
(of Stanford), and John Van Reenen (of  
MIT) examined how organizational 
structure affects a company’s ability to 
navigate downturns. On the one hand, 
“the need to make tough decisions may 
favor centralized firms,” the researchers 
write, because they have a better picture 
of the organization as a whole and their 
incentives are typically more closely 
aligned with company performance. On 
the other hand, decentralized firms may 
be better positioned to weather macro 
shocks “because the value of local infor-
mation increases.”

The researchers relied on data from 
the World Management Survey of man-
ufacturers, which includes questions on 
how much autonomy a plant manager 
has to make investments, introduce 
new products, make sales and mar-
keting decisions, and hire employees. 
Companies in which plant managers 
had little discretion were considered 
highly centralized; those in which they 
had a lot of discretion were scored as 
less so. The researchers also examined 
results from a similar survey run by the 
U.S. Census and matched them with 
company reports of sales, employment 
levels, profits, and other performance 
measures. And they gathered data on 
which industries were hardest hit by 
the Great Recession. “Decentralization 
was associated with relatively better 
performance for firms or establishments 
facing the toughest environment during 
the crisis,” the researchers report. They 
also found that the benefits of decen-
tralization faded as economic conditions 

firms emerged in better shape, the study 
suggests, because their owners were 
able to help them raise capital when 
they needed it. Issuing equity is another 
way companies can avoid the burden of 
debt obligations. “If you issue equity in 
the run-up to a recession,” Mueller says, 
“the problem of defaulting will be less 
pronounced.”

The reality, of course, is that many 
companies have some level of debt going 
into a recession. Mueller’s study found 
that the average debt-to-assets ratio 
among firms that had increased debt 
levels in the run-up to the Great Reces-
sion was 38.3%. Among the group that 
had deleveraged, it was 19.5%. Although 
there’s no magic number, modest levels 
of debt aren’t necessarily a problem, 
research shows. Nonetheless, Mueller 
suggests that if a company thinks a 
recession is coming, it should consider 
deleveraging. McKinsey’s recent reces-
sion research supports this: Firms that 
emerged in better shape from the Great 
Recession had reduced their leverage 
more dramatically from 2007 to 2011 
than had less successful ones.

When it comes to deleveraging, it 
helps to start early, says McKinsey’s 
Mihir Mysore. That means reducing debt 
levels before it’s clear the economy is 
in recession. “You need to take a hard 
look at your portfolio,” Mysore advises, 
because shedding assets can be a way 
to reduce leverage without necessarily 
cutting core aspects of operations.

Focus on Decision Making
A company’s performance during and 
after a recession depends not just on 
the decisions it makes but also on who 

improved—a sign that delegation has 
particular value during uncertain times.

Why did decentralization help? “The 
recession introduced a lot of uncertainty 
and turbulence,” says Sadun. Because 
decentralized firms delegated decision 
making further down the hierarchy, they 
were better able to adapt to changing 
conditions. For example, they were 
more aggressive in adjusting their prod-
uct offerings in response to changes in 
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           Companies invest in technology  
during recessions because their opportunity cost  
is lower than it would be in good times.

demand. “One [piece of] advice would 
be [to] really think carefully about your 
organizational structure because that’s 
one way you cope with uncertainty,”  
says Sadun.

Of course, organizational structure 
isn’t easy to adjust quickly in prepa-
ration for a recession, but that doesn’t 
mean companies can’t learn from these 
findings. “What decentralization does,” 
says Sadun, “is match decisions with 
expertise.” She says companies can fall 
into the trap of hoarding decision rights 
during a downturn. But the uncertainty 
of a recession necessitates experimen-
tation, which requires that decisions be 
made throughout the organization. Even 
if companies decide not to decentralize, 
they can try to do a better job of gath-
ering input from employees at all levels 
when making key decisions. “Recessions 
offer opportunities for change,” notes 
Sadun.

Look Beyond Layoffs
Some layoffs are inevitable in a down-
turn; during the Great Recession, 
2.1 million Americans were laid off in 
2009 alone. However, the companies 
that emerged from the crisis in the 
strongest shape relied less on layoffs to 
cut costs and leaned more on operational 
improvements, Ranjay Gulati and his 
colleagues found in their study of public 
companies.

That’s because layoffs aren’t just 
harmful to workers; they’re costly for 
companies, too. Hiring and training are 
expensive, so companies prefer not to 
have to rehire when the economy picks 
back up, particularly if they think the 
downturn will be brief. Layoffs can also 

short-time work program laid off fewer 
workers and were more likely to survive 
during the Great Recession. The effect 
was most significant among the compa-
nies most severely hit by the recession 
and those with the highest levels of 
debt. According to the researchers, the 
short-time work approach allowed vul-
nerable companies to hold on to more of 
their workforce. Absent the subsidies, 
they most likely would have had to lay 
off more employees, making it more 
difficult to recover after the recession or 
causing them to go out of business alto-
gether. The researchers estimate that for 
every five workers on short-time work, 
one job was saved. And they estimate 
that the cost per job saved was less than 
that of comparable programs; since the 
alternative was paying unemployment, 
the program actually saved the French 
government money.

One appealing thing about both fur-
loughs and short-time work is that, as 
with layoffs, companies have discretion 
over which workers are affected. By 
contrast, across-the-board pay cuts 
or hiring freezes that fail to consider 
employee productivity can backfire, 
damaging morale and driving away the 
most productive employees. Similarly, 
hiring freezes affect every department 
indiscriminately, without weighing the 
value of various potential hires.

Performance pay—compensation 
based on some measure of productivity 
or business outcome—is another way to 
control labor costs without hurting pro-
ductivity. There is a long-running debate 
about performance pay, for executives 
and frontline workers, and plenty of ev-
idence for and against the management 
tool on both sides. But a recent study by 

hurt morale, dampening productivity at 
a time when companies can ill afford it.

Fortunately, layoffs aren’t the only 
way to cut labor costs. Companies 
should consider hour reductions, fur-
loughs, and performance pay. After the 
stock market crash in 2000, Honeywell 
laid off nearly 20% of its workforce and 
then struggled to recover in the down-
turn that followed. So when the Great 
Recession hit, in 2008, the company 
took a different approach, as Sandra J. 
Sucher and Shalene Gupta describe in 
their 2018 HBR article, “Layoffs That 
Don’t Break Your Company.” “Honeywell 
furloughed employees for one to five 
weeks, providing unpaid or partially 
compensated leaves, depending on local 
labor regulations,” Sucher and Gupta 
wrote. That saved an estimated 20,000 
jobs. Honeywell emerged from the Great 
Recession in better shape than it did 
the 2000 recession in terms of sales, net 
income, and cash flow, despite the fact 
that the 2008 downturn was much  
more severe.

In some parts of the world, policy 
makers encourage shorter hours as an 
alternative to layoffs. Many countries  
and more than half the states in the U.S. 
have some sort of “short-time” com-
pensation program, whereby workers 
whose hours are reduced receive partial 
unemployment compensation. In 
France, 4% of workers and 1% of firms 
took advantage of short-time work 
programs in 2009, and the program paid 
off for both workers and companies. In 
a 2018 discussion paper for the Euro-
pean think tank Centre for Economic 
Policy Research, Pierre Cahuc, Francis 
Kramarz, and Sandra Nevoux found that 
companies that took advantage of the 
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The second reason is that digital 
technology can help cut costs. Compa-
nies should prioritize “self-funding” 
transformation projects that pay off 
quickly, George says, such as automating 
tasks or adopting data-driven decision 
making. The third reason is that IT 
investments make companies more 
agile and therefore better able to handle 
the uncertainty and rapid change that 
come with a recession. In manufactur-
ing, “we are finally seeing uptake now 
in the adoption of digital and advanced 
analytics,” she says. It used to be that a 
manufacturer could be the cheapest in 
the market or could stay nimble—but not 
both. Flexibility came with serious costs. 
However, digital technologies “create 
much more flexibility around product 
changes, volume changes, etc., as well as 
around movement of your supply chain 
around the world.”

That, in George’s view, is one way 
the next recession might be different 
from past ones. Companies that have 
already made an investment in digital 
technology, analytics, and agile business 
practices may be better able to under-
stand the threat they face and respond 
more quickly. As we’ve seen, recessions 
can create wide and long-standing 
performance gaps between companies. 
Research has found that digital technol-
ogy can do the same. Companies that 
have neglected digital transformation 
may find that the next recession makes 
those gaps insurmountable. 
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lance (of the New England Public Policy 
Center). Their study found that the 
demand for tech skills returns to more 
normal levels once the labor market 
improves.

But companies weren’t only being 
choosier, Hershbein and Kahn found; 
they were becoming more digital, too.  
In those hard-hit areas of the United 
States, companies also increased their 
investment in information tech nology, 
driving the surge in IT skill requirements 
in their job postings.

Why do companies invest in tech-
nology during a recession when money 
is tight? Economists theorize that it’s 
because their opportunity cost is lower 
than it would be in good times. When the 
economy is in great shape, a company 
has every incentive to produce as much 
as it can; if it diverts resources to invest 
in new technologies, it may be leaving 
money on the table. But when fewer 
people are willing to buy what you’re 
selling, operations need not be kept 
humming at maximum capacity, which 
frees up operating budget to fund IT 
initiatives without dampening sales. For 
that reason, adopting technology costs 
less, in a sense, during a recession.

That’s fine in theory, but other  
reasons may make more practical sense 
to managers. Technology can make  
your business more transparent, more 
flexible, and more efficient. According  
to Katy George, a senior partner at  
McKinsey, the first reason to prioritize 
digital transformation ahead of or during 
a downturn is that improved analytics 
can help management better under-
stand the business, how the recession is 
affecting it, and where there’s potential 
for operational improvements.

Christos Makridis (of the White House 
Council of Economic Advisers) and 
Maury Gittleman (of the U.S. Bureau of 
Labor Statistics) documents an import-
ant fact. Using responses to the National 
Compensation Survey from 2004 to 
2014, the study shows that U.S. com-
panies rely on performance pay more 
frequently during economic downturns. 
Although they can’t say whether this 
strategy works out for companies, they 
show that a given job is more likely to 
come with performance pay when times 
are tough. They hypothesize that this is 
because performance pay makes compa-
nies more flexible by aligning workers’ 
incentives with changing conditions.

Invest in Technology
It’s tempting to think of a recession as 
a time to batten down the hatches and 
play it safe. However, downturns actu-
ally appear to encourage the adoption 
of new technologies. In a 2018 paper, 
Brad Hershbein (of the Upjohn Institute 
for Employment Research) and Lisa B. 
Kahn (of the University of Rochester) 
compared more than 100 million online 
job listings posted from 2007 to 2015 
with economic data to see how the 
Great Recession affected the types of 
skills employers were looking for. They 
found that the U.S. cities hardest hit by 
the recession saw a greater demand for 
higher-order skills—including comput-
er-related skills. The boost in demand 
was partly due to employers’ taking 
advantage of high unemployment to be 
choosier, as suggested by Alicia Sasser 
Modestino (of Northeastern), Daniel 
Shoag (of Harvard Kennedy School and 
Case Western Reserve), and Joshua Bal-
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In our research over the 
past 30 years, we found that 
while both types of strategy 
play a role, when it comes to 
growth resilience, blue ocean 
market-creating moves stand 
out. They not only unlock a 
growth edge when economic 
conditions are favorable, they 
also generate resilient growth 
in the face of business cycle 
downturns and unfavorable 
economic conditions. How so?

When economic conditions 
are favorable, all firms tend 
to benefit by a rising eco-
nomic tide. But it is market- 
creating moves—and the leap 
in consumer surplus they 
unlock through their inno-
vative value—that give firms 
a growth edge, as they not 
only capture a greater share 
of rising demand but also 
pull all-new buyers into the 
market.

Adverse economic 
conditions only magnify 
the growth edge attached 
to market-creating moves, 
because when the economy 
is in a downturn, there is a 
natural flight to value for 
money. Whether they’re 
short on cash or simply overly 
cautious, people become 
far more selective about the 
products and services they 
choose to buy and those 
they stop purchasing. Those 
forgone products and services 
tend to offer incremental 
value, whereas the chosen 
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1. How to Achieve 
Resilient Growth 
Throughout the 
Business Cycle
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THE WOR LD I S  currently in 
the longest business cycle 
since the National Bureau of 
Economic Research has kept 
records. Investors, exec-
utives, and policy makers 
scratch their heads in wonder 
as they try to make sense of 
this new phenomenon. Many 
companies want to know 

where they are in the busi-
ness cycle. Are we at the peak 
with growth about to come 
tumbling down, or still on the 
climb where rising growth 
levels can be expected?

In the U.S. there are clear 
indicators that we may be at 
the peak. These include the 
lowest unemployment in 50 

years, rising incomes across 
all races and job levels, a stock 
market that continues to reach 
historic highs (even with the 
recent volatility sparked by the 
spread of coronavirus), and a 
GDP that has been expanding 
for more than 10 years, beating 
other expansion cycles. 
Simultaneously, we see other 
indicators associated with the 
trough of the business cycle, 
including low interest rates 
and low inflation.

Despite the macroeco-
nomic uncertainty and the 
unpredictable business cycle, 
companies need to develop 
their investment and growth 
strategies. The question 
they face is how do you 
build growth and resilience, 
irrespective of the stage of the 
business cycle? Fortunately, 
our research provides an 
answer.

Buck the Business 
Cycle—Strategize 
Like a Market 
Creator
As we identified in our 
research, there are two types 
of strategy. One is market- 
competing strategy, which 
focuses on beating rivals 
in existing markets—what 
we think of as “red ocean 
strategy.” The other is market- 
creating strategy, which 
focuses on generating new 
markets, what we think of as 
“blue ocean strategy.”
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ones offer a leap in value, 
or the largest consumer 
surplus, that makes people’s 
lives better. Under these 
conditions, market-creating 
moves—which break away 
from existing offerings and 
offer buyers a leap in con-
sumer surplus—fast become 
the products and services of 
choice, allowing companies 
to better buck contracting 
markets and rebound faster.

Look no further than 
the companies that rapidly 
overcame the 2008 finan-
cial crisis—Apple, Amazon, 
Salesforce, Cirque du Soleil, 
and even the U.K. charity, 
Comic Relief’s Red Nose Day. 
All achieved a rapid bounce 
back and exceptional growth 
despite the economic crisis. 
And each countered a reliance 
on market- competing moves 
with a strong bias toward 
market- creating strategies that 
offered buyers a leap in value.

Contrast this with Micro-
soft, a market-competing 
dominator in its highly 
profitable Windows and 
Office products. It wasn’t 
until Satya Nadella, the 
company’s new CEO, recently 
shifted Microsoft to a balance 
of market-competing and 
market-creating strategies 
that it again became a rising 
star. After 10 years of an 
essentially flat stock price, 
Microsoft’s new market- 
creating focus has catapulted 

           We can all be the captain of our ship when we  
strike the right balance between market-competing and 
market-creating efforts.

it into the rarified $1 trillion 
market-cap club. Its new 
cloud-based product Azure is 
set to become a new growth 
engine for the company.

How to Build 
Resilient Growth
So, how can companies best 
manage growth through 
market cycles? Here are four 
pieces of advice borne out of 
our 30-year research journey 
to the blue ocean.

First, to create growth 
resilience, focus on building 
a healthy, balanced portfolio 
of market-competing and 
market-creating strategic 
moves, of red and blue ocean 
strategies. Both are import-
ant: Market-competing 
moves generate today’s cash; 
market- creating moves ensure 
tomorrow’s growth. Relying 
on market- competing moves 
alone, as many companies do, 
won’t build growth resilience 
across the business cycle. 
It will hold you hostage to 
swings in the business cycle.

Second, don’t wait for 
growth to slow to make mar-
ket creation a strategic prior-
ity. Act now. In a downturn 
you want to be buffered by 
your market-creating move, 
and that can happen only 
when your market-creating 
move is already launched or 
set to launch. It is in eco-
nomic downturns that you 
need to rely on the resilience 

of market-creating growth, 
and for that you need to pre-
pare in advance.

Third, ensure that your 
market-creating efforts are a 
core component of your cor-
porate strategy and not siloed 
into a function, effectively a 
sideshow. To achieve market 
creation, you need to make 
it a priority. To figure out if 
you are doing that, check who 
owns the initiative. Is it your 
top management—like at  
Apple, Amazon, or Microsoft 
under the leadership of  
Nadella? If not, it should be. 
That sets an important tone, 
driven from the top, that mar-
ket creation is front and center 
to your company’s future.

Lastly, remember, tech-
nology itself doesn’t create 
new markets. The use of 
technology does. Is it linked 
to value innovation or not? 
Will your product or service 
make a positive change in 
people’s lives and hence 
unlock a windfall of con-
sumer surplus? There are lots 
of technology companies 
out there. But the ones that 
achieve resilient growth 
across cycles—not only in  
an upturn—link innovation 
to value, such as Amazon, 
Apple, and Netflix. That’s 
why so many people are loyal 
to them.

Don’t wait for mone-
tary policy adjustments or 
fiscal stimulus to propel 

your growth. You have 
limited—if any—control 
over these. Instead, look to 
yourself. The good news is 
you need not be driftwood 
on the roaring ocean of the 
business cycle, rising and 
falling with the vicissitudes 
of the market. We can all be 
the captain of our ship when 
we strike the right balance 
between market- competing 
and market- creating efforts. 
Red ocean and blue ocean 
strategies are not a binary 
choice. Companies need both. 
But to find a healthy balance, 
most companies need to put a 
lot more heft behind market- 
creating moves and anchoring 
these efforts in the heart of 
corporate strategy.

HBR Reprint H05FWP

Previously published on HBR.org 
March 3, 2020

W. Chan Kim and Renee  
Mauborgne are professors of 
strategy at INSEAD and codirec-
tors of the INSEAD Blue Ocean 
Strategy Institute. In 2019 they 
were named the World’s #1 Most 
Influential Thought Leaders by 
Thinkers50. They are the authors 
of the global best sellers Blue 
Ocean Strategy: How to Create 
Uncontested Market Space and 
Make the Competition Irrele-
vant (Harvard Business Review 
Press, 2015) and its follow-up 
Blue Ocean Shift: Beyond 
Competing— Proven Steps to In-
spire Confidence and Seize New 
Growth (Hachette Books, 2017). 

Sum20 QT3WeatherCycle_753561.indd   103 4/8/20   3:33 PM

This document is authorized for use only by DEBRA LOFTUS (DLOFTUS@LIMINALSOLUTIONS.COM). Copying or posting is an infringement of copyright. Please contact customerservice@harvardbusiness.org or 
800-988-0886 for additional copies.



104 HBR Special Issue 
Summer 2020

2. Companies Need  
to Prepare for the Next 
Economic Downturn
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MAN Y ECONOMISTS ARE 

forecasting a downturn, if not 
a full-blown recession, over 
the next 12 to 24 months. We 
have seen one of the longest 
expansionary phases in re-
cent history, leading indica-
tors have softened in many 
countries, stock markets are 
volatile, and several risks 
cloud the horizon. Naturally, 
business leaders are consid-
ering how to best position 
themselves for harsher mac-
roeconomic conditions.

If history is any guide, 
many companies will prepare 
too little, too late, and too de-
fensively. Yet our analysis of 
more than 5,000 companies 
across the last four business 
cycles suggests that slow-
downs bring opportunities 
as well as challenges: Some 
companies actually bene-
fited competitively during 
and after a downturn, and a 
common set of actions led to 
that success.

Today’s business land-
scape has several unique 
features, which will add 

new complexities on top 
of the historical playbook. 
This makes it important for 
business leaders to prepare 
for the specific circumstances 
of the next downturn, as well 
as exploiting the right lessons 
from the past.

Some Companies 
Gain Advantage 
in Economic 
Downturns
We studied all U.S. public 
companies with greater than 
$50 million in annual sales 
during the last four down-
turns—including not only 
recessions but also periods of 
substantially slowing growth 
(we define downturns to 
include recessions [periods 
of negative GDP growth] as 
well as periods of cumulative 
decline in annual GDP growth 
of at least 1 percentage point 
over two years)—and found 
that nearly three-quarters of 
those companies experienced 
a decline in revenue growth. 
However, 14% of companies 
were able to not only acceler-
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ate growth but also increase 
profitability.

The competitive stakes 
are high: Those 14% of 
outperformers grew sales 
by 9% annually during the 
downturn and increased 
earnings before interest and 
taxes (EBIT) margin by 3 per-
centage points on average, 
whereas all other companies’ 
sales declined by 2% and 
EBIT margin declined by 2 
percentage points. Compet-
itive volatility—as measured 
by the change in composition 
and ranking of the Fortune 
100—rose by 30% in recent 
downturns, also suggesting 
opportunity for some. No-
tably, competitive volatility 
rose by just as much during 
more-moderate downturns 
as in deeper recessions.

The companies that 
weather downturns suc-
cessfully tended to respond 
differently on a few key 
dimensions:

They acted early. Leaders 
may understandably be re-
luctant to take major actions 
until they see clear evidence 
that they are affected by eco-
nomic headwinds. However, 
we found that the companies 
that proactively recognized 
the threat—by discussing the 
possibility of a downturn in 
their earnings calls before the 
economic recession officially 
began in December 2007—

achieved 6 percentage points 
better total shareholder re-
turn (defined as total returns 
to investors including capital 
gains and dividends) in the 
downturn than companies 
that did not address the chal-
lenge early.

They took a long-term 
perspective. Leaders have 
to attend to short-term issues 
during a downturn to make 
sure their business remains 
solvent. But substantial 
competitive opportunities 
await the leaders who can 
also keep one eye on the 
long-run picture. We used 
natural- language-processing 
algorithms to assess com-
panies’ long-term orienta-
tion from SEC filings and 
found that companies with 
a longer-term perspective 
achieved 4 percentage points 
higher annual growth during 
the downturn as well as 2 
percentage points higher total 
shareholder return.

They focused on growth, 
not just cost-cutting. To go 
beyond survival and gain a 
sustainable advantage, com-
panies need a balanced ap-
proach to performance. The 
small minority of companies 
that achieved double-digit 
annualized total shareholder 
return in downturns pursued 
efficiencies, improving their 
profit margins. But the most 

important driver was revenue 
growth, which accounted 
for nearly 50% of their 
shareholder return—twice 
as large as the impact of cost 
reductions. (The remain-
der was driven by investor 
expectations.)

Current Risks to  
the Economy
Though historical lessons can 
help business leaders prepare 
for a slowdown, there are 
several unique features of 
today’s business landscape 
that also need to be taken into 
account.

Economic forecasting is 
an inexact science at the 
best of times, but views are 
particularly divergent today, 
ranging from the possibility 
that the worst may already 
be over to the prospect of a 
more severe recession in the 
near term. The uncertainty 
is driven by elevated risks on 
many fronts: technological 
risks, including cyberse-
curity and trust; economic 
policy risks, including 
challenges to international 
institutions; social risks, 
including increasing inequal-
ity in many countries; and 
planetary risks, including 
climate change. As Christine 
Lagarde, former chair of the 
International Monetary Fund 
(IMF), said, “The global 
economy is facing signifi-
cantly higher risks…[and] 

these risks are now increas-
ingly intertwined.”

We organize the current 
critical risks to the economy 
into these categories:

1. Technology, including 
AI governance, data privacy, 
and trust

2. Economy, including 
growth, uncertainty, trade, 
and U.S. versus China

3. Society, including the 
future of work, inequality, 
inclusion, and cohesion

4. Planet, including 
plastics, global warming, and 
clean water

In many previous down-
turns, falling economic 
growth was the dominant 
issue. In the next downturn, 
however, decelerating growth 
should be thought of as only 
one disruptive force—and 
probably not the most 
important one. Leaders will 
need to continue contending 
with technological disruption 
and its effects on competi-
tion, supply-chain disruption 
driven by trade barriers, and 
competitive disruption driven 
by players with new business 
models.

The spread of perfor-
mance across companies, 
as measured by the average 
difference in EBIT margin be-
tween companies in the top 
quartile of their industries 
compared with the bottom 
quartile, is greater than at 
any time in recent history. 

           Leaders need to ensure that their business can 
withstand many different scenarios, not only a singular forecast.
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WEATHERING THE BUSINESS CYCLE
QUICK TAKES

Corporate cash and debt are 
both at record highs, and 
companies at extremes of 
the balance sheet spectrum 
will have different concerns: 
Highly leveraged compa-
nies perform significantly 
worse during downturns, 
controlling for industry 
and other factors. Because 
businesses are starting from 
disparate positions, they 
will need to customize their 
responses accordingly.

How to Prepare for 
the Next Downturn 
By combining what we know 
about company performance 
in past downturns with the 
special features of the current 
situation, we can identify sev-
eral things companies should 
consider in preparing for the 
next one:

De-average your response.  
A company’s various 
geographic and business 
units may be affected very 
differently by a downturn. 
For example, although 
growth is expected to slow 
in most developing coun-
tries, the IMF projects will 
accelerate in India and 
Africa and remain strong in 
Southeast Asia. Downturns 
will also have sector- specific 
effects: Whereas discre-
tionary consumer- products 
sectors have been strongly 
affected by past downturns, 

consumer- staples sectors 
(like food products) have 
been less exposed. Leaders 
need to understand the spe-
cific environment in which 
each of their businesses 
operates and choose their 
resource allocation, as well 
as their approach to strategy, 
accordingly.

Build resilience to the 
unexpected. There’s a lot of 
uncertainty facing the global 
economy. Leaders need to 
ensure that their business 
can withstand many different 
scenarios, not only a singular 
forecast. For example, com-
panies that preserve financial 
buffers will be better able 
to respond to unanticipated 
threats or opportunities, and 
those with shorter planning 
cycles can better adapt 
to new information. And 
stress testing against a range 
of scenarios can help test 
resilience.

Invest in growth. Down-
turns make growth more 
difficult in the short term, but 
they should not undermine 
the potential for long-term 
growth—unless leaders starve 
their companies of the nec-
essary investment. Sustained 
growth is more difficult to 
achieve than ever, but our 
study shows that companies 
that continue to invest in R&D 
and innovation will have the 

best chance to successfully 
grow in the long run.

Don’t lose sight of your 
long-term transformation 
agenda. As economist Paul 
Romer once said, “A crisis 
is a terrible thing to waste.” 
Downturns can shine a 
spotlight on the long-term 
health of a business, revealing 
vulnerabilities that might not 
have been as visible in good 
times. Leaders should use 
downturns as an opportunity 
to create a sense of urgency 
within their organizations, 
helping drive the large-scale 
change needed to succeed in 
the future.

Focus on technological 
competitiveness. Techno-
logical change is reshaping  
all industries and causing 
competitive positions to 
become more fragile. Down-
turns also tend to amplify 
competitive volatility, which 
means the next downturn is 
likely to increase the poten-
tial risks and rewards of dig-
ital disruption even further. 
Technological progress will 
not stop during a downturn, 
so companies cannot afford 
to put their digital- change 
agendas on hold.

Contribute to common 
problems collaboratively. 
Today’s pressing technolog-
ical, economic, social, and 

environmental risks cannot 
be solved without collective 
action. However, the next 
downturn may inflame social 
tensions and reduce govern-
ments’ ability to act on such 
issues. Business leaders need 
to play a proactive role in 
addressing the biggest chal-
lenges of our time, collaborat-
ing with all stakeholders and 
moving from discussion to 
pragmatic action.

The next downturn will 
challenge many compa-
nies, but a few will emerge 
stronger—competitively and 
financially. Leaders who 
leverage lessons from the 
winners in previous down-
turns, as well as attending to 
the unique features of today’s 
environment, will be in the 
best position to succeed. 
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WHEN TON Y H AY WARD BECAME CEO of 
BP, in 2007, he vowed to make safety 
his top priority. Among the new rules he 
instituted were the requirements that all 
employees use lids on coff ee cups while 
walking and refrain from texting while 
driving. Three years later, on Hayward’s 
watch, the Deepwater Horizon oil rig 
exploded in the Gulf of Mexico, causing 
one of the worst man-made disasters in 
history. A U.S. investigation commission 
attributed the disaster to management 
failures that crippled “the ability of 
individuals involved to identify the risks 

they faced and to properly evaluate, 
communicate, and address them.” 

Hayward’s story refl ects a common 
problem. Despite all the rhetoric and 
money invested in it, risk management 
is too often treated as a compliance issue 
that can be solved by drawing up lots of 
rules and making sure that all employees 
follow them. Many such rules, of course, 
are sensible and do reduce some risks 
that could severely damage a company. 
But rules-based risk management will 
not diminish either the likelihood or the 
impact of a disaster such as Deepwater 

PREPARING FOR RISK

Managing Risks: 
A New Framework
Smart companies match their approach to 
the nature of the threats they face.

→  by ROBERT S. KAPLAN and ANETTE MIKES

ORIGINALLY PUBLISHED JUNE 2012

Horizon, just as it did not prevent the 
failure of many fi nancial institutions 
during the 2007–2008 credit crisis. 

In this article, we present a new cate-
gorization of risk that allows executives 
to tell which risks can be managed 
through a rules-based model and which 
require alternative approaches. We ex-
amine the individual and organizational 
challenges inherent in generating open, 
constructive discussions about managing 
the risks related to strategic choices and 
argue that companies need to anchor 
these discussions in their strategy formu-
lation and implementation processes. We 
conclude by looking at how organizations 
can identify and prepare for nonprevent-
able risks that arise externally to their 
strategy and operations. 

Managing Risk: 
Rules or Dialogue?
The fi rst step in creating an eff ective 
risk-management system is to under-
stand the qualitative distinctions among 
the types of risks that organizations face. 
Our fi eld research shows that risks fall 
into one of three categories. Risk events 
from any category can be fatal to a com-
pany’s strategy and even to its survival.

Category I: Preventable risks. These 
are internal risks, arising from within 
the organization, that are controllable 
and ought to be eliminated or avoided. 
Examples are the risks from employees’ 
and managers’ unauthorized, illegal, 
unethical, incorrect, or inappropriate 
actions and the risks from breakdowns 
in routine operational processes. To be 
sure, companies should have a zone of 
tolerance for defects or errors that would 
not cause severe damage to the enterprise 
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Idea in Brief  

For all the rhetoric about its 
importance and the money 
invested in it, risk management 
is too often treated as a compli-
ance issue.

A rules-based risk-management 
system may work well to align 
values and control employee 
behavior, but it is unsuitable 
for managing risks inherent in a 
company’s strategic choices or 
the risks posed by major disrup-
tions or changes in the external 
environment. Those types of risk 
require systems aimed at gener-
ating discussion and debate. 

For strategy risks, companies 
must tailor approaches to the 
scope of the risks involved and 
their rate of change. Though the 
risk-management functions may 
vary from company to com-
pany, all such efforts must be 
anchored in corporate strategic- 
planning processes. 

To manage major external 
risks outside the company’s 
control, companies can call on 
tools such as war-gaming and 
scenario analysis. The choice 
of approach depends on the 
immediacy of the potential risk’s 
impact and whether it arises 
from geopolitical, environmen-
tal, economic, or competitive 
changes.

ny’s ability to manage or contain the risk 
events should they occur. Such a system 
would not stop companies from under-
taking risky ventures; to the contrary, 
it would enable companies to take on 
higher-risk, higher-reward ventures than 
could competitors with less effective risk 
management. 

Category III: External risks. Some 
risks arise from events outside the 
company and are beyond its influence 
or control. Sources of these risks include 
natural and political disasters and major 
macroeconomic shifts. External risks 
require yet another approach. Because 
companies cannot prevent such events 
from occurring, their management must 
focus on identification (they tend to be 
obvious in hindsight) and mitigation of 
their impact. 

Companies should tailor their 
risk-management processes to these 
different categories. While a compliance- 
based approach is effective for managing 
preventable risks, it is wholly inade-
quate for strategy risks or external risks, 
which require a fundamentally different 
approach based on open and explicit 
risk discussions. That, however, is easier 
said than done; extensive behavioral and 
organizational research has shown that 
individuals have strong cognitive biases 
that discourage them from thinking about 
and discussing risk until it’s too late. 

Why Risk Is  
Hard to Talk About 
Multiple studies have found that people 
overestimate their ability to influence 
events that, in fact, are heavily deter-
mined by chance. We tend to be overcon-
fident about the accuracy of our forecasts 

and for which achieving complete avoid-
ance would be too costly. But in general, 
companies should seek to eliminate these 
risks since they get no strategic benefits 
from taking them on. A rogue trader or an 
employee bribing a local official may pro-
duce some short-term profits for the firm, 
but over time such actions will diminish 
the company’s value. 

This risk category is best managed 
through active prevention: monitor-
ing operational processes and guiding 
people’s behaviors and decisions toward 
desired norms. Since considerable liter-
ature already exists on the rules-based 
compliance approach, we refer inter-
ested readers to the sidebar “Identifying 
and Managing Preventable Risks” in lieu 
of a full discussion of best practices here. 

Category II: Strategy risks. A com-
pany voluntarily accepts some risk in 
order to generate superior returns from 
its strategy. A bank assumes credit risk, 
for example, when it lends money; many 
companies take on risks through their 
research and development activities. 

Strategy risks are quite different from 
preventable risks because they are not 
inherently undesirable. A strategy with 
high expected returns generally requires 
the company to take on significant risks, 
and managing those risks is a key driver 
in capturing the potential gains. BP 
accepted the high risks of drilling several 
miles below the surface of the Gulf of 
Mexico because of the high value of the 
oil and gas it hoped to extract. 

Strategy risks cannot be managed 
through a rules-based control model. 
Instead, you need a risk-management 
system designed to reduce the proba-
bility that the assumed risks actually 
materialize and to improve the compa-

PREPARING FOR RISK
MANAGING RISKS: A NEW FRAMEWORK
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humans to perform,” says Gentry Lee, 
the chief systems engineer at Jet Pro-
pulsion Laboratory (JPL), a division of 
the U.S. National Aeronautics and Space 
Administration. The rocket scientists on 
JPL project teams are top graduates from 
elite universities, many of whom have 
never experienced failure at school or 
work. Lee’s biggest challenge in estab-
lishing a new risk culture at JPL was to 
get project teams to feel comfortable 
thinking and talking about what could go 
wrong with their excellent designs.

Rules about what to do and what 
not to do won’t help here. In fact, they 

and risk assessments and far too narrow 
in our assessment of the range of out-
comes that may occur. 

We also anchor our estimates to readily 
available evidence despite the known 
danger of making linear extrapolations 
from recent history to a highly uncertain 
and variable future. We often compound 
this problem with a confirmation bias, 
which drives us to favor information 
that supports our positions (typically 
successes) and suppress information 
that contradicts them (typically failures). 
When events depart from our expec-
tations, we tend to escalate commit-
ment, irrationally directing even more 
resources to our failed course of action—
throwing good money after bad. 

Organizational biases also inhibit our 
ability to discuss risk and failure. In par-
ticular, teams facing uncertain conditions 
often engage in groupthink: Once a course 
of action has gathered support within 
a group, those not yet on board tend 
to suppress their objections— however 
valid—and fall in line. Groupthink is 
especially likely if the team is led by an 
overbearing or overconfident manager 
who wants to minimize conflict, delay, 
and challenges to his or her authority. 

Collectively, these individual and or-
ganizational biases explain why so many 
companies overlook or misread ambigu-
ous threats. Rather than mitigating risk, 
firms actually incubate risk through the 
normalization of deviance, as they learn 
to tolerate apparently minor failures and 
defects and treat early warning signals as 
false alarms rather than alerts to immi-
nent danger. 

Effective risk-management processes 
must counteract those biases. “Risk 
mitigation is painful, not a natural act for 

           Risk management is painful—not a natural act for 
humans to perform.

Identifying and Managing 
Preventable Risks 

The Mission. A well-crafted 
mission statement artic-
ulates the organization’s 
fundamental purpose, 
serving as a “true north” for 
all employees to follow. The 
first sentence of Johnson & 
Johnson’s renowned credo, 
for instance, states, “We 
believe our first responsibil-
ity is to the doctors, nurses 
and patients, to mothers 
and fathers, and all others 
who use our products and 
services,” making clear to all 
employees whose interests 
should take precedence in 
any situation. Mission state-
ments should be communi-
cated to and understood by 
all employees.

The Values. Companies 
should articulate the 
values that guide employee 
behavior toward principal 
stakeholders, including 
customers, suppliers, fellow 
employees, communities, 

and shareholders. Clear 
value statements help 
employees avoid violating  
the company’s standards and  
putting its reputation and 
assets at risk. 

The Boundaries. A strong 
corporate culture clarifies 
what is not allowed. An 
explicit definition of bound-
aries is an effective way to 
control actions. Consider 
that nine of the Ten Com-
mandments and nine of the 
first 10 amendments to the 
U.S. Constitution (commonly 
known as the Bill of Rights) 
are written in negative terms. 
Companies need corporate 
codes of business conduct 
that prescribe behaviors 
relating to conflicts of inter-
est, antitrust issues, trade 
secrets and confidential 
information, bribery, discrim-
ination, and harassment.

Of course, clearly articu-
lated statements of mission, 

values, and boundaries don’t 
in themselves ensure good 
behavior. To counter the 
day-to-day pressures of orga-
nizational life, top managers 
must serve as role models 
and demonstrate that they 
mean what they say. Com-
panies must institute strong 
internal control systems, 
such as the segregation of 
duties and an active whistle- 
blowing program, to reduce 
not only misbehavior but also 
temptation. A capable and 
independent internal audit 
department tasked with con-
tinually checking employees’ 
compliance with internal con-
trols and standard operating 
processes also will deter 
employees from violating 
company procedures and 
policies and can detect viola-
tions when they do occur. 

usually have the opposite effect, encour-
aging a checklist mentality that inhibits 
challenge and discussion. Managing 
strategy risks and external risks requires 
very different approaches. We start by 
examining how to identify and mitigate 
strategy risks. 

Managing Strategy Risks
Over the past 10 years of study, we’ve 
come across three distinct approaches to 
managing strategy risks. Which model 
is appropriate for a given firm depends 
largely on the context in which an 

Companies cannot anticipate every circumstance or conflict of interest that an employee 
might encounter. Thus, the first line of defense against preventable risk events is to provide 
guidelines clarifying the company’s goals and values. 
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seemingly unrelated operational choices 
across a complex organization that accu-
mulate gradually and can remain hidden 
for a long time. 

Since no single staff group has the 
knowledge to perform operational-level 
risk management across diverse func-
tions, firms may deploy a relatively small 
central risk-management group that col-
lects information from operating manag-
ers. This increases managers’ awareness 
of the risks that have been taken on 
across the organization and provides 
decision makers with a full picture of the 
company’s risk profile. 

We observed this model in action 
at Hydro One, the Canadian electricity 
company. Chief risk officer John Fraser, 
with the explicit backing of the CEO, 
runs dozens of workshops each year at 
which employees from all levels and 
functions identify and rank the principal 
risks they see to the company’s strategic 
objectives. Employees use an anony-
mous voting technology to rate each risk, 
on a scale of 1 to 5, in terms of its impact, 
the likelihood of occurrence, and the 
strength of existing controls. The rank-
ings are discussed in the workshops, and 
employees are empowered to voice and 
debate their risk perceptions. The group 
ultimately develops a consensus view 
that gets recorded on a visual risk map, 
recommends action plans, and desig-
nates an “owner” for each major risk. 

Hydro One strengthens accountability 
by linking capital allocation and bud-
geting decisions to identified risks. The 
corporate-level capital-planning process 
allocates hundreds of millions of dollars, 
principally to projects that reduce risk 
effectively and efficiently. The risk group 
draws upon technical experts to chal-
lenge line engineers’ investment plans 
and risk assessments and to provide 
independent expert oversight to the re-
source allocation process. At the annual 
capital allocation meeting, line managers 
have to defend their proposals in front of 
their peers and top executives. Managers 
want their projects to attract funding in 

their noses away from the grindstone,” 
Lewicki adds.

The meetings, both constructive and 
confrontational, are not intended to 
inhibit the project team from pursuing 
highly ambitious missions and designs. 
But they force engineers to think in 
advance about how they will describe 
and defend their design decisions and 
whether they have sufficiently con-
sidered likely failures and defects. The 
board members, acting as devil’s advo-
cates, counterbalance the engineers’ 
natural overconfidence, helping to avoid 
escalation of commitment to projects 
with unacceptable levels of risk.

At JPL, the risk review board not only 
promotes vigorous debate about project 
risks but also has authority over budgets. 
The board establishes cost and time 
reserves to be set aside for each project 
component according to its degree of 
innovativeness. A simple extension from 
a prior mission would require a 10% 
to 20% financial reserve, for instance, 
whereas an entirely new component that 
had yet to work on Earth—much less on 
an unexplored planet—could require a 
50% to 75% contingency. The reserves 
ensure that when problems inevitably 
arise, the project team has access to 
the money and time needed to resolve 
them without jeopardizing the launch 
date. JPL takes the estimates seriously; 
projects have been deferred or canceled 
if funds were insufficient to cover recom-
mended reserves. 

Facilitators. Many organizations, 
such as traditional energy and water 
utilities, operate in stable technological 
and market environments, with rela-
tively predictable customer demand. In 
these situations risks stem largely from 

organization operates. Each approach 
requires quite different structures and 
roles for a risk-management function, 
but all three encourage employees to 
challenge existing assumptions and 
debate risk information. Our finding that 
“one size does not fit all” runs counter to 
the efforts of regulatory authorities and 
professional associations to standardize 
the function. 

Independent experts. Some organi-
zations—particularly those like JPL that 
push the envelope of technological in-
novation—face high intrinsic risk as they 
pursue long, complex, and expensive 
product-development projects. But since 
much of the risk arises from coping with 
known laws of nature, the risk changes 
slowly over time. For these organiza-
tions, risk management can be handled 
at the project level. 

JPL, for example, has established a 
risk review board made up of indepen-
dent technical experts whose role is to 
challenge project engineers’ design, 
risk-assessment, and risk-mitigation 
decisions. The experts ensure that eval-
uations of risk take place periodically 
throughout the product-development 
cycle. Because the risks are relatively 
unchanging, the review board needs to 
meet only once or twice a year, with the 
project leader and the head of the review 
board meeting quarterly. 

The risk review board meetings are 
intense, creating what Gentry Lee calls 
“a culture of intellectual confrontation.” 
As board member Chris Lewicki says, 
“We tear each other apart, throwing 
stones and giving very critical commen-
tary about everything that’s going on.” In 
the process, project engineers see their 
work from another perspective. “It lifts 
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the risk-based capital planning process, 
so they learn to overcome their bias to 
hide or minimize the risks in their areas 
of accountability.

Embedded experts. The financial 
services industry poses a unique chal-
lenge because of the volatile dynamics 
of asset markets and the potential 
impact of decisions made by decentral-
ized traders and investment managers. 
An investment bank’s risk profile can 
change dramatically with a single deal or 
major market movement. For such com-
panies, risk management requires em-
bedded experts within the organization 
to continuously monitor and influence 
the business’s risk profile, working side 
by side with the line managers whose 
activities are generating new ideas, 
innovation, and risks—and, if all goes 
well, profits. 

JP Morgan Private Bank adopted this 
model in 2007, at the onset of the global 
financial crisis. Risk managers, embed-
ded within the line organization, report 
to both line executives and a central-
ized, independent risk-management 
function. The face-to-face contact with 
line managers enables the market-savvy 
risk managers to continually ask “what 
if” questions, challenging the assump-
tions of portfolio managers and forcing 
them to look at different scenarios. Risk 
managers assess how proposed trades 
affect the risk of the entire investment 
portfolio, not only under normal circum-
stances but also under times of extreme 
stress, when the correlations of returns 
across different asset classes escalate. 
“Portfolio managers come to me with 
three trades, and the [risk] model may 
say that all three are adding to the  
same type of risk,” explains Gregoriy 

The risks that companies face fall into three categories, each of which requires a different risk-
management approach. Preventable risks, arising from within an organization, are monitored and 
controlled through rules, values, and standard compliance tools. In contrast, strategy risks and 
external risks require distinct processes that encourage managers to openly discuss risks and 
find cost-effective ways to reduce the likelihood of risk events or mitigate their consequences. 

Understanding the Three 
Categories of Risk

CATEGORY 1

Preventable Risks

Risks arising from within 
the company that generate 
no strategic benefits 

CATEGORY 2

Strategy Risks

Risks taken for superior 
strategic returns

CATEGORY 3

External Risks

External,  
uncontrollable risks

RISK MITIGATION OBJECTIVE

→  Avoid or eliminate 
occurrence 
cost-effectively

→  Reduce likelihood and 
impact cost-effectively

→  Reduce impact cost- 
effectively should risk 
event occur

CONTROL MODEL

→  Integrated culture-and-
compliance model:

 Develop mission 
statement; values and 
belief systems; rules 
and boundary systems; 
standard operating 
procedures; internal 
controls and internal 
audit

→  Interactive discussions 
about risks to strategic 
objectives drawing on 
tools such as:

• Maps of likelihood and 
impact of identified risks

• Key risk indicator (KRI) 

scorecards

→  Resource allocation  
to mitigate critical risk 
events

→  “Envisioning” risks 
through:

•  Tail-risk assessments  
and stress testing

• Scenario planning

• War-gaming

ROLE OF RISK-MANAGEMENT STAFF FUNCTION 

→  Coordinates, oversees, 
and revises specific risk 
controls with internal 
audit function

→  Runs risk workshops and 
risk review meetings

→  Helps develop portfolio  
of risk initiatives and 
their funding

→  Acts as devil’s advocates 

→  Runs stress-testing, 
scenario-planning and 
war-gaming exercises 
with management team

→  Acts as devil’s advocates

RELATIONSHIP OF THE RISK-MANAGEMENT FUNCTION TO BUSINESS UNITS

→  Acts as independent 
overseers

→  Acts as independent 
facilitators, independent 
experts, or embedded 
experts

→  Complements strategy 
team or serves as 
independent facilitators 
of “envisioning” exercises
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Managers can develop a company-
wide risk perspective by anchoring their 
discussions in strategic planning, the one 
integrative process that most well-run 
companies already have. For example, 
Infosys, the Indian IT services company, 
generates risk discussions from the 
Balanced Scorecard, its management 
tool for strategy measurement and 
communication. “As we asked ourselves 
about what risks we should be looking 
at,” says M.D. Ranganath, the chief risk 
officer, “we gradually zeroed in on risks 
to business objectives specified in our 
corporate scorecard.” 

In building its Balanced Scorecard, 
Infosys had identified “growing client 
relationships” as a key objective and 
selected metrics for measuring progress, 
such as the number of global clients with 
annual billings in excess of $50 million 
and the annual percentage increases in 
revenues from large clients. In looking 
at the goal and the performance metrics 
together, management realized that 
its strategy had introduced a new risk 
factor: client default. When Infosys’s 
business was based on numerous small 
clients, a single client default would not 
jeopardize the company’s strategy. But 
a default by a $50 million client would 
present a major setback. Infosys began 
to monitor the credit default swap rate of 
every large client as a leading indicator of 
the likelihood of default. When a client’s 
rate increased, Infosys would accelerate 
collection of receivables or request prog-
ress payments to reduce the likelihood or 
impact of default. 

To take another example, consider 
Volkswagen do Brasil (subsequently 
abbreviated as VW), the Brazilian sub-
sidiary of the German carmaker. VW’s 
risk-management unit uses the compa-
ny’s strategy map as a starting point for 
its dialogues about risk. For each objec-
tive on the map, the group identifies the 
risk events that could cause VW to fall 
short of that objective. The team then 
generates a Risk Event Card for each risk 
on the map, listing the practical effects of 

           The danger from embedding risk managers 
within the line organization is that they “go native”—
becoming deal makers rather than deal questioners.

VW do Brasil uses risk event cards to assess its strategy risks. First, managers document 
the risks associated with achieving each of the company’s strategic objectives. For each 
identified risk, managers create a risk card that lists the practical effects of the event’s 
occurring on operations. Below is a sample card looking at the effects of an interruption 
in deliveries, which could jeopardize VW’s strategic objective of achieving a smoothly 
functioning supply chain.

The Risk Event Card

Zhikarev, a risk manager at JP Morgan. 
“Nine times out of 10 a manager will  
say, ‘No, that’s not what I want to do.’ 
Then we can sit down and redesign  
the trades.” 

The chief danger from embedding risk 
managers within the line organization is 
that they “go native,” aligning them-
selves with the inner circle of the busi-
ness unit’s leadership team—becoming 
deal makers rather than deal question-
ers. Preventing this is the responsibility 
of the company’s senior risk officer and—
ultimately—the CEO, who sets the tone 
for a company’s risk culture. 

Avoiding the Function Trap
Even if managers have a system that 
promotes rich discussions about risk,  
a second cognitive-behavioral trap 
awaits them. Because many strategy 

risks (and some external risks) are quite 
predictable—even familiar—companies 
tend to label and compartmentalize 
them, especially along business  
function lines. Banks often manage 
what they label “credit risk,” “market 
risk,” and “operational risk” in separate 
groups. Other companies compartmen-
talize the management of “brand risk,” 
“reputation risk,” “supply chain risk,” 
“human resources risk,” “IT risk,” and 
“financial risk.” 

Such organizational silos disperse 
both information and responsibility  
for effective risk management. They 
inhibit discussion of how different  
risks interact. Good risk discussions 
must be not only confrontational but 
also integrative. Businesses can be de-
railed by a combination of small events 
that reinforce one another in unantici-
pated ways. 

STRATEGIC OBJECTIVE

 Guarantee reliable and 
competitive supplier-to-
manufacturer processes

RISK EVENT

Interruption of deliveries

OUTCOMES

• Overtime

• Emergency freight

• Quality problems

• Production losses

RISK INDICATORS

• Critical items report

• Late deliveries

• Incoming defects

• Incorrect component 
shipments

LIKELIHOOD/CONSEQUENCES

MANAGEMENT CONTROLS

• Hold daily supply chain 
meeting with logistics, 
purchasing, and QA

• Monitor suppliers’ tooling 
to detect deterioration

•  Risk mitigation initiative: 
Upgrade suppliers’ tooling

• Risk mitigation initiative: 
Identify the key supply 
chain executive at each 
critical supplier

ACCOUNTABLE MANAGER

Mr. O. Manuel, director of 
manufacturing logistics

4

3

2

1

5

2 3 4 51
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the event on operations, the probability 
of occurrence, leading indicators, and 
potential actions for mitigation. It also 
identifies who has primary accountabil-
ity for managing the risk. (See the exhibit 
“The Risk Event Card.”) The risk team 
then presents a high-level summary of 
results to senior management. (See “The 
Risk Report Card.”)

Beyond introducing a systematic 
process for identifying and mitigating 
strategy risks, companies also need a risk 
oversight structure. Infosys uses a dual 
structure: a central risk team that identi-
fies general strategy risks and establishes 
central policy, and specialized functional 
teams that design and monitor policies 
and controls in consultation with local 
business teams. The decentralized teams 
have the authority and expertise to help 
the business lines respond to threats and 
changes in their risk profiles, escalating 
only the exceptions to the central risk 
team for review. For example, if a client 
relationship manager wants to give a 
longer credit period to a company whose 
credit risk parameters are high, the func-
tional risk manager can send the case to 
the central team for review. 

These examples show that the size 
and scope of the risk function are not 
dictated by the size of the organization. 
Hydro One, a large company, has a rel-
atively small risk group to generate risk 
awareness and communication through-
out the firm and to advise the executive 
team on risk-based resource allocations. 
By contrast, relatively small companies 
or units, such as JPL or JP Morgan Pri-
vate Bank, need multiple project-level 
review boards or teams of embedded 
risk managers to apply domain expertise 
to assess the risk of business decisions. 
And Infosys, a large company with broad 
operational and strategic scope, requires 
a strong centralized risk-management 
function as well as dispersed risk 
managers who support local business 
decisions and facilitate the exchange  
of information with the centralized  
risk group.

VW do Brasil summarizes its strategy risks on a risk report card organized by strategic  
objectives (excerpt below). Managers can see at a glance how many of the identified risks for 
each objective are critical and require attention or mitigation. For instance, VW identified 11 
risks associated with achieving the goal “Satisfy the customer’s expectations.” Four of the risks 
were critical, but that was an improvement over the previous quarter’s assessment. Managers 
can also monitor progress on risk management across the company. 

STRATEGIC OBJECTIVE
ASSESSED 

RISKS
CRITICAL 

RISKS
TREND

Achieve market share growth 4 1 ←→

Satisfy the customer’s expectations 11 4 ↑

Improve company image 13 1 ←→

Develop dealer organization 4 2 ←→

Guarantee customer-oriented innovations 
management

5 2 ↓

Achieve launch management efficiency 1 0 ←→

Increase direct processes efficiency 4 1 ←→

Create and manage a robust production volume 
strategy

2 1 ↓

Guarantee reliable and competitive supplier-to-
manufacturer processes

9 3 ←→

Develop an attractive and innovative product 
portfolio

4 2 ↓

The Risk Report Card

Managing the 
Uncontrollable 
External risks, the third category of risk, 
cannot typically be reduced or avoided 
through the approaches used for man-
aging preventable and strategy risks. 
External risks lie largely outside the 

company’s control; companies should 
focus on identifying them, assessing 
their potential impact, and figuring out 
how best to mitigate their effects should 
they occur.

Some external risk events are suf-
ficiently imminent that managers can 
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example, assumed a worst-case scenario 
in which U.S. housing prices leveled off 
and remained flat for several periods. 
Very few companies thought to test what 
would happen if prices began to de-
cline—an excellent example of the ten-
dency to anchor estimates in recent and 
readily available data. Most companies 
extrapolated from recent U.S. housing 
prices, which had gone several decades 
without a general decline, to develop 
overly optimistic market assessments. 

Scenario planning. This tool is suited 
for long-range analysis, typically five 
to 10 years out. Originally developed at 
Shell Oil in the 1960s, scenario analysis 
is a systematic process for defining the 
plausible boundaries of future states of 
the world. Participants examine political, 
economic, technological, social, regula-
tory, and environmental forces and select 
some number of drivers—typically four—
that would have the biggest impact on 
the company. Some companies explicitly 
draw on the expertise in their advisory 
boards to inform them about significant 
trends, outside the company’s and in-
dustry’s day-to-day focus, that should be 
considered in their scenarios. 

For each of the selected drivers, par-
ticipants estimate maximum and mini-
mum anticipated values over five to 10 
years. Combining the extreme values for 
each of four drivers leads to 16 scenarios. 
About half tend to be implausible and 
are discarded; participants then assess 
how their firm’s strategy would perform 
in the remaining scenarios. If managers 
see that their strategy is contingent on 
a generally optimistic view, they can 
modify it to accommodate pessimistic 
scenarios or develop plans for how they 
would change their strategy should early 

manage them as they do their strategy 
risks. For example, during the economic 
slowdown after the global financial cri-
sis, Infosys identified a new risk related 
to its objective of developing a global 
workforce: an upsurge in protectionism, 
which could lead to tight restrictions 
on work visas and permits for foreign 
nationals in several OECD countries 
where Infosys had large client engage-
ments. Although protectionist legislation 
is technically an external risk since it’s 
beyond the company’s control, Infosys 
treated it as a strategy risk and created 
a Risk Event Card for it, which included 
a new risk indicator: the number and 
percentage of its employees with dual 
citizenships or existing work permits 
outside India. If this number were to fall 
owing to staff turnover, Infosys’s global 
strategy might be jeopardized. Infosys 
therefore put in place recruiting and 
retention policies that mitigate the con-
sequences of this external risk event. 

Most external risk events, however, 
require a different analytic approach 
either because their probability of occur-
rence is very low or because managers 
find it difficult to envision them during 
their normal strategy processes. We have 
identified several different sources of 
external risks: 

• Natural and economic disasters with 
immediate impact. These risks are predict-
able in a general way, although their tim-
ing is usually not (a large earthquake will 
hit someday in California, but there is no 
telling exactly where or when). They may 
be anticipated only by relatively weak 
signals. Examples include natural disas-
ters such as the 2010 Icelandic volcano 
eruption that closed European airspace 
for a week and economic disasters such as 

the bursting of a major asset price bubble. 
When these risks occur, their effects are 
typically drastic and immediate, as we 
saw in the disruption from the Japanese 
earthquake and tsunami in 2011. 

• Geopolitical and environmental 
changes with long-term impact. These in-
clude political shifts such as major policy 
changes, coups, revolutions, and wars; 
long-term environmental changes such 
as global warming; and depletion  
of critical natural resources such as  
fresh water. 

• Competitive risks with medium-term 
impact. These include the emergence 
of disruptive technologies (such as the 
internet, smartphones, and bar codes) 
and radical strategic moves by industry 
players (such as the entry of Amazon 
into book retailing and Apple into the 
mobile phone and consumer electronics 
industries).

Companies use different analytic 
approaches for each of the sources of 
external risk. 

Tail-risk stress tests. Stress-testing 
helps companies assess major changes 
in one or two specific variables whose 
effects would be major and immedi-
ate, although the exact timing is not 
forecastable. Financial services firms use 
stress tests to assess, for example, how 
an event such as the tripling of oil prices, 
a large swing in exchange or interest 
rates, or the default of a major institution 
or sovereign country would affect trad-
ing positions and investments. 

The benefits from stress-testing, 
however, depend critically on the as-
sumptions—which may themselves be 
biased—about how much the variable in 
question will change. The tail-risk stress 
tests of many banks in 2007–2008, for 
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           A firm’s ability to weather storms depends on how 
seriously executives take risk management when the sun is 
shining and no clouds are on the horizon. 

That was what separated the banks that 
failed in the financial crisis from those that 
survived. The failed companies had rele-
gated risk management to a compliance 
function; their risk managers had limited 
access to senior management and their 
boards of directors. Further, executives 
routinely ignored risk managers’ warnings 
about highly leveraged and concentrated 
positions. By contrast, Goldman Sachs and 
JPMorgan Chase, two firms that weath-
ered the financial crisis well, had strong 
internal risk-management functions and 
leadership teams that understood and 
managed the companies’ multiple risk 
exposures. Barry Zubrow, chief risk officer 
at JP Morgan Chase, told us, “I may have 
the title, but [CEO] Jamie Dimon is the 
chief risk officer of the company.” 

RISK MANAGEMEN T is nonintuitive; it 
runs counter to many individual and 
organizational biases. Rules and compli-
ance can mitigate some critical risks but 
not all of them. Active and cost-effective 
risk management requires managers to 
think systematically about the multiple 
categories of risks they face so that they 
can institute appropriate processes for 
each. These processes will neutralize 
their managerial bias of seeing the world 
as they would like it to be rather than as it 
actually is or could possibly become.  
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the Marvin Bower Professor of Leadership 
Development, emeritus at the Harvard 
Business School. He is codeveloper of 
both activity-based costing (ABC) and the 
Balanced Scorecard (BSC). Anette Mikes is 
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on the San Andreas Fault in California 
would be vulnerable to earthquakes. 
The likelihood that both disasters would 
happen on the same day is small enough 
that the two universities might choose 
to mitigate their risks by backing up each 
other’s systems every night. 

The Leadership Challenge
Managing risk is very different from 
managing strategy. Risk management 
focuses on the negative—threats and 
failures rather than opportunities and 
successes. It runs exactly counter to 
the “can do” culture most leadership 
teams try to foster when implement-
ing strategy. And many leaders have a 
tendency to discount the future; they’re 
reluctant to spend time and money now 
to avoid an uncertain future problem 
that might occur down the road, on 
someone else’s watch. Moreover, miti-
gating risk typically involves dispersing 
resources and diversifying investments, 
just the opposite of the intense focus of a 
successful strategy. Managers may find it 
antithetical to their culture to champion 
processes that identify the risks to the 
strategies they helped to formulate. 

For those reasons, most companies 
need a separate function to handle 
strategy- and external-risk management. 
The risk function’s size will vary from 
company to company, but the group 
must report directly to the top team. 
Indeed, nurturing a close relationship 
with senior leadership will arguably be its 
most critical task; a company’s ability to 
weather storms depends very much on 
how seriously executives take their risk- 
management function when the sun is 
shining and no clouds are on the horizon. 

indicators show an increasing likelihood 
of events turning against it. 

War-gaming. War-gaming assesses a 
firm’s vulnerability to disruptive technol-
ogies or changes in competitors’ strate-
gies. In a war game, the company assigns 
three or four teams the task of devising 
plausible near-term strategies or actions 
that existing or potential competitors 
might adopt during the next one or two 
years—a shorter time horizon than that of 
scenario analysis. The teams then meet to 
examine how clever competitors could at-
tack the company’s strategy. The process 
helps to overcome the bias of leaders to 
ignore evidence that runs counter to their 
current beliefs, including the possibility 
of actions that competitors might take to 
disrupt their strategy. 

Companies have no influence over 
the likelihood of risk events identified 
through methods such as tail-risk test-
ing, scenario planning, and war-gaming. 
But managers can take specific actions 
to mitigate their impact. Since moral 
hazard does not arise for nonpreventable 
events, companies can use insurance 
or hedging to mitigate some risks, as 
an airline does when it protects itself 
against sharp increases in fuel prices 
by using financial derivatives. Another 
option is for firms to make investments 
now to avoid much higher costs later. 
For instance, a manufacturer with 
facilities in earthquake-prone areas can 
increase its construction costs to protect 
critical facilities against severe quakes. 
Also, companies exposed to different 
but comparable risks can cooperate to 
mitigate them. For example, the IT data 
centers of a university in North Carolina 
would be vulnerable to hurricane risk 
while those of a comparable university 
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IN 2010,  GABRIEL A Cowperthwaite read 
a news article that changed her life. It 
described how an orca whale had killed 
a trainer during a show at SeaWorld in 
Orlando. Cowperthwaite, a Los Angeles 
filmmaker who liked taking her twins 
to see orcas at the San Diego SeaWorld, 
spent the next two years making an 
investigative documentary, Blackfish, 
which depicted how the theme parks’ 
treatment of orcas harmed both the 
animals and their human trainers. The 
film cost just $76,000 to produce. Yet 
it quickly went viral, capturing the 
attention of celebrities and animal rights 
groups. Public pressure on SeaWorld 
mounted. Corporations cut sponsorship 

ties, regulators opened investigations 
into the parks’ safety practices, and 
lawmakers proposed a ban on breeding 
orcas in captivity. Eighteen months after 
the release of Blackfish, SeaWorld’s stock 
price had plunged 60%, and CEO Jim 
Atchison announced that he was resign-
ing. By 2018, SeaWorld’s stock still had 
not recovered—all because one woman 
had read a story about orcas and made a 
low-budget film.

Until recently, political risk was rel-
atively easy to understand. More often 
than not, it involved dictators who sud-
denly seized foreign assets for their own 
domestic agendas, like Venezuela’s Hugo 
Chávez. Today expropriating leaders  

Managing 
21st-Century 
Political Risk
Today’s threats are more complicated, 
but the remedies don’t have to be.

→  by CONDOLEEZA RICE and AMY ZEGART
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between the United States and the 
Soviet Union set relatively clear dividing 
lines between adversaries and allies. 
Trade politics and security politics were 
sharply delineated, too. The world was 
largely split between Western capitalist 
markets and the command economies 
of the Soviet bloc. Arms control treaties 
involved the Soviets, but global trade 
negotiations did not. Today’s landscape 
is much more crowded and uncertain—
filled with rising states, declining states, 
failed states, rogue states, and nonstate 
actors like terrorist groups and cyber-
criminals. And security isn’t just about 
security anymore; international eco-
nomic issues are often tightly connected 
to security policy and politics. 

When Condi was secretary of state, 
she watched in dismay as Dubai Ports 
World, an award-winning port manage-
ment company owned by the govern-
ment of the United Arab Emirates, was 
forced to transfer its ownership of U.S.-
based shipping terminal operations to an 
American entity following a public back-
lash. Although the UAE was a staunch 
U.S. ally and a thorough U.S. government 
review had found no security concerns 
with the deal, Americans heard the 
words “Arabs” and “ports,” and in the 
aftermath of 9/11, that was enough to 
make Dubai Ports World’s operations in 
the U.S. untenable—even in one of the 
staunchest pro-market economies in  
the world.

Supply chains. The growing effi-
ciency of supply chains is unlocking 
enormous value for companies. Even 
very small businesses can now take 
advantage of lower offshore wages, low 
shipping costs, and better inventory 
management. But there is a dark side 

a foreign- born terrorist is about one in 
45,000—far more remote than your odds 
of dying from a heat wave or by choking 
on food. Unlike Blackfish, most social- 
activism documentaries don’t become 
viral sensations. Cumulative risk is a 
different matter, however, and is easy 
to underestimate. While the probability 
that a single political risk will affect a 
company’s business in a particular city 
tomorrow may be low, the probability 
that over time some political risk some-
where in the world will significantly 
affect its business is surprisingly high. 
Add up a string of rare events, and you’ll 
find that the overall incidence is not so 
rare after all. 

The good news is that while political 
risk has grown complex, effectively man-
aging it remains fairly straightforward. 
Organizations can get ahead by getting 
the basics right. Building on existing 
best practices and drawing on our own 
leadership experiences and research, we 
have identified four core competencies 
of organizations that excel at risk man-
agement—and a series of questions that 
can help executives identify gaps in their 
organizations’ ability to operate in an era 
of increasing global insecurity.

The New Forces Behind 
Political Risk
Three megatrends are transforming the 
landscape for political risk: dramatic 
changes in politics since the end of the 
Cold War, supply chain innovations, and 
the tech revolution.

Politics. Companies today operate 
in the most complicated international 
political environment in modern history. 
During the Cold War, superpower rivalry 

are far less common than they used to 
be. And although national governments 
are still the main arbiters of the business 
environment, a great deal of the political 
risk within and across countries now 
comes from other players: individuals 
wielding cell phones, local officials issu-
ing city ordinances, terrorists detonating 
truck bombs, UN officials administer-
ing sanctions, and many more. Events 
in far-flung places affect businesses 
around the world at dizzying speed. 
Anti- Chinese protests in Vietnam create 
clothing stock-outs in America. Civil war 
in Syria fuels a refugee crisis and terrorist 
attacks in Europe, leaving the tourism 
industry shaken. A North Korean dictator 
launches a cyberattack on a Hollywood 
movie studio. We live in a new world of 
political risk.

For companies, 21st-century political 
risk is essentially the probability that a po-
litical action will significantly affect their 
business—whether positively or nega-
tively. This definition is more radical than 
it sounds. We chose the phrase “political 
action,” not “government action,” to 
highlight the growing role of risk genera-
tors outside the usual places like capitals, 
army barracks, and party headquarters. 
These days, political activities that affect 
business are happening almost every-
where—inside homes, on the streets, and 
in the cloud; in chat rooms, dorm rooms, 
and boardrooms; in neighborhood bars 
and summit sidebars. Companies that 
want a competitive edge need to manage 
the potential impact of this widening 
array of global political actors.

Considered in isolation, many 
21st-century political risks seem like 
low-probability events. If you’re Amer-
ican, the chance that you’ll be killed by 
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Idea in Brief  

THE CHALLENGE
Political risk was once fairly easy 
to understand; more often than 
not, it involved dictators who 
suddenly seized foreign assets. 
But increasingly it comes from 
other actors: people making 
videos on their cell phones, city 
officials issuing ordinances, 
terrorists detonating truck 
bombs, and many more.

COMPLICATING FACTORS
First, the end of the Cold War 
superpower rivalry has made 
the geopolitical landscape 
more crowded and uncertain. 
Second, longer, leaner supply 
chains have left companies 
more vulnerable to disruptions 
in faraway places. Finally, new 
technologies mean that social 
activism isn’t just for social 
activists anymore. Bystanders 
can post videos that go viral 
and cause significant political 
damage to companies. 

THE SOLUTION
Organizations that excel at risk 
management have four core 
competencies: understanding, 
analyzing, mitigating, and 
responding to political risks. 
A series of questions can help 
executives identify gaps in each 
area and increase their ability to 
get ahead of and minimize risk. 

was violently dragged from his seat 
and posted the footage on Twitter and 
Facebook. Two days later, United’s stock 
had lost $255 million in shareholder 
value, and analysts began worrying 
about the ramifications for the airline in 
the Chinese market, where commenters 
on social media shared the view that Dao 
was discriminated against because  
he was Asian. 

The Political Risk 
Framework
How can companies best manage 
political risk in this environment? Some 
hire consultants to provide analysis and 
advice when they need it. Others rely 
largely on in-house units. Many employ 
a hybrid approach. While no one model 
fits all, we have developed a framework 
that is broad enough for most companies 
to apply but suggests specific actions. 
The framework focuses on four compe-
tencies: understanding risks, analyzing 
risks, mitigating risks that cannot be 
eliminated, and putting in place a re-
sponse capability that enables effective 
crisis management and continuous 
learning.

At each step in the framework, 
there are three guiding questions that 
everyone in any organization can ask to 
address the most important issues. 

STEP 1: UNDERSTAND

What is my organization’s political  
risk appetite? 
Companies, like individuals, approach 
risk differently. Factors that influence 
their appetite for it include the time hori-
zon of major investments, the availability  

to the supply chain revolution: Longer, 
leaner global supply chains leave com-
panies more vulnerable to disruptions in 
faraway places. 

As companies extend their over-
seas supplier relationships in search of 
improved margins, customization, and 
speed, the chances rise that a political 
action will disrupt the distribution of 
goods and services to their customers. 
When China moved an offshore oil rig 
into Vietnam’s exclusive economic zone 
in 2014, anti-Chinese protests erupted in 
Vietnam. Suppliers of Li & Fung, one of 
the world’s largest wholesale providers 
of clothing and toys, were forced to close 
their Vietnamese factories for a week, 
slowing delivery of goods to the United 
States. What had begun as a conflict over 
disputed territorial waters in Southeast 
Asia quickly emptied store shelves in 
U.S. cities. 

Technology. Social media, cell 
phones, and the internet are also 
transforming the 21st-century political 
environment. Forty-eight percent of the 
world is online. By 2020 more people in 
the world are expected to have mobile 
phones than to have running water or 
electricity. Technology is dramatically 
lowering the cost of collective action, 
making it easier for like-minded people 
to find one another and join a common 
cause, even across vast distances. What’s 
more, social activism is not just for 
social activists anymore. In a hypercon-
nected world, bystanders can post cell 
phone videos that go viral. On April 9, 
2017, after United Airlines oversold a 
flight to Louisville, Kentucky, the airline 
decided to remove four passengers. One 
of them, David Dao, refused to deplane. 
Passengers video-recorded Dao as he 

           Political activities that affect business are happening 
almost everywhere—in homes and on the streets; in chat rooms 
and boardrooms; in neighborhood bars and summit sidebars.

Sum20 Rice_740319.indd   121 4/8/20   1:02 PM

This document is authorized for use only by DEBRA LOFTUS (DLOFTUS@LIMINALSOLUTIONS.COM). Copying or posting is an infringement of copyright. Please contact customerservice@harvardbusiness.org or 
800-988-0886 for additional copies.



122 HBR Special Issue 
Summer 2020

of alternative investments, the ease of 
exiting investments, and visibility to 
consumers. Companies in extractive 
industries like oil and gas, for example, 
undertake long-term investments in 
distant countries, many of which are 
governed by autocratic regimes and 
are prone to social unrest. In addition, 
these firms’ key assets cannot be moved 
easily. For all those reasons, oil and gas 
companies must be willing to tolerate 
substantial political uncertainty. In 
contrast, consumer-facing industries, 
such as hotel chains and theme parks, are 
particularly susceptible to reputational 
damage and typically have a lower risk 
appetite as a result. 

Is there a shared understanding of 
our risk appetite? 
The best companies ensure that political 
risk is a concern for everyone, from 
the boardroom to the sales floor. Of 
course, not everyone in an organization 
will have a similar take on it: The way 
lawyers and accountants approach risk 
differs from the way marketers and prod-
uct developers do, and those differences 
need to be sorted through and resolved. 
At Disney the shared understanding is 
that “nothing hurts the mouse.” Disney 
essentially sets the political risk appetite 
close to zero. 

In 2006 the Lego Group created a 
strategic risk management capability, 
which helped align views on risk across 
the company. The effort was led by 
Hans Læssøe, an engineer and a 25-year 
company veteran who called himself 
Lego’s “professional paranoid.” He set 
up systematic processes for training all 
new managers about risk; engaging every 
important business leader, including the 

Geopolitics
Interstate wars, great power shifts, multilateral economic sanctions, and 
interventions

Internal conflict
Social unrest, ethnic violence, migration, nationalism, separatism,  
federalism, civil wars, coups, and revolutions

Laws,  
regulations, 
policies

Changes in foreign ownership rules, taxation, environmental regulations, 
and national laws

Breaches of 
contract

Government reneging on contracts, including expropriations and politically 
motivated credit defaults

Corruption Discriminatory taxation and systemic bribery

Extraterritorial 
reach

Unilateral sanctions and criminal investigations and prosecutions

Natural resource 
manipulation

Politically motivated changes to the supplies of energy and rare earth 
minerals

Social activism Events or opinions that go viral, facilitating collective action

Terrorism Politically motivated threats or violence against persons and property

Cyberthreats
Theft or destruction of intellectual property; espionage; extortion; and  
massive disruption of companies, industries, governments, and societies

In the table below, we summarize the major types of political risk that companies face in the 
21st century. Our definition of political risk goes beyond the probability that an action by 
government officials could affect a company in significant ways; to us it includes the impact of 
political actions by a wide range of people and organizations. We’ve chosen to exclude climate 
change and purely economic risks, however. Climate change is a major global challenge, but we 
view it as more of a risk multiplier than a separate risk category. It can trigger political actions, 
from social activism and new regulations to civil wars and interstate conflicts—all risks that 
our list covers. And we left out economic risks because most businesses already consider them 
routinely, examining indicators such as inflation, labor markets, growth rates, and per capita 
income across markets. 

Ten Types of Political Risk
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nearly scuttling the merger of Boeing 
and McDonnell Douglas just four years 
earlier. But Welch and Honeywell’s CEO, 
Michael Bonsignore, were so eager to 
close the deal that they reportedly never 
consulted their European antitrust attor-
neys in Brussels. When it became clear 
the merger was dead, Welch declared, 
“You are never too old to get surprised.”

How can we ensure rigorous 
analysis?
Richard Feynman, one of the world’s 
great physicists, once said that analysis is 
how we try not to fool ourselves. Nobody 
can predict the future, but good risk anal-
ysis challenges assumptions and mental 
models about how it might unfold so that 
organizations are better prepared. 

One useful way to begin is by under-
standing which assets are most valuable 
and which are most vulnerable. The 
more those lists converge, the higher 
a company’s political risk. The back-
lash against SeaWorld was particularly 
damaging because trained orcas were so 
important to the company’s brand. 

Precisely quantifying vulnerability 
is impossible. But that doesn’t mean 
managers can’t reduce uncertainty. 
Various tools—from red teams (which 
assume opposing roles or points of view) 
to Monte Carlo computer simulations 
(which project the range and likelihood 
of outcomes)—can help. The goal is to 
develop ways of understanding key 
drivers and possibilities so that surprises 
aren’t so surprising.

FedEx is a model of effective risk 
management. As the company once said, 
“[We] may not be able to foresee what 
will cause the next European truck driv-
ers’ strike, but [we] know that ground 

board members, in setting the risk appe-
tite; identifying risks; and integrating risk 
assessment and mitigation into business 
planning. Læssøe’s team even developed 
a “net earnings at risk” metric that man-
agement and the board used to estimate 
the company’s risk exposure annually.

How can we reduce blind spots?
Reducing blind spots requires imagina-
tion. As one major investor told us, “The 
biggest mistake is believing the future 
will look like the present. It almost never 
does.” His firm trains all its associates 
to ask a simple question, over and over: 
What if we are wrong? Scenario plan-
ning, war-gaming exercises, and other 
methods can also help firms identify hid-
den risks. While the tools vary, the goal is 
the same: fostering creative thinking and 
guarding against groupthink.

STEP 2: ANALYZE   

How can we get good information 
about the political risks we face?
It may sound obvious, but you have 
to look for good information to find it. 
Companies sometimes neglect to do this. 
When General Electric’s legendary CEO 
Jack Welch tried to acquire Honeywell 
International, in 2001, the merger sailed 
through the U.S. Justice Department 
review, and Welch assumed that EU 
approval would soon follow. It didn’t. 
European regulators didn’t have the 
same philosophy about antitrust issues 
that their American counterparts did; 
the Europeans focused on the potential 
impact on competitors, not on consum-
ers. And although European regulators 
had never rejected a major American 
merger before, they had come close, 

delays will happen at some point, and 
when it happens, the backup plans are 
ready to go.” Marriott International has 
a five-tier color-coded security alert 
system for all its hotels and continuously 
assesses whether to move each hotel up 
or down. The Marriott risk team doesn’t 
know exactly when or where terrorists 
may strike next. Its system is designed 
to increase preparedness and safety—by 
notifying hotel managers about changing 
conditions that might pose a threat, des-
ignating specific tasks for every threat 
level, and auditing compliance to ensure 
that everyone knows what to do.

How can we integrate political risk 
analysis into business decisions?
In 2016 a global survey by McKinsey 
found that only a quarter of executives in-
tegrate risk analysis into a formal process. 
The most popular method for addressing 
geostrategic risk is to simply do ad hoc 
analyses as events arise. Lego has a better 
approach, called “boat spotting”—keep-
ing an eye out for potential risks and 
opportunities so that you don’t “miss the 
boat.” The company has used many risk 
assessment tools, including analyses of 
Google Trends search data and scenario 
planning. But it also understands that 
more important than the approach is the 
intention: Simply getting managers to 
use rigorous political risk analysis—of 
any variety—to defend investments can 
significantly improve decision making.

STEP 3: MITIGATE  

How can we reduce exposure to the 
political risks we have identified?
Three strategies are almost always  
useful: dispersing critical assets  

PREPARING FOR RISK
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Are we reacting effectively to crises? 
Good crisis management can be distilled 
into five steps: assess the situation, 
activate a response team, lead with 
values, tell your story (and be honest!), 
and do not fan the flames. Crises often 
involve multiple audiences—consumers, 
investors, journalists, activists, elected 
officials, federal regulators, and law en-
forcement officials, to name a few. Each 
audience can affect the others, generat-
ing new risks and making the situation 
worse. Managing the dynamics among 
the interested parties is essential.

Soon after Condi began serving as 
President George W. Bush’s national 
security adviser, a Chinese fighter jet 
collided with an American surveillance 
plane in international airspace. The Chi-
nese pilot was killed, and the U.S. plane 
had to make an emergency landing in 
China. Its crew members were detained 
while the two governments negotiated 
the terms of their release. For President 
Bush, the goals were clear: The crew 
had to be released; America would not 
apologize for legally conducting surveil-
lance in international airspace; and the 
relationship with China needed to be 
maintained. Neither country wanted to 
escalate the situation, but the negotia-
tions were complicated by multiple au-
diences. The U.S. government could not 
just say, “China, you listen only to this 
part. Congress, you listen only to that 
part.” Condi was on the crisis team that 
met twice a day to carefully manage the 
response. That effort included crafting a 
strategy for communications that would 
show that the governments were work-
ing on the problem but wouldn’t increase 
tensions with each new statement. In 
the end the crew was released, and the 

year veteran of the FBI. Orlob worked in 
the U.S. Army Special Forces for 24 years. 
Chevron’s eight-person team of global 
risk experts has a combined 92 years of 
experience in government security ser-
vices. These and other best- practice firms 
know that dedicating a team to spotting 
risks and developing a warning system 
can make all the difference.

How can we limit the damage when 
something bad happens?
Managers can take steps to minimize 
potential damage long before a crisis 
unfolds. Relationships with external 
stakeholders are critical during a crisis, 
for instance—but building them takes 
time. Former secretary of state George 
Shultz often likens good diplomacy to 
gardening—you have to cultivate rela-
tionships with counterparts before you 
ask them to do something hard on your 
behalf. The same is true in business.

STEP 4: RESPOND  

Are we capitalizing on near misses?
All organizations want to learn from 
failures. Not enough try to learn from 
events that could have ended poorly 
but didn’t because luck saved the day. 
Leaders must recognize and correct for 
the human tendency to ascribe close 
calls to a system’s resiliency when it’s 
just as likely the near miss occurred 
because of a system’s vulnerability. The 
Challenger shuttle tragedy is a classic 
example: Dangerous erosion of special 
“O-ring” seals had occurred in shuttle 
flights before the disaster, but the seals 
had never completely failed, which led 
NASA managers to mistakenly believe 
that failure was not likely.

(colloquially, don’t put all your eggs in 
one basket), creating surge capacity and 
slack in the supply chain, and working 
with others in the industry to share 
political risk assessments and mitigation 
strategies. The last approach, which 
is perhaps the most often overlooked, 
has been undertaken in the hospital-
ity industry. In 2005 suicide bombers 
simultaneously hit Hyatt, Radisson, and 
Days Inn properties in Amman, Jor-
dan. In the aftermath of the bombings, 
Marriott’s vice president for global safety 
and security, Alan Orlob, formed a hotel 
security working group with competitors 
to share information and best prac-
tices—receiving sponsorship from the 
State Department’s Overseas Security 
Advisory Council.

Do we have a good system and team 
in place for timely warning and 
action?
Companies that manage political risk 
well do not sit back waiting for govern-
ment advisories or quarterly industry 
reports. To develop better situational 
awareness, they set up effective warning 
systems that constantly scan a wide 
range of sources for information. They 
also establish protocols so that responses 
to specific conditions are triggered 
automatically. These protocols make 
clear what steps should be taken and by 
whom. The idea is to reduce decision 
making on the fly.

Companies on the front lines of man-
aging global political risk often create 
in-house threat-assessment units staffed 
with former intelligence and law enforce-
ment professionals who track political 
developments in real time. Royal Carib-
bean International’s team is led by a 25-
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Chinese received a letter from the U.S. 
ambassador to China, Joseph Prueher, 
expressing regret for the pilot’s death 
without apologizing for the incident. 

Are we developing mechanisms for 
continuous learning? 
The best crisis response systems insti-
tute feedback loops for learning before 
disaster strikes, to lower the odds that 
a crisis will occur and improve the re-
sponse when one does. Few companies 
get this right. Indeed, it may surprise you 
that the best continuous learning orga-
nizations that we know of are top-notch 
football teams. In football errors are 
everywhere, and success and failure are 
obvious. Elite coaches study wins as well 
as losses, analyzing each and every play. 
They review game tapes, make midgame 
adjustments, and reshuffle lineups for 
better matches. 

Jim Harbaugh—who coached Stan-
ford’s team and the San Francisco 
49ers and is now at the University of 
Michigan— has a track record of turning 
losing teams into winning ones in just a 
few seasons. He likes to say, “You are get-
ting better, or you are getting worse. You 
never stay the same.” In the corporate 
world, mechanisms for continuous learn-
ing must involve both the head and the 
heart: assessments of what to keep doing, 
what to stop doing, and what to start 
doing, and an inspirational approach to 
motivate everyone to join the journey.

Risk Management in  
Action: Royal Caribbean’s 
Haitian Crisis
Best-practice companies can attest to the 
value of understanding potential politi-

UNDERSTAND ANALYZE MITIGATE RESPOND 

What is my 
organization’s political 
risk appetite?

How can we get good 
information about 
the political risks we 
face? 

How can we reduce 
exposure to the 
political risks we 
have identified?

Are we capitalizing 
on near misses?

Is there a shared 
understanding of our 
risk appetite? 

How can we ensure 
rigorous analysis?

Do we have a good 
system and team 
in place for timely 
warning and action?

Are we reacting 
effectively to crises? 

How can we reduce 
blind spots?

How can we integrate 
political risk analysis 
into business 
decisions?

How can we limit 
the damage when 
something bad 
happens? 

Are we developing 
mechanisms for 
continuous learning? 

Effective risk management requires four core competencies: understanding risks, 
analyzing risks, mitigating risks, and responding to crises. In each competency, three 
questions will help identify gaps and areas for improvement.

Guiding Questions for  
Managing Political Risk

cal risks and getting out ahead of them. 
Royal Caribbean is a good case in point. 

On January 12, 2010, a 7.0-magnitude 
earthquake struck Haiti, killing an esti-
mated 200,000 people. Three days later a 
Royal Caribbean cruise ship named Inde-
pendence of the Seas landed in the Haitian 
port of Labadee, sending 3,000 passengers 
to swim and bask on a private beach just 

85 miles from the hard-hit capital of Port-
au-Prince. Public reaction was blistering. 
The New York Post’s headline screamed 
“Ship of Ghouls,” and the paper noted that 
passengers were jet-skiing and sipping 
rum while Haitians were living nearby in 
makeshift tents amid squalid conditions.

Royal Caribbean faced a political crisis 
just as dramatic as the backlash against 

           The best companies ensure that political risk is a 
concern for everyone, from the boardroom to the sales floor.
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SeaWorld after the release of Blackfish. 
But for the cruise line, the tide soon 
turned. Within days prominent news or-
ganizations ran stories highlighting how 
Royal Caribbean was in fact docking at the 
request of the Haitian government and 
providing desperately needed economic 
aid. Shortly thereafter, a survey of 4,700 
people conducted by the website Cruise 
Critic found that two-thirds agreed with 

Periodically we see major 
events affect virtually 
everyone in the global 
economy. Often these 
“exogenous shocks” 
cannot be anticipated. 
But an organization that 
has built up its expertise 
in political risk man-
agement can still blunt 
their impact. Five such 
shocks have affected the 
political world—and by 
extension the business 
world—since the end of 
the Cold War. 

The most significant 
was the terrorist attacks 
of September 11, 2001, 
which revealed that the 
United States faced 
threats from weak and 
ungoverned areas of the 
world, not just powerful 
countries. Ever since the 
Treaty of Westphalia in 
1648 marked the begin-
ning of the modern state 
system, great powers 

had been most focused 
on the dangers posed by 
other great powers. Not 
anymore. 

The 2008 global 
financial crisis caused 
a second shock, leading 
to greater government 
intervention in the form 
of austerity measures 
and new regulations. It 
also heightened people’s 
awareness of how the 
global economy was 
affecting their personal 
well-being—and helped 
give rise to populist 
backlashes. When you 
lose your house because 
of the global financial 
system, international 
economics becomes 
personal.

Third, the Arab Spring 
and the subsequent 
unrest across the Middle 
East increased pressure 
on both governments 
and businesses in the 

region and cast doubt 
on whether the current 
state system would 
endure there. Artificially 
set at the end of the  
Ottoman Empire by 
the French, the British, 
and the Italians, the 
national borders of Saudi 
Arabia, Yemen, Turkey, 
Iraq, Syria, and the Gulf 
States cut across re-
gional concentrations of 
Shia, Sunni, and Kurds. 
The Syrian civil war has 
added complexity, dis-
placing nearly 6 million 
people and putting an 
immediate strain on 
neighboring countries 
where they’ve sought 
shelter. The impact of 
this refugee crisis on Eu-
rope may be long-lasting 
and fuel a strong sense 
that the EU no longer 
protects its borders and 
citizens from the dangers 
of the Middle East.

The fourth shock 
we call “great powers 
behaving badly.” The gov-
ernments of both China 
and Russia have become 
increasingly assertive, 
reigniting long-running 
territorial conflicts—over 
the Ukraine in Russia’s 
case and the East and 
South China Seas in 
China’s. 

Finally, nativism, 
populism, protectionism, 
and isolationism are 
making a comeback. 
Globalization lifted 
millions of people out 
of poverty and grew the 
wealth of millions more. 
Still, it created losers—
people who lacked the 
skills to compete in the 
modern economy and 
those for whom a call 
center in India, servicing 
American customers, 
became a symbol of 
a threat to them, not 

an opportunity for a 
worker in New Delhi. 
The Brexit vote in 2016 
and the election of 
Donald Trump in the 
United States—the first 
time that the country 
elevated someone with 
absolutely no govern-
ment experience to the 
presidency—stemmed 
in part from these reac-
tions to globalization.  
It is telling that in the 
U.S. election, not one  
of the candidates— 
Donald Trump or Bernie 
Sanders or even the 
former secretary of 
state Hillary Clinton— 
defended free trade.

These five major 
shocks are straining the 
international order, af-
fecting power dynamics 
across countries and the 
politics within them—
with reverber ating 
effects across markets.

Five Global Shocks That Rattled Business

the company’s decision to proceed with 
scheduled cruises to Labadee.

Royal Caribbean’s success in han-
dling the situation went far beyond its 
well-crafted talking points and midcrisis 
public relations effort—although those 
surely helped. The company had begun 
taking political risk management seri-
ously years before the earthquake. And 
because it had developed strong compe-

tencies for handling man-made political 
risks in Haiti, it was well positioned to 
deal with a natural disaster there, too. 

The cruise line had begun doing 
business in Haiti in the 1980s, when 
the country was wracked by political 
violence, instability, corruption, and 
poverty. The first step was finding a 
location in Labadee that—because of its 
inaccessibility by road—could provide  
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           Not enough organizations try to 
learn from near misses.

a secluded and gated haven. Next, Royal 
Caribbean built ties with residents in 
the area by, for instance, creating a place 
for local merchants to sell their goods to 
disembarked passengers, which gener-
ated employment for local villagers. The 
cruise line also paid per-guest taxes to 
the government and worked to develop 
relationships at the national and interna-
tional levels with Haitian officials, NGOs, 
think tanks, and UN organizations.

As a result, when the 2010 earth-
quake struck, the company had a deep 
reservoir of local understanding, trust, 
and relationships to draw upon. Its 
executives consulted with government 
officials and got their buy-in about 
continuing previously planned stops at 
Labadee. The cruise line agreed to con-
tribute $1 million in aid, brought disaster 
relief supplies in on its ships, donated 
all Haitian shore- excursion proceeds 
to earthquake relief, and announced 
partnerships with high-profile chari-
ties to provide additional assistance. 
When Royal Caribbean was attacked in 
the press, independent advocates and 
experts, including NGOs and academics, 
came to its defense. The Haitian special 
envoy to the UN offered a quote for a 
company press release in support of 
continued dockings on the island. 

Just as Royal Caribbean did not sud-
denly begin managing political risk when 
the earthquake hit, it did not stop once 
the immediate press furor died down. Six 
months after the earthquake, the com-
pany announced it was building a new 
school in Haiti, establishing a strategic 
partnership with three other companies 
to provide construction materials for 
housing and critical infrastructure, and 
launching a “voluntourism” excursion 

option for passengers to engage in com-
munity service onshore. 

The cruise line still faces political risk 
in Haiti: In 2016 it had to temporarily 
turn away its ships when the country’s 
presidential election was postponed and 
antitourism unrest grew. But thanks to 
effective risk management, Haiti has 
proved a valuable destination for the 
cruise line for more than 30 years.

Without good practices in place, Royal 
Caribbean’s reputational crisis could 
have taken a very different turn. The 
company understood the political risks 
it faced in Haiti early on, analyzed them, 
and instituted a number of mitigation 
efforts before its first ship ever docked 
on the country’s shores. Finally, Royal 
Caribbean’s response plan was well 
executed, with clear leadership from 
the top. Adam Goldstein, the president 
and chief operating officer of the cruise 
line, put a human face on the crisis, 
using his personal blog to post frequent 
updates about everything from how the 
company made its decisions to daily 
meeting notes, responses to media 
reports, and photos of relief supplies. 
Company spokespeople stayed on mes-
sage, expressing their empathy and their 
commitment to contributing to Haiti’s 
recovery. In the aftermath of the earth-
quake, all the hard work Royal Caribbean 
had put into political risk management 
paid off. 

WHEN WE STARTED teaching a political 
risk course several years ago at Stanford, 
some future trends seemed clear. But 
in the intervening years, we have both 
been surprised by political events. We 
might have predicted that a revanchist 
Russia would challenge the territorial 

status quo in Eastern Europe but not that 
it would annex Crimea. We expected the 
European Union to face stresses, but we 
did not expect Brexit. Who would have 
thought that Donald Trump would be 
elected president of the United States? Or 
that in the Philippines, a strongman like 
Rodrigo Duterte would come to power, 
turning his country away from the West 
and toward China?

No one can foresee precisely how his-
tory will unfold. But managing political 
risk doesn’t need to be pure guesswork. 
You do not have to know exactly where 
the risk will come from to be prepared 
for it. Just as world-class athletes use 
training and conditioning to increase 
their strength, executives, we hope, 
can use our framework to build up their 
political-risk-management muscles. 

In the end the most effective organiza-
tions have three big things in common: 
They take political risk seriously, they 
approach it systematically and with hu-
mility, and they lead from the top. 

EDITOR NOTE: This article is adapted from 
Political Risk: How Businesses and Organizations 
Can Anticipate Global Insecurity (Twelve, 2018).
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of unexpected crises in all 
sorts of organizations and 
interviewed a broad swath 
of people— executives, 
pilots, NASA engineers, 
Wall Street traders, accident 
investigators, doctors, and 
social scientists—who have 
discovered valuable lessons 
about how to prepare for the 
unexpected. Here are three of 
those lessons.

Learn to stop. When faced 
with an unexpected event, 
we often want to push 
through and keep going. But 
sticking to a plan in the face 
of surprising new information 
can be a recipe for disaster. 
This has played a role in many 
failures, from the Facebook 
IPO to the Deepwater Horizon 
oil spill.

Instead, managers need 
to foster norms that help 
people overcome the sense 
of defeat that comes from 
halting an ongoing process 
or giving up on a planned 
course of action. A young 
trader on Wall Street, for ex-
ample, told us that he’d never 
received as much praise from 
senior managers as when 
he stopped an apparently 
profitable trade after realizing 
that he didn’t fully under-
stand it. Such feedback helps 
create norms that one day 
might prevent an unexpected 
event from turning into a 
meltdown.

PREPARING FOR RISK

Quick Takes

128 HBR Special Issue 
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1. How to Prepare for 
a Crisis You Couldn’t 
Possibly Predict
→ by CHRIS CLEARFIELD and ANDRÁS TILCSIK
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ON THE M ORN I N G of May 18, 
2012, at precisely 11:05 am, 
Nasdaq planned to execute 
the first trade in Facebook’s 
hotly anticipated initial public 
offering. The opening trade 
was an auction of sorts—buy-
ers and sellers entered orders, 
and Nasdaq calculated a price 
that would cause as many 
shares as possible to change 
hands. As the start of trading 

approached, hundreds of 
thousands of orders poured 
in. But when 11:05 arrived, 
nothing happened.

With billions of dollars 
poised to change hands and 
the spotlight on, Nasdaq 
managers scrambled to diag-
nose the problem, dialing into 
an emergency conference 
call to troubleshoot. After 
a few minutes, a group of 

programmers narrowed the 
problem down to something 
called the validation check, a 
safety feature they built into 
the computer program years 
earlier. Despite the check’s 
warning that something was 
amiss, managers decided to 
push forward anyway.

When the validation check 
was removed, trading started, 
but the work-around caused a 
series of failures. It turned out 
the check had initially picked 
up on something important: 
a bug that caused the system 
to ignore orders for more than 
20 minutes, an eternity on 
Wall Street. Traders blamed 
Nasdaq for hundreds of 
millions of dollars of losses, 
and the mistake exposed the 
exchange to litigation, fines, 
and reputational costs.

Most of us don’t oversee 
huge IPOs, but sooner or 
later, every team faces an un-
expected crisis: Technology 
breaks, a competitor makes a 
disruptive move, a promising 
project fails, a key employee 
quits, consumers have a 
negative reaction to a new 
product—the list goes on.

Some teams are good at 
handling the unexpected, but 
most aren’t. Under stress and 
time pressure, it’s difficult 
to stay calm, diagnose a 
problem, and come up with 
solutions.

Over the past five years, 
we have studied dozens 
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It’s even better if the 
praise is public. Consider this 
story shared by researcher 
Catherine Tinsley and her 
colleagues:

“An enlisted seaman on an 
aircraft carrier discovered 
during a combat exercise 
that he’d lost a tool on the 
deck. He knew that an 
errant tool could cause 
a catastrophe if it were 
sucked into a jet engine….
He reported the mistake, 
the exercise was stopped, 
and all aircraft aloft were 
redirected to bases on land, 
at a significant cost. Rather 
than being punished for 
his error, the seaman was 
commended by his com-
manding officer in a formal 
ceremony for his bravery in 
reporting it.”

This is an incredible 
response: Celebrate the guy 
whose mistake forced us to 
call off the whole exercise and 
scour every inch of a huge 
deck to find a lost tool! Would 
that happen in your organi-
zation? Would you celebrate 
someone who told you to 
abandon your plan because 
he’d made an error?

Symbolic gestures like 
the deck ceremony convey 
a powerful message: If you 
see a problem with pushing 
ahead, then stop. Stopping 
gives us a chance to notice 
unexpected threats and figure 

           Sticking to a plan in the face of surprising new 
information can be a recipe for disaster.

out what to do before things 
get out of hand.

Do, monitor, diagnose. 
Sometimes stopping isn’t 
an option. If we don’t keep 
going, things will fall apart 
immediately. What can we do 
then? To answer that ques-
tion, University of Toronto 
professor Marlys Christianson 
painstakingly analyzed video 
recordings of dozens of emer-
gency department teams that 
participated in a simulation. 
The exercise involved a med-
ical manikin hooked up to a 
computer that simulated the 
responses of a real patient.

All teams had to manage 
the same crisis: A boy with 
asthma was brought into the 
hospital and, a few minutes 
later, stopped breathing. 
Doctors sealed a bag-valve 
mask over the boy’s face and 
squeezed the bag to force air 
into his lungs, but the bag-
valve mask didn’t help. Unbe-
knownst to the teams, the bag 
was broken; it looked fine, 
but it supplied no oxygen. By 
the time most teams figured 
this out and replaced the bag, 
it was too late.

But a few teams did solve 
the problem. “The most 
striking thing about those 
teams was a pattern—a 
cycle—of moving from tasks 
to monitoring to diagnosis 
and then back to tasks again,” 
Christianson told us.

This cycle starts with a 
task, such as intubating the 
patient. The next step is mon-
itoring: You check if perform-
ing the task had the expected 
effect. If it didn’t, then you 
move onto the next step and 
come up with a new possible 
diagnosis. And then you go 
back to tasks because you 
need to do something—for 
example, administer medica-
tions or replace the bag—to 
test your new theory.

But many teams failed to 
complete the cycles. “The 
teams that didn’t do well of-
ten had really long stretches 
of task talk,” says Christian-
son. “Or they’d just go task, 
monitoring, and back to task. 
So they never figured it out.”

When dealing with a crisis, 
it’s easy to be overwhelmed 
by tasks. Too often, we just 
keep our heads down, focus 
on the task at hand, and push 
ahead. Cycling from doing to 
monitoring to diagnosing—
and then back to doing—is 
more effective, and practicing 
this cycle can help teams pre-
pare for the unexpected.

Know something about 
everybody else’s job. Some 
teams, such as film crews and 
SWAT teams, face surprises 
all the time. If the layout of a 
house that a SWAT team en-
ters is different from what the 
officers expected, they still 
press on. When the power 

goes out at a filming location, 
film crews figure out how to 
resume shooting as soon as 
possible. How do they do it?

According to researchers 
Beth Bechky and Gerardo 
Okhuysen, one critical factor 
that enables these teams 
to handle surprises is that 
members are familiar with 
everyone else’s work and 
understand how their various 
tasks fit together.

In the film industry, this 
knowledge comes from how 
people progress through their 
careers. Many rookies start 
as production assistants and 
work on tasks that cut across 
different departments, from 
costumes to lighting and 
sound. SWAT teams achieve 
something similar through 
cross-training. New officers, 
for example, need to learn 
how to use a sniper’s rifle 
and scope even if they aren’t 
planning to become a sniper. 
They don’t need to become 
an expert marksman, but 
they need to understand 
what snipers see and how 
they work.

This is an unusual ap-
proach; most organizations 
emphasize deep specializa-
tion in one’s work rather than 
familiarity with everyone 
else’s. But cross-training 
helps teams change their 
plans on the fly because it 
allows team members to shift 
responsibilities and step into 
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MUCH OF THE organizational 
thinking about disease 
outbreaks, and about crisis 
management in general, has 
focused on preparation. With 
the sudden emergence of 
a deadly new coronavirus, 
organizational preparedness 
is key. In recent years, many 
companies, for example, 
have created risk manage-
ment teams to develop 
detailed contingency plans 
for responding to a pandemic. 
This is necessary but not 
sufficient. In the complex and 
uncertain environment of a 
sustained, evolving crisis, the 

2. What Organizations 
Need to Survive a 
Pandemic
→ by NITIN NOHRIA

most robust organizations 
will not be those that simply 
have plans in place but those 
that have continuous sensing 
and response capabilities. As 
Darwin noted, the most adap-
tive species are the fittest.

Consider the organizations 
described in the table on the 
next page. Which one would 
fare better in a sustained 
crisis such as a pandemic?

Organization 2 is clearly 
better positioned to respond 
to evolving, unpredictable 
threats. We know from com-
plexity theory that following a 
few basic crisis-response prin-
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one another’s roles. It also 
means that people know how 
the jobs of different team 
members fit into the bigger 
picture. This gives teams a 
better understanding of what 
kinds of changes to a plan are 
advisable—or even possible—
when a crisis strikes.

Consider Nasdaq’s fiasco in 
light of these lessons. When 
the trading program and the  
validation check didn’t 
match, Nasdaq managers 
decided to remove the valida-
tion check—the equivalent of 
driving around the lowered 
gates of a railroad crossing. 
Rather than stopping, they 
pushed forward. Rather than 
going through cycles of doing, 
monitoring, and diagnosing, 
they charged ahead without 
diagnosis—without under-
standing why the validation 
check stopped the trading. 
And rather than knowing 
something about everybody 
else’s job, managers knew 
very little about the program-
mers’ work—including how 
the validation check was 
implemented. In fact, before 
that day, the manager who 
proposed bypassing the vali-
dation check had never even 
heard of the validation check.

There is a better way. Just a 
few months before the Face-
book IPO, the Kansas-based 
BATS stock exchange en-
countered a similar technical 
challenge as Nasdaq—man-

aging the real-time failure of 
an IPO. When they faced a 
serious technical error, man-
agers at BATS took a step back 
and canceled the offering. 
They monitored the situation, 
diagnosed the problem, and 
decided that stopping was 
the most prudent thing to 
do. And though the canceled 
IPO was embarrassing, BATS 
wasn’t censured by regula-
tors, nor did it cause hun-
dreds of millions of dollars of 
losses to investors.

It probably helped that the 
CEO of the exchange was a 
technologist who understood 
the technical aspects of the 
problem. Though the deci-
sion to stop ran counter to the  
original plan, it prevented 
the kind of knock-on errors 
that Nasdaq caused when it 
charged into the unknown.
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           Following a few basic crisis-response principles 
is more effective than having a detailed a priori plan in place.
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PREPARING FOR RISK
QUICK TAKES

ciples is more effective than 
having a detailed a priori plan 
in place. In fires, for instance, 
it’s been shown that a single 
rule—walk slowly toward  
the exit—saves more lives 
than complicated escape 
plans do.

I’m not saying that compa-
nies should not have compre-
hensive risk- mitigation plans. 
They should be asking ques-
tions about their supply chains 
and internal organization such 
as, “What’s our response if 
one component goes down? 
What’s our response if two 
components go down? Do we 
have redundant computer sys-
tems?” But just as important, 
companies need to ask, “What 
real-time sensing and coordi-
nating mechanism will we use 
to respond to events we can 
never fully anticipate?”

Companies shouldn’t rely 
solely on a specialized risk 
management team to see 
them through a sustained 
crisis. What if the team gets 
taken out? Instead, they 
need to develop the ability 
to rapidly evaluate ongoing 
changes in the environment 
and develop responses based 
on simple principles. This 
means that companies need 
a global network of people 
drawn from throughout the 
organization that can coor-
dinate and adapt as events 
unfold, reacting immedi-
ately and appropriately to 

disruptions such as lapses in 
communication inside and 
outside the organization and 
losses of physical and human 
resources. (If a main office 
overseas suddenly drops out 
of a company’s network, who 
is going to jump in?) This 
network needs to quickly 
cycle through a process of 
sensing threats, coordinating, 
responding, and then sensing 
again. It needs to engage in 
creative and collaborative yet 
disciplined problem solving 
on the fly, even as members 
of the crisis network move 
around or drop out.

This is exactly what marine 
expeditionary forces do, to 
great effect. One reason the 
marines are so nimble is that 
they practice. Companies 
should do likewise. A firm 
could establish a globally 
dispersed group with shifting 
membership that would 
devote, say, half a day every 
other month to engaging in 
crisis simulations. What would 
the group do, for instance, if 
30% of the company’s factory 
workforce in Asia dropped 
out? What if the United States 
closed its borders? How 
would the team respond to an 
“unthinkable” scenario? The 
goal is not to create specific 
rules for responding to specific 
threats but to practice new 
ways of problem solving in 
an unpredictable and fast- 
changing environment.

As for the two organiza-
tions described in the table, 
advantage in a crisis will go 
to the one that can leverage 
its capabilities and cooperate 
with other members of the 
community—even compet-
itors. Companies should 
think about applying an 
open-source model to crisis 
response. Just as they invite 
partners and competitors 
to codevelop innovative 
products, they should look at 
whether codeveloped crisis re-
sponses would be better than 
proprietary ones. If they’d lose 
certain capabilities in a crisis 
and competitors would lose 
others, are there mutually 
beneficial opportunities for 
trade and collaboration?

Finally, many leaders think 
crisis management is not their 
job. That’s why they hired 
risk-mitigation and security 

experts. But creating organi-
zations that are strong in the 
face of uncertainty requires a 
new mindset—and that must 
be driven from the top down. 
By developing a culture and 
mechanisms that support 
superior adaptive capability, 
companies will inoculate 
themselves against a range of 
threats, not just pandemics. 
They’ll become more resilient 
and competitive in the com-
plex and uncertain business 
of business.

EDITOR’S NOTE: This is an updated 
version of an article originally 
published in the May 2006 issue of 
Harvard Business Review under the 
title “The Organization: Survival of 
the Adaptive.”
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a common medical practice: 
treating potential problems 
before they become acute.

Now we open a command 
center at the first sign of a 
potential threat. This allows 
emergency teams to com-
municate issues in real time, 
develop planning scenarios 
and anticipated reactions, and 
set expectations and priorities 
across multiple locations. This 
is done long before emergency 
decisions must be made.

In October 2019 we opened 
our command center long 
before the Kincade Fire be-
came a presiding emergency 
situation. And we began to 
proactively transfer patients 
out of our Santa Rosa Medical 
Center eight hours before 
the formal evacuation notice 
came through. In this instance 
we had the benefit of time; 
the regional electric utility 
had announced planned 
power outages across multi-
ple counties due to the high 
possibility of fire. Still, the de-
cision to not wait until we felt 
seriously threatened helped 
us improve our response 
by putting critical steps in 
motion sooner. These steps 
included preemptively re-
ducing hospital patient count 
through a controlled transfer 
process and moving pa-
tients to other nearby Kaiser 
Permanente medical centers. 
We initiated early patient- 
evacuation preparation as 
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3. How Kaiser 
Permanente Prepares 
for Disasters
→ by TOM HANENBURG, SHAKIARA KITCHEN,  
and SUZY FITZGERALD

summoning personnel to a 
new location, connecting and 
reconnecting communica-
tions equipment, and estab-
lishing the physical command 
center to accommodate the 
required support staff.

With this in mind, in 2018 
we opened a fully operational, 
turnkey command center at 
our regional headquarters in 
Oakland outfitted with the ap-
propriate telecommunications 
and IT equipment needed 
to coordinate emergency 
response across multiple sites 
and disaster scenarios. The 
center has the technology and 
trained personnel to provide 
constant visibility into the 
operational performance of 
each of our hospitals during an 
emergency, enabling us to pro-
vide the necessary resources 
and support in real time.

Open a command center 
before the threat becomes 
acute. The 2017 Tubbs Fire 
swept quickly through Santa 
Rosa and up to our hospital’s 
property line in the middle of 
the night, with little advance 
notice. The decision to evacu-
ate and manage the associated 
logistics was made swiftly at 
the ground level and was ul-
timately carried out safely. At 
our debrief after the incident 
we reviewed ways to gain 
additional time and improve 
communication in a similar 
scenario. The answer lay in 

While it’s practice we wish 
we never had, these two 
emergencies have helped us 
build and prepare a resilient 
emergency response opera-
tion, and this year’s evacua-
tion demonstrated significant 
improvements: We were able 
to evacuate more efficiently 
and calmly. Here’s how we’ve 
refined these practices in two 
emergencies.

Develop a turnkey com-
mand center. Kaiser Perma-
nente had previously created 
regional ad hoc command 
centers to respond to specific 
incidents, but we learned 
that critical time can be lost 
during an emergency when 

IN 2017,  as the Tubbs Fire 
made its dramatic and rapid 
assault on Santa Rosa, Cali-
fornia, our doctors, nurses, 
and support staff faced the 
unimaginable task of evac-
uating the hospital. It was a 
job that many, if not most, of 
them never imagined doing in 
their careers. And yet, again 
this fall, wildfire threatened 
the facility. As the Kincade 
Fire made a slower—though 
no less deliberate—approach, 
our staff again halted surger-
ies, labor deliveries, and more 
and packed up patients. Both 
times we safely evacuated 
more than 120 patients and 
ensured care continuity un-
der extreme duress.
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well, including assessing 
evacuation transport needs, 
printing evacuation reports, 
and completing patient evac-
uation tags well in advance of 
the actual evacuation.

Identify interdependencies 
and activate resources. 
Urgently evacuating 122 
patients from the hospital in 
the dead of night in 2017, our 
sole initial focus was getting 
them out of harm’s way as 
the air filled with smoke and 
flames came within yards of 
the hospital grounds. Ambu-
lance resources were scarce 
as our neighbor hospital had 
begun evacuating 45 minutes 
beforehand. Out of necessity, 
many of our patients were 
transported by city buses and 
private cars with hospital staff. 
There was no time to distrib-
ute patients equally between 
nearby Kaiser Permanente 
medical centers; instead, most 
went to the closest one.

During the 2019 Kincade 
Fire we connected with our 
unaffected hospitals and 
medical centers early on, 
as conditions deteriorated, 
asking them to proactively 
assess their patient capacity 
and open additional inpatient 
capacity in anticipation of 
planned transfers from the 
evacuation of the Santa Rosa 
hospital. We also asked them 
to activate their command 
centers to ensure operations 

example, a strategy to begin 
sending noncritical patients 
and those who may take the 
longest to prepare for transfer 
to other nearby hospitals in 
planned transfers can help 
avoid overwhelming the 
receiving facility and reduce 
the at-risk patient population 
in case of emergency.

In addition, time spent 
gathering equipment, filling 
out paperwork, and doing any 
other “prework” will enable 
a rapid evacuation of the re-
maining patients should that 
become necessary. Ideally 
this will be part of a compre-
hensive evacuation plan and 
tool kit—including evacua-
tion checklists, evacuation 
tags, and a patient-tracking 
system—already tested and in 
place. Educating and training 
for employees and physicians 
on these processes before an 
emergency will help achieve 
optimal performance and the 
best possible outcomes for 
patients in a real event.

The reality is that the 
risks our facilities face today 
are different from what we 
imagined a decade ago—and 
a rapidly changing climate 
poses yet unforeseeable 
hazards for the future. Some 
of our solutions may best fit 
a multihospital integrated 
delivery system like Kaiser 
Permanente, but we also be-
lieve that hospitals and health 
systems of any size can learn 

from our experiences and the 
changes we made between 
the two fires—and then were 
able to pressure test—includ-
ing conducting a systemwide 
bed-availability assessment, 
controlling patient transfer 
before mandatory evacua-
tion, preparing for patient 
evacuation early, and using 
an evacuation tool kit that 
includes a tracking system. 
While we hope we won’t have 
to evacuate again, analyzing 
these experiences, learning 
from them, and continuing to 
develop emergency plans is 
part of what we know we have 
to do to keep our patients and 
communities safe.
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were in place 24/7 to manage 
potential transfers to their 
hospitals. This allowed our 
unaffected hospitals to be 
ready and able to receive Kai-
ser Permanente Santa Rosa 
Medical Center’s patients 
safely and expeditiously, 
while our integrated elec-
tronic medical record system 
allowed physicians at the 
receiving hospitals to provide 
seamless continuity of care 
for patients.

But we still had to get the 
patients to those open beds. 
As part of the command 
center structure, our regional 
transportation hub organized 
all ambulance and medical 
transport required for the 
evacuation and transfers. We 
had dozens of emergency ser-
vice transports lined up and 
waiting as our first patients 
from Kaiser Permanente 
Santa Rosa Medical Center 
were readied for transfer 
to another medical center. 
Not all hospital systems are 
integrated to this level, but 
the lesson is that coordinated 
responses happen most 
seamlessly with advance 
planning. Knowing who was 
in our network, and whom we 
could call on for help, was key 
to making the plan work.

Consider incremental ac-
tion. A hospital can take many 
intermediate steps before a 
full evacuation is required. For 
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PREPARING FOR RISK
QUICK TAKES

W HEN A DISASTE R strikes, 
federal, state, and local 
governments need a coor-
dinated strategy, accessible 
data, and a skilled workforce 
to manage the response. 
Natural disasters such as hur-
ricanes, tornadoes, and floods 
have devastating effects 
on communities across our 

country. Since 1980 the U.S. 
has sustained more than 200 
weather and climate disas-
ters, with cumulative costs 
exceeding $1.1 trillion.

Government agencies 
should consider leveraging 
the internet of things (IoT) 
and other web-driven tech-
nologies to obtain timely and 

4. How the Internet  
of Things Can Prepare 
Cities for Natural 
Disasters
→ by KRIS TREMAINE and KYLE TUBERSON
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accurate data that can better 
inform decisions and actions. 
Using the most current tech-
nology could help them more 
efficiently and safely address 
these costly disasters. How-
ever, this type of progress 
will require more than just 
employing the IoT to improve 
emergency preparedness and 
response; response teams 
have to be ready to receive, 
interpret, and take action on 
the data.

Gathering Data 
Before a Disaster 
Strikes
Today, disaster responders 
gain reliable, timely informa-
tion only when they reach 
an emergency zone and take 
stock of the situation. In the 
case of hurricanes and major 
weather events, physical and 
technical roadblocks often 
prevent response teams from 
obtaining critical data to track 
damages, prioritize response 
needs, and keep the public 
informed so that people know 
how to stay safe. Ineffective 
communication channels, 
overburdened response 
systems, satellite disruptions, 
and internet blackouts further 
impede people from getting 
the help they need.

That’s where the value of 
IoT sensors that collect data 
and systematically broad-
cast signals from emergency 
areas comes into play. These 

sensors can relay information 
about their surroundings di-
rectly to government agencies 
and emergency teams. For ex-
ample, sensors can measure 
temperature, water quality, 
pressure, level, smoke, and 
humidity, to name just a few 
uses. In the case of wildfires, 
sensors can detect how 
far and how fast the fire is 
spreading. For hurricanes or 
tsunamis, sensors can moni-
tor water levels to send alerts 
at the first sign of flooding. 
Sensors can also detect the 
presence of harmful gases or 
chemicals emanating from 
a storage tank, factory, or 
plant in the path of destruc-
tion. These devices can be 
critical for urgent decisions 
like whether to evacuate an 
area at risk of flooding or 
how to guide residents to the 
safest exit routes ahead of an 
emergency.

In practice, this starts with 
establishing systems that 
connect local data to govern-
ment responders. Technical 
teams could deploy sensors 
that send web-linked data 
to a digital command center 
that government officials can 
access remotely while at the 
scene. Drones could surveil 
disaster areas during the 
search-and-rescue phase and 
then move to data collection 
to support the recovery effort 
once the immediate danger 
has passed.
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           Establishing a stream of data from sensors 
in at-risk areas can help pinpoint and prioritize which 
neighborhoods need to be reached first.

Connecting People 
and Information 
During a Disaster
To respond with precision, 
government agencies and 
emergency response teams 
should establish communi-
cation systems between the 
mobile devices of an at-risk 
area’s residents and IoT sen-
sors in the field. Doing so can 
help facilitate and expedite 
a local response during the 
disaster. The system should 
respond to incoming infor-
mation on the basis of data it 
receives from the IoT sensors 
and signals from citizens’ 
mobile devices. For example, 
if a citizen messages a public 
emergency text line to ask 
where to go to avoid local 
flooding, the system could 
provide a recommendation 
based on water-level data 
it receives from deployed 
sensors. A data-backed 
automated response can 
ensure information reaches 
the people who need it most. 
This data should be collected 
centrally, monitored regularly 
by response officials, and 
proactively used to inform 
automated alerts that are 
broadcast to citizens’ mobile 
devices within a certain ra-
dius of the hazard area.

Response teams can also 
use the sensor data for coor-
dination, analytics, outreach 
strategies, and on-the-ground 
tactics. These actions will 

and Sustainability Informa-
tion System (CAPSIS)  
system. Responders to the 
hurricanes in Texas and 
Puerto Rico and the wildfires 
in California used field data 
streaming to CAPSIS at DHS 
headquarters to take stock 
of the damage. At the state 
level, Wyoming’s Depart-
ment of  Transportation has 
rolled out a pilot program 
to use vehicle- to-vehicle, 
vehicle-to-  infrastructure, 
and infrastructure- to-vehicle 
connectivity to improve 
monitoring and reporting of 
road conditions to drivers 
along I-80.

Timing is everything in a 
disaster situation. By incorpo-
rating IoT data into emergency 
response plans, public-sector 
agencies and responders can 
use real-time information 
to make plans and reach the 
citizens who need help.  
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To optimize effectiveness, 
agencies should place web-
linked sensors on physical 
assets such as levees, bridges, 
and utility poles to monitor 
risk factors such as rising 
water levels in low-lying areas 
and to alert authorities when 
there’s an issue with critical 
infrastructure. In areas vul-
nerable to flooding, for exam-
ple, response teams should 
arrange sensors in various 
locations so that one device 
going down won’t take down 
the entire network. Establish-
ing a stream of data from sen-
sors in at-risk areas can also 
help pinpoint and prioritize 
which neighborhoods need to 
be reached first.

Response teams can gain 
an even clearer picture of the 
emergency situation if the 
sensor data is combined with 
Census-verified demographic 
and relevant third-party data. 
Increased socio economic 
and demographic data 
would be useful to informing 
outreach tactics, for exam-
ple, in a community where 
people speak many different 
languages. Analytics-backed 
information would enable lo-
cal, state, and national teams 
to geotarget messaging to  
the most at-risk communi-
ties, such as a neighbor hood  
with high concentrations  
of elderly people who  
might not have access to  
transportation.

vary case by case. For ex-
ample, government officials 
could use the information 
from a food stamp program 
to decide (1) how and when 
to reach out to the affected 
population, (2) where to set 
up temporary benefit distri-
bution centers, because the 
primary centers (supermar-
kets, convenience stores, and 
so on) may not be functional, 
and (3) how to ensure benefits 
are distributed correctly.

Emergency response 
organizations must also know 
which communication chan-
nels work best to reach the 
affected citizens. For instance, 
if the at-risk population is pre-
dominantly Spanish-speaking, 
then preparedness messaging 
should be done in Spanish. 
When dealing with an elderly 
population, the outreach can 
be done through television, 
newspapers, and radio rather 
than tech-driven channels like 
text alerts and apps. This tar-
geted communication is a shift 
from the conventional one- 
size-fits-all approach. Agen-
cies will need both a thorough 
change management process 
to describe the benefits and 
efficacy of the IoT-based 
approach and appropriate 
training in how to adopt it.

We’re seeing the early 
stages of IoT-based response 
already with the Department 
of Homeland Security’s (DHS) 
Consolidated Asset Portfolio 
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Leadership in a 
(Permanent) Crisis 
Ronald Heifetz, Alexander Grashow, 
and Marty Linsky | page 10

The current economic crisis is not just another 
rough spell. Today’s mix of urgency, high 
stakes, and uncertainty will continue even after 
the recession ends. The immediate crisis—
which we will get through with policy makers’ 
expert technical adjustments—sets the stage 
for a sustained, or even permanent, crisis, a 
relentless series of challenges no one has 
encountered before. 

Instead of hunkering down and relying on 
their familiar expertise to deal with the sus-
tained crisis, people in positions of authority—
whether they are CEOs or managers heading 
up a company initiative—must practice what 
the authors call adaptive leadership. They 
must, of course, tackle the underlying causes 
of the crisis, but they must also simultaneously 
make the changes that will allow their organiza-
tions to thrive in turbulent environments. 

Adaptive leadership is an improvisational 
and experimental art, requiring some new prac-
tices. Like Julie Gilbert, who overcame internal 
resistance to reorient Best Buy toward female 
purchasers, adaptive leaders get things done to 
meet today’s challenges and then modify those 
things to thrive in tomorrow’s world. They also 
embrace disequilibrium, using turbulence as an 
opportunity to build crucial new capacities, as 
Paul Levy did to rescue Beth Israel Deaconess 
Medical Center from a profound fi nancial 
crisis. Finally, adaptive leaders, such as Egon 
Zehnder, the founder of an executive search 
fi rm, draw out the leadership skills that reside 
deep in the organization, recognizing the inter-
dependence of all employees and mobilizing 
everyone to generate solutions. 

HBR Reprint R0907F

Crisis Communication: 
Lessons from 9/11
Paul A. Argenti | page 18

The sheer enormity of last year’s terrorist 
attacks on the World Trade Center and the 
Pentagon gave new meaning to the term “crisis 
management.” Suddenly, companies near 
Ground Zero, as well as those more than a 
thousand miles away, needed a plan. Because 
the disasters disrupted established channels 
not only between businesses and customers 
but between businesses and employees, 
internal crisis-communications strategies that 
could be quickly implemented became a key 
responsibility of top management. Without 
these strategies, employees’ trauma and confu-
sion might have immobilized their fi rms and set 
their customers adrift. 

In this article, executives from a range of 
industries talk about how their companies, in-
cluding Morgan Stanley, Oppenheimer Funds, 
American Airlines, Verizon, the New York Times,
Dell, and Starbucks, went about restoring op-
erations and morale. From his interviews with 
these individuals, author and management pro-
fessor Paul Argenti was able to distill a number 
of lessons, each of which, he says, may “serve 
as guideposts for any company facing a crisis 
that undermines its employees’ composure, 
confi dence, or concentration.”

His advice to senior executives includes: 
Maintain high levels of visibility, so that 
employees are certain of top management’s 
command of the situation and concern; estab-
lish contingency communication channels and 
work sites; strive to keep employees focused 
on the business itself, because a sense 
of usefulness enhances morale and good 
morale enhances usefulness; and ensure that 
employees have absorbed the fi rm’s values, 
which will guide them as they cope with the 
unpredictable.

The most forward-thinking leaders realize 
that managing a crisis-communications 
program requires the same dedication and 
resources they give to other dimensions of their 
business. More important, they realize that 
their employees always come fi rst.
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Seize Advantage  
in a Downturn 
David Rhodes and Daniel Stelter   
page 66

Downturns offer a rare opportunity to out-
maneuver rivals. But to do so, you must first 
systematically assess your organization’s 
ability to weather the storm and take corrective 
action. David Rhodes and Daniel Stelter, of the 
Boston Consulting Group, offer a comprehen-
sive approach to tackling this simultaneously 
defensive and offensive challenge. For some 
companies, the outcome of this process will  
be a program of immediate actions that rep-
resent a turbocharged version of business as 
usual. For others, it will be a painful realization 
that nothing short of an urgent corporate turn-
around will suffice.

To stabilize the business, companies must 
(1) protect their financial fundamentals by, 
for example, monitoring and maximizing cash 
flow, managing customer credit risk, reducing 
working capital, and optimizing their financial 
structure and financing options; (2) protect 
their existing business operations by reducing 
costs, increasing organizational efficiency, 
aggressively managing the top line, rethinking 
their product portfolio and pricing, reining 
in investment plans, and divesting noncore 
businesses; and (3) work to maximize their 
valuation relative to rivals by being proactive in 
their investor relations and favoring dividends 
over share buybacks.

To seize advantage, companies must make 
farsighted investments, identify opportunistic 
and potentially transformative mergers, and 
consider possible redefinitions of their busi-
ness models.

This recession handbook will help compa-
nies not only to survive the recession but also 
to thrive in its aftermath. 

HBR Reprint R0902C

Executive Summaries

Embracing
Uncertainty

Living in the Futures 
Angela Wilkinson and Roland Kupers   
page 46

In 1965, a time when quantitative, computer- 
driven planning was very much in vogue, Royal 
Dutch Shell started experimenting with a dif-
ferent way of looking into the future: scenario 
planning. Shell’s practice has now survived for 
more than half a century and has had a huge 
influence on how businesses, governments, 
and other organizations think about and plan 
for the future. The authors interviewed almost 
every living veteran of the Shell scenario plan-
ning operation, along with top Shell executives 
through the years. They identify several princi-
ples that both define the process at Shell and 
help explain how it has survived and thrived for 
so long. 

For instance, Shell scenarios are stories, not 
predictions, and are designed to help break the 
habit, ingrained in most corporate planning, of 
assuming that the future will look much like the 
present. They must above all be plausible, with 
a logical story line, in order to encourage intu-
ition and judgment. They create a safe space 
for dialogue and for acknowledging uncertainty.

They must also be relevant, not simply 
disruptive and challenging. And they need 
some quantification to be credible—but the 
numbers must flow from the stories, rather 
than the other way around. Otherwise, there’s 
always the danger that quantitative models will 
hide assumptions and constrain thinking rather 
than refine it. 

Because scenarios follow a rhythm distinct 
from the annual strategy cycle, they allow an 
organization to see realities that would other-
wise be overlooked.

  

HBR Reprint R1305K

Leading in Times of Trauma
Jane E. Dutton, Peter J. Frost,  
Monica C. Worline, Jacoba M. Lilius,  
and Jason M. Kanov | page 26

An employee is diagnosed with cancer or loses 
a family member unexpectedly. An earthquake 
destroys an entire section of a city, leaving 
hundreds dead, injured, or homeless. At times 
like these, managerial handbooks fail us. After 
all, leaders can’t eliminate personal suffering, 
nor can they ask employees who are dealing 
with these crises to check their emotions at the 
door. But compassionate leadership can facili-
tate personal as well as organizational healing. 

Based on research the authors have con-
ducted at the University of Michigan and the 
University of British Columbia’s Compassion-
Lab, this article describes what leaders can do 
to foster organizational compassion in times 
of trauma. They recount real-world examples, 
including a story of personal tragedy at  
Newsweek, natural disasters that affected 
Macy’s and Malden Mills, and the events of 
September 11, 2001. 

During times of collective pain and confu-
sion, compassionate leaders take some form of 
public action, however small, that is intended 
to ease people’s pain and inspire others to act. 
By openly demonstrating their own human-
ity, executives can unleash a compassionate 
response throughout the whole company, 
increasing bonds among employees and 
attachments to the organization. 

The authors say compassionate leaders 
uniformly provide two things: a “context for 
meaning”—creating an environment in which 
people can freely express and discuss how 
they feel—and a “context for action”—creating 
an environment in which those who experience 
or witness pain can find ways to alleviate their 
own and others’ suffering. 

A leader’s competence in demonstrating 
and fostering compassion is vital, the authors 
conclude, to nourishing the very humanity that 
can make people—and organizations—great. 
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Layoffs That Don’t  
Break Your Company 
Sandra J. Sucher and Shalene Gupta  
page 74

Today layoffs have become companies’ default 
response to the challenges created by ad-
vances in technology and global competition. 
Yet research shows that job cuts rarely help 
senior leaders achieve their goals. Too often, 
they’re done for short-term gain, but the cost 
savings are overshadowed by bad publicity, 
loss of knowledge, weakened engagement, 
higher voluntary turnover, and lower innovation, 
which hurt profits in the long run.

This article looks at better ways to handle 
changing workforce needs that make sparing 
use of staff reductions and ensure that if 
they do happen, the process feels fair and 
the affected parties have a soft landing. Most 
successful approaches begin with a philosophy 
that spells out a firm’s commitments and pri-
orities, establish methods for exploring layoff 
alternatives (such as furloughs, retraining, and 
reassignments), and determine options for 
three scenarios: a healthy present, short-term 
volatility, and an uncertain future.

As firms like AT&T, Michelin, Honeywell, and 
Nokia have learned, thoughtful planning helps 
organizations address workforce transitions 
and cope with a shifting economic landscape 
far better than layoffs do. 

HBR Reprint R1803K

How to Be a Good Boss  
in a Bad Economy
Robert I. Sutton | page 82

Even in times of economic growth, it’s chal-
lenging to be a good boss. Research shows 
that people placed in positions of authority 
often become less mindful of others’ feelings 
and needs. Meanwhile, those in subordinate 
roles devote immense energy to watching and 
interpreting the actions of leaders. These ten-
dencies make for a toxic tandem, which is only 
exacerbated during a crisis.

Sutton, a Stanford professor, provides a 
useful framework to get bosses focused on 
what their people need from them most. In a 
situation where people feel threatened, a good 
boss finds ways to provide more predictability, 
understanding, control, and compassion.

Predictability. Give people as much infor-
mation as you can about what will happen to 
them and when. Preparation will reduce their 
suffering, and they can relax in the meantime—
as Londoners during the blitz were able to do 
when the air-raid sirens were silent.

Understanding. Accompany any major 
change with an explanation of why it’s neces-
sary and how it will affect routines. Internal 
communication should be simple, concrete, 
and repetitive.

Control. Don’t frame an obstacle as too 
big, too complex, or too difficult to overcome; 
people will be overwhelmed and freeze in 
their tracks. When it’s broken down into less- 
daunting components, they can tackle it with 
confidence.

Compassion. Tend to the emotional needs of 
people who are let go, and help them preserve 
their dignity. This is essential both for them 
and for their colleagues who survive the cuts. 
Demeaning those who have left will demoralize 
those who remain and may drive the best of 
them to jump ship.

A manager who provides all four remedies 
will be perceived as “having people’s backs” 
and will reap the rewards of employees’ deep 
loyalty for years to come. 

HBR Reprint R0906E

How to Protect Your  
Job in a Recession
Janet Banks and Diane Coutu | page 90

As the economy softens, corporate downsizing 
appears almost inevitable. Don’t panic yet, 
though. While layoff decisions might seem 
beyond your control, there’s plenty you can do 
to make sure you retain your job.

In this article, Banks, a former HR executive 
at Chase Manhattan and FleetBoston Finan-
cial, and Coutu, a former HBR senior editor and 
former affiliate scholar at the Boston Psycho-
analytic Society and Institute, describe how to 
improve your chances of survival. It’s mostly a 
matter of coolheaded planning, they observe. 
When cuts loom, the first thing to do is act like 
a survivor. Be confident and cheerful. Research 
shows that congeniality trumps competence 
when push comes to shove. Look to the future 
by focusing on customers, for without them, no 
one will have work. Survivors also tend to be 
versatile; tight budgets demand managers who 
can wear several hats, so start demonstrating 
what other capabilities you can offer. If you’re, 
say, a manager who once worked as a teacher, 
take on a training role.

Remember to be a good corporate citizen: 
Participation matters now more than ever. It 
isn’t the time to behave as if work is beneath 
you or to argue for a new title. When one 
executive’s department was folded under the 
management of a less-experienced colleague, 
she swallowed her pride and wholeheartedly 
supported the new hierarchy. Her superiors no-
ticed her commitment and eventually rewarded 
her with a prestigious appointment.

It’s also important to offer leaders hope and 
realistic solutions. Energize your colleagues 
around change, like the VP of learning at a 
firm undergoing major staff reductions did. He 
organized a humorous in-house radio show 
that revived spirits and helped management 
communicate with employees—and ended up 
with a promotion. 
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Managing 21st-Century 
Political Risk 
Condoleezza Rice and Amy Zegart   
page 118

Political risk was once relatively easy to 
define— more often than not, it involved dic-
tators seizing foreign assets. Today it comes 
from a wide array of actors: citizens making 
videos on cell phones, city officials issuing 
ordinances, terrorists with truck bombs, cyber-
criminals, and more. Supply chains are longer—
and more vulnerable—and the geopolitical 
landscape is more crowded and uncertain.

But just because you don’t know exactly 
where political risk will come from, that doesn’t 
mean you can’t prepare for it, say Rice, the  
former U.S. secretary of state, and Zegart,  
the former codirector for the Center for 
International Security and Cooperation at 
Stanford. Effective risk management is still 
fairly straightforward. Companies that excel 
at it are strong in four core competencies: 
understanding, analyzing, and mitigating risk, 
and responding to crises. 

In this article, Rice and Zegart outline what 
each competency entails, providing questions 
that every organization can ask to identify 
gaps, along with case studies that illustrate 
how companies have successfully addressed 
real-world political threats. 
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How to Survive a Recession 
and Thrive Afterward
Walter Frick | page 96

According to an analysis led by Ranjay Gulati, 
during the recessions of 1980, 1990, and 2000, 
17% of the 4,700 public companies studied 
fared very badly: They went bankrupt, went 
private, or were acquired. But just as striking, 
9% of the companies flourished, outperforming 
competitors by at least 10% in sales and profits 
growth. 

A more recent analysis by Bain using data 
from the Great Recession reinforced that 
finding, showing that the top 10% of companies 
studied didn’t merely survive; their earnings 
climbed steadily throughout the downturn and 
continued to rise afterward. 

Among the companies that stagnated in 
the aftermath of the Great Recession, few had 
made contingency plans, according to the Bain 
report. “When the downturn hit, they switched 
to survival mode, making deep cuts and react-
ing defensively.” 

How should firms prepare for a recession, 
and what should they do when one hits? This 
research roundup examines advice in four 
areas: debt, decision making, workforce man-
agement, and digital transformation. 
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Managing Risks:  
A New Framework 
Robert S. Kaplan and Anette Mikes   
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Risk management is too-often treated as 
a compliance issue that can be solved by 
drawing up lots of rules and making sure that 
all employees follow them. Many such rules, of 
course, are sensible and do reduce some risks 
that could severely damage a company. But 
rules-based risk management will not diminish 
either the likelihood or the impact of a disaster 
such as Deepwater Horizon, just as it did not 
prevent the failure of many financial institu-
tions during the 2007–2008 credit crisis. 

In this article, Robert S. Kaplan and Anette 
Mikes present a categorization of risk that 
allows executives to understand the qualitative 
distinctions between the types of risks that or-
ganizations face. Preventable risks, arising from 
within the organization, are controllable and 
ought to be eliminated or avoided. Examples 
are the risks from employees’ and managers’ 
unauthorized, unethical, or inappropriate 
actions and the risks from breakdowns in rou-
tine operational processes. Strategy risks are 
those a company voluntarily assumes in order 
to generate superior returns from its strategy. 
External risks arise from events outside the 
company and are beyond its influence or con-
trol. Sources of these risks include natural and 
political disasters and major macroeconomic 
shifts. Risk events from any category can be 
fatal to a company’s strategy and even to its 
survival. 

Companies should tailor their risk man-
agement processes to these different risk 
categories. A rules-based approach is effective 
for managing preventable risks, whereas 
strategy risks require a fundamentally different 
approach based on open and explicit risk 
discussions. To anticipate and mitigate the 
impact of major external risks, companies can 
call on tools such as war-gaming and scenario 
analysis.
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