LEARN OR DIE
LEARN OR DIE
Using Science to Build a Leading-Edge Learning Organization
EDWARD D. HESS
![]() | Columbia Business School Publishing |
Columbia University Press
Publishers Since 1893
New York Chichester, West Sussex
Copyright © 2014 Itzy
E-ISBN 978-0-231-53827-5
Library of Congress Cataloging-in-Publication Data
Hess, Edward D.
Learn or die : using science to build a leading-edge learning organization / Edward D. Hess.
pages cm
Includes bibliographical references and index.
ISBN 978-0-231-17024-6 (cloth : alk. paper) — ISBN 978-0-231-53827-5 (ebook)
1. Organizational learning. 2. Organizational effectiveness. I. Title.
HD58.82.H365 2013
658.3'124—dc23
2014013370
A Columbia University Press E-book.
CUP would be pleased to hear about your reading experience with this e-book at cup-ebook@columbia.edu.
Cover design: Noah Arlow
Cover image: © Getty Images
References to websites (URLs) were accurate at the time of writing. Neither the author nor Columbia University Press is responsible for URLs that may have expired or changed since the manuscript was prepared.
To Dr. Lyle E. Bourne, Jr. for elevating my passion for cognitive psychology and for thirty-four years of mentorship, caring friendship, and being an inspiring role model.
CONTENTS
Acknowledgments
PART I: THE SCIENCE OF LEARNING
1 Learn or Die: Building a High-Performance Learning Organization
2 Learning: How Our Mind Works
3 Emotions: The Myth of Rationality
5 Creating a Learning Environment
8 A Conversation with Dr. Gary Klein
PART II: BUILDING A LEARNING ORGANIZATION
9 Bridgewater Associates, LP: Building a Learning “Machine”
10 Intuit, Inc.: “It’s Time to Bury Caesar”
11 United Parcel Services, Inc.: Being “Constructively Dissatisfied”
Epilogue
Notes
Bibliography
Index
No one publishes a book without lots of help along the way. Let me give thanks.
First, to my parents, Jack and Anita Hess, who gave me the gift of self-efficacy and a love of learning that defined my life.
To my wife, Katherine, who lovingly and unselfishly has always encouraged me to “go for it” even when my doing so disrupted her life.
To my mentors—Coach Charlie Grisham; Professors Charlie Davison, Lyle Bourne, Jr., and Robert Drazin; Judge Harry Michael, Jr.; and Jack McGovern, Peter Norton, Ira Wender, David Bonderman, Tom Aiello, Dick Waite, and Dr. M. O’Neil—for expanding my horizons.
To Dean Tom Robertson and Professors Al Hartgraves, Robert Drazin, L.G. Thomas, and Robert Kazanjian of the Goizueta Business School for giving me the opportunity to enter academia and for supporting my research and writing.
To Jimmy Blanchard, Gardiner Garrard III, Bill Turner, Tom Cousins, and Billy Wren for supporting our Values-Based Leadership Institute at Goizueta Business School.
To Kim Cameron of the Ross School of Business at the University of Michigan whose scholarship and friendship has had an immeasurable positive influence on me.
To Dean Bob Bruner, Jim Freeland, Jeanne Liedtka, and Sean Carr for giving me the opportunity to be part of the Darden Business School at the University of Virginia and to the Batten Institute for funding my research activities for over seven years. To the collegial Darden Faculty who have made me feel at home.
To my research associate, Katherine Ludwig, whose professionalism, high standards, intellectual integrity, research skills, and growth mindset have contributed immensely to this book, making it a great learning experience.
To Myles C. Thompson, publisher at Columbia Business School Publishing and Economics, for his belief in this work and in me.
To Bridget Flannery-McCoy, editor at Columbia University Press, whose consummate professionalism and developmental editing made this a better book for our readers.
To the CEOs of all the organizations, too numerous to name, who have given me the opportunity to research their organizations and learn.
To Kaaren Hanson of Intuit, Rich Buckingham of W.L. Gore & Associates, and Dr. Gary Klein for your generosity of spirit and time, making it possible for me to bring your wonderful stories to our readers.
To Ray Dalio of Bridgewater Associates LP, a learning organization visionary and a learning leader who “walks the talk,” for the opportunity to both learn about and tell the Bridgewater story with such “radical transparency.”
To Drs. Katherine L. Acuff, Rita Yaroush, and Lyle Bourne, Jr. for their very helpful critique of chapters of this book.
To three special friends who for decades have always been supportive of my learning forays both good and not so good: Joe Street, Lyle Bourne, Jr., and Terry Brown. Love you, guys!
To my two sparkling granddaughters, Sarah and Caroline, for the reminder that learning can be joyful and for not letting me forget the learning power of the word: “Why.” Stay curious, my dears!
Learn or Die: Building a High-Performance Learning Organization
Learn or Die: Is this just a snappy title or is it a business truth? My research, teaching, and consulting with private and public companies has led me to believe that now, more than ever, organizations and individuals must either be continuously learning, adapting, and improving, or risk professional obsolescence.1 Why—and why now?
First, many organizations rely on operational excellence—getting better, faster, and cheaper—as the key part of their business models; many also rely on innovation to drive growth. The former requires relentless, constant improvement; the latter requires discovery and experimentation. What is the fundamental process underlying both efforts? It is learning.
Both operational excellence and innovation are dependent on learning.
Second, organizations cannot learn unless the individuals within them learn. Individuals must continuously learn to stay relevant and competitive—jobwise—in a fast-paced, dynamic, global environment characterized by high levels of uncertainty, ambiguity, and change.2 This environment requires exploration, invention, experimentation, and adaptation, all of which require learning.
Third, globalization and technology continue to increase the speed and reach of change. Today new competitors can arise almost anywhere in the world and, through technology, can reach your customers from thousands of miles away. Technology, especially SaaS (software as a service), reduces the capital needed to start and build businesses, thereby diminishing another historic barrier to entry. Technology empowers consumers to buy—with a few clicks—from anyone, anywhere. Such developments necessitate faster adaptation, and adaptation requires institutional learning processes such as critical thinking, critical conversations, and experimentation.
Environments of uncertainty, ambiguity, and change require exploration, invention, experimentation, and adaptation, all of which require learning.
This increasing pace of change creates volatility that diminishes the life cycle of most competitive advantages, products, and public companies, as well as the tenures of public company CEOs. As a result, strategy making necessarily becomes more dynamic and distributed. Data-driven decision making becomes necessary to manage risks.
In more volatile environments, organizations need institutionalized learning processes to enable speedier adaptation.
The amount, accessibility, and speedy creation of data require an organization to constantly learn to stay relevant. The more data, the faster knowledge is created, and the more unlikely it is that only one person has the answer. Organizations need processes for collaboration and constructive debate that rise above politics and egos. Thinking better, communicating better, making better decisions, and having a healthy regard for what one doesn’t know are essential.
The organizational response to changes requires better and faster learning by more people.
The Science of Learning
This book is about learning. How do people learn best? What types of organizational environments enable or inhibit learning? What are required learning processes? What capabilities do individuals need in order to learn better and faster? Learn or Die was written for individuals, team leaders, managers and leaders of any organization, and can be read from two different perspectives. First, from an individual’s perspective: “How can I become a better learner?” Second, from an organizational perspective: “How can I enable better learning in others and within my company?”
The concept of a business learning organization is not new. It has been around at least fifty years. Its big boost came after the publication of Peter Senge’s landmark 1990 book The Fifth Discipline: The Art & Practice of the Learning Organization,3 and there have been scores of books published on the subject since. So why do you need this book?
The answer is that in the past twenty-five years, the science of learning has advanced materially, especially in the fields of neuroscience, psychology, and education, and—from an applied perspective—in areas of study surrounding high-reliability organizations and high-velocity, change environments. Those advances in the understanding of how people learn, the role of emotions in learning, and the environmental factors that inhibit or enable learning need to be brought more fully into the business world in an accessible applied manner. That is the purpose of this book. Learn or Die aims to synthesize that science and answer these two questions:
1. How does one become a better and faster learner?
2. How does one build an organization that is more adaptable and learns better and faster than the competition?
This book is not an academic treatise. It does not attempt to present a comprehensive review or summary of every stream of research that touches on learning. Instead, it presents syntheses of the key concepts that relate to two questions set forth above. With that in mind, I made judgments about relevance and importance in deciding what material to cover and include. Those judgments were based on my years of study and a review of over 450 academic articles and sixty books across the applicable disciplines, and were also influenced by my educational experience in the fields of cognitive and educational psychology and my thirty years of experience in the business world. They were further informed by my twelve years of teaching, researching, writing, and consulting with executives and managers to help them improve their organizations’ learning and effectuate change in their organizations. Finally, the content was reviewed by two leading cognitive psychologists: one a leading academic researcher and author; the other a leading applied researcher and author. Overall, my goal is to present the most relevant findings across academic silos, with a focus on the information that you can implement and act on in your day-to-day operations and strategic planning.
Because Learn or Die is about learning, let us start with a question. Guess what CEO made the following statement: “We live in a much more competitive…environment. This means that we have to learn faster and better than our future adversaries [competitors]. Stated a bit differently, we must prevail in the competitive learning environment.”
Before you guess, let’s consider the content of this quote for a moment. What data supports the notion of faster overall business volatility? Here are a few data points to consider:
• In 1980 the average tenure of a company listed among the S&P 500 was over thirty years. Today it is about eighteen years and projected to continue declining.4
• In the past decade almost one half of the membership in the S&P was replaced.
• Today the average holding period of corporate stocks is less than twelve months.5
• Today the average tenure of a Fortune 500 CEO is only 4.6 years.6
Add to this data the dominance of “short-termism” in the capital markets and you have some powerful trends at work.
So who said it? You may have thought it was the CEO of a tech company, or an investment firm—but it was General Martin E. Dempsey, chairman of the Joint Chiefs of Staff, when he was commanding general, U.S. Army Training and Doctrine Command.7 The Army has been funding major applied research for at least ten years to operationalize the concept of “Adaptive Leaders”—leaders who can continually learn. As this example suggests, learning organizations can be present in any industry. I believe that every organization, small or large, for profit or not for profit, public or private, in any industry or sector, would benefit from becoming a better learning organization. I suggest that the statement could have been made by any of the CEOs of the organizations examined in this book.
Building a Learning Organization
My objective with this book is to give you a blueprint by which you can improve your learning and your organization’s learning and build or transform an existing organization into a learning organization. Through a synthesis of the research on learning, management, and education, and building on my own experiences and on the established science of the field, I’ve come up with a formula for building what I call a High-Performance Learning Organization (HPLO). An HPLO requires the right kinds of people, in the right learning environment, using the right learning processes, to continually learn faster and better than the competition.
HPLO = | Right People + |
Right Environment + | |
Right Processes |
Part I of the book focuses on the science of learning and research in other fields. It helps us answer the questions of who are the right people, what are the key elements of a good learning environment, and what are some of the key thinking and communicating processes that increase learning. We will look at learning from a cognitive, emotional, motivational, attitudinal, and behavioral basis. We will focus on our natural proclivities not to learn, and find out how to mitigate them. We will explore good learning behaviors and discuss the organizational system that can generate those behaviors. That will require us to look at the motivations, attitudes, and behaviors of organizational leaders and managers, and to examine the practices of learning organizations like IDEO, W. L. Gore & Associates, Room & Board, and the U.S. Army. The last chapter of part I presents an interview I did with Dr. Gary Klein, a scientist with more than forty years of experience as a research psychologist. His research and reflections on decision making and learning shed new light on many of the topics I discuss throughout part I.
Part II takes an in-depth look at three exemplary learning organizations—all different, and all with different lessons. The first company explored in chapter 9 is Bridgewater Associates, LP (Bridgewater), the largest hedge fund in the world and the consistent market leader in producing high returns for its investors. The chapter goes into depth in describing the unique learning “machine” that underlies Bridgewater’s stellar success. Bridgewater is probably the most advanced learning organization I have studied—by that I mean that its learning culture and processes are consistent with what is known in the science of learning. Bridgewater has confronted our “humanness” better than most organizations I have studied or worked with; the only other organization that I have found that relies as heavily on the science of learning is the U.S. Army.
Chapter 10 is about Intuit, Inc. (Intuit). Intuit is also an interesting story—one of a consistently high-performance company that has decided to become an even better learning company by changing its culture and leadership model to facilitate a decision-making model based on learning experimentation. What fascinates me about this is that Intuit was not motivated to undertake this major transformation by any kind of crisis—rather, it did so simply because it realized a transformation was necessary to continue to excel in the rapidly changing business environment. Intuit has taken on a difficult task of changing behaviors that have worked well in the past in order to work better in the future. We will focus on how that has required its most senior leaders to change their behaviors, too.
Chapter 11 is about United Parcel Service, Inc. (UPS), a more than 100-year-old behemoth of operational excellence. The company’s culture and employee-centric policies have driven continuous adaptation and relentless constant improvement over ten decades of existence. In this chapter we will explore how UPS has created that type of organization.
These three companies demonstrate that there are different ways to build a learning organization. While the foundational science and principles are the same, the implementation is more like a work of art sculpted by the leaders (artists) of the organization.
A Way to Learn
I expect that many of you believe you are good learners. This book may raise questions about that. As you read about our reflexive ways of thinking, the rigidity of our mental models, and the strength of our ego defense systems, I ask that you keep an open mind. I expect that the science of learning will challenge many of your beliefs about how to learn and how to enable learning in your organizations. At the end of each chapter you will find three reflection questions. A book on learning should follow learning best practices, and taking the time to reflect and record one’s reflections when confronted with new ideas is a practice that has been shown to encourage learning.
As you read through the book, you will encounter several consistent themes. Two of those themes are (1) learning individually and organizationally is a change process that has to be facilitated emotionally and by the institutionalization of critical thinking and collaboration processes; and (2) the quantity and quality of learning is impacted greatly by the attitudes, beliefs, and behaviors of leaders and managers. My hope is that there is something here that will capture your attention and can help you learn more and be more.
Stay curious, my friends!
Learning involves assessing relationships between stimuli and their effects.1 If I eat this berry, will it nourish or poison me? More broadly, our learning is geared to systematically match causes to their effects. As we have more experience with stimuli or classes of stimuli, we learn probability—“if this, then likely that.” In other words, I might learn that if I eat one berry, then I’ll likely still be hungry, but if I eat a few handfuls of berries, I’ll likely feel full. The relationships we assess between stimuli and effects become more contextually nuanced over time.
As our catalogs of stimuli and their effects grow, we develop stories that link them together so we don’t have to remember them all individually. When it came to literal survival, for example, ancient man may have come up with this kind of story: When the sky gets dark, it usually rains; often when it rains, there is lightning; when there’s lightning, often there is fire and destruction. In the context of today’s business survival, we might string together the following story: when a cold front moves in, it usually rains; when it rains, business slows down, because people don’t want to be out walking in bad weather.
When we gain confidence with our stories and categories, they become our reflexive, more automatic shorthand for interpreting the world. That is, they become our internal operating system, similar to the software operating systems hidden in our computers. Both systems are a web of invisible (unconscious) network linkages. Our brains’ network linkages are mediated through neurons and operate electrically and chemically. Unlike a computer’s software operating system, however, the human operating system functions in an environment that includes emotions and consciousness.
Our operating system runs automatically and unconsciously and shapes our perceptions, attention, cognitive processing, learning, emotions, and behaviors. The problem is that our operating system is not always right. Developed and shaped by our lifetimes of experience, our operating systems are more difficult to rewrite than a computer’s operating system. Unlike a computer’s software code, our operating systems are heavily protected by our existing beliefs and views of the world—called our “mental models,” and our ego defense systems—the ways in which we deny or distort reality to protect ourselves from anxiety or our fears.
Because our human operating systems have successfully allowed us to navigate the world, including our jobs, it takes special effort to change them, which is exactly what is needed in order to learn. Understanding how people learn, as well as what environmental factors promote and inhibit learning, needs to be embedded in the design and operation of a learning organization.
Learning and Cognition
How people learn most effectively is a question that has been asked for millennia.2 Historically, students engaged in mental inquiry with notable teachers, and several of the most enduring methods of facilitated learning are still in use today. From the ancient Chinese and Hebrews, for instance, came what is now known as the case method, in which a prototypical example is studied in detail. Many of today’s business schools use this approach. From the Greeks came the Socratic dialogue; in this method, the instructor questions his students in an unending search for truth. The point is to get to the basis of the students’ views by asking continual questions until a contradiction is exposed, thus proving the fallacy of the initial assumption.3 Although the Socratic method is the bane of many a law student, it remains a central part of legal teaching. The Romans, as the classic text The Adult Learner puts it, “were more confrontational; they used challenges that forced group members to state positions and then defend them.”4 In some professional service firms today mentors utilize this teaching method with younger professionals.
The basics of learning by critical inquiry, critical debate, subjecting one’s views to testing, and environmental feedback have stood the test of time. For many nonprofessional service firms, the use of training and development programs, rather than reliance on a wise mentor, is the answer to corporate learning. Many of these programs are designed to develop a long list of desired competencies. These programs vary in quality. The most effective are grounded in the science of learning. Fortunately, we now know more than ever before about the psychology and neuroscience of learning and can employ this in creating a learning organization.5
Our human learning mechanics or “machines” involve our sensory, nervous, and motor systems; our brains and minds; and the complicated network that links everything through electrical and chemical communications. Our learning machines have evolved to be efficient, which is not necessarily what is desired to promote the learning of new ideas or the fostering of innovation or constant improvement.
To operate the human learning machine takes a disproportionate amount of energy. Although the brain comprises only 2.5 percent of our body weight, it uses 20 percent of the body’s energy.6 As a result, the human learning machine prefers to operate in a low gear—on autopilot—as much as possible to conserve energy. Nobel laureate and author of the bestselling book Thinking, Fast and Slow, behavioral economist Daniel Kahneman stated: “Laziness is built deep into our nature.”7 Kahneman went on to explain the difference between our two ways of thinking: “System 1” is quick and automatic, with little or no effort or voluntary control, while “System 2” is slow, effortful, and associated with deliberate attention and concentration.8 The terms “System 1” and “System 2” originally were advanced by psychologists Keith Stanovich and Richard West.9 It is a useful, pragmatic way to differentiate reflexive, instinctual, auto-pilot type of thinking from more deliberate, intentional thinking. Like most dichotomies, it probably is not a true dichotomy, but rather a continuum.
Other terms that describe basically the same concepts as System 1 and System 2 thinking are Edward De Bono’s “vertical” vs. “lateral” thinking, Chris Argyris’ “single-loop” vs. “double-loop” thinking, and Shane Frederick’s “intuitive” vs. “reflective” thinking. Another way of explaining it is that System 1 refers to our intuitive system, which is typically implicit and emotional, while System 2 is reasoning that is conscious, explicit, and logical.10
Our System 1 autopilot-like thinking relies on our existing views of the world—our mental models—and our learned emotional responses to stimuli and processing shortcuts, which are called “heuristics.” Through feedback, we have learned a repertoire of what to do and what not to do in different situations. For example, in early childhood we learned that it is not appropriate to scream or yell in public, and as we got older, we developed a more nuanced understanding—do scream and yell at a football game, don’t speak at all at a symphony. These mental models, stories or views are based on experience, assumptions, and inferences that may or may not be true. System 1 encompasses our quick “nonthinking” responses, impressions, feelings, and impulses.11 We naturally seek to confirm and affirm. This automaticity makes learning hard.
Because our minds are fast, efficient seekers and processors of validating and confirming information, we tend to be confirmation-biased learners. Moreover, we have a strong, ego-defense system that defends and protects our existing views of ourselves. As another backup, if we do happen to process information that “disagrees” with our mental models, we are likely to rationalize that information to make it fit with what we already know—a phenomenon called “cognitive dissonance.” That is our “humanness.”
Taking our cognitive and emotional processing to a higher level is called System 2 thinking. System 2 occurs when, for example, we are weighing alternatives and trying to make a hard decision, or when something goes wrong and we are trying to figure out why. This type of thinking should occur when one is doing a root cause analysis of a problem or evaluating different strategic scenarios. This happens in business, for instance, when one is trying to truly understand customer needs or assess one’s competitors. In order to learn as an adult, in many cases we have to sense, attend to, process, and make meaning from anomalies, contradictions, surprising results, and failures that don’t fit with what we think we know—and this requires System 2 thinking. The difficulty is that it’s very hard to perceive and process those differences because we have to overcome our reflexive System 1. To switch into System 2 takes mindfulness and the development of a heightened sensitivity to those different results, contradictions, and aberrations that may or may not be meaningful to us.
System 1 thinking clearly has its benefits, such as when we are engaged in doing simple repetitive tasks that we have done hundreds of times or when we can’t explain it but we just intuitively feel that someone is lying. But how do we manage our thinking so that we don’t block out disconfirming data or data that challenges our views when necessary? Our preference for System 1 thinking is strong. It’s dominant for most people almost all the time. To overcome it takes hard work. It generally takes a team effort, because as Kahneman explained: “It is easier to recognize other people’s mistakes [in thinking] than our own.”12 Overcoming our proclivity to use fast, confirmation-type System 1 thinking requires individuals to make transparent—to “unpack”—the assumptions and beliefs underlying their judgments, conclusions, opinions, and beliefs and subject them to testing against evidence or data.
It takes processes, tools, and checklists (some of which I discuss in chapters 6 and 7) and the help of other people who have the right motives, in an environment where critical debate, permission to speak freely, permission to admit mistakes, and permission to be vulnerable are the behavioral norms and not penalized. Abraham Maslow, one of the leading founders of the humanistic psychology movement, stated that an individual engages in learning “to the extent that he is not crippled by fear and to the extent he feels safe enough to dare.”13 I cover the topic of fear, a big learning inhibitor in a business environment, in more depth in chapters 4 and 5.
To overcome the weaknesses or limitations of individual System 1 thinking is one purpose of a learning organization. It takes the right people, in the right environment, using the right critical thinking processes and the right critical communication processes. I discuss each of these variables in chapters 4 through 7.
Learning Requires Overcoming Our “Humanness”
Learning involves a diverse set of operations, including perception of stimuli, attention, encoding, pattern matching or recognition, short and long-term memories, recall, training, feedback, practice, and managing emotions and ego. We develop efficient and effective learning skills through practice, practice, and more practice.14 Learning well is not done carelessly. Learning skills are improved through intentional practice with contemporaneous feedback that focuses on improving specific weaknesses. We have to learn “how” to learn.
Many assume that what we encode in our memories is a recording of events. However, our perception of events is not perfect. We distort our memories of them with mistakes in our perceptions, biases, emotions, and the influence of others. Likewise, our memory recall is imperfect. Recalling a bit of information is not like taking down a book from the shelf. Instead, recall is a reconstruction process. We don’t remember an event by replaying a film in our minds. Rather we recreate memory by combining bits and pieces together into what we “think” was the likely story.15 That reconstruction process requires us to fill in the blanks, and we “guess” what happened based on our past experiences in those contexts.
Unlike the sense of wonder a child has in learning new things, learning for an adult with years of accumulated experience, biases, and emotional filters is often narrowed. This is particularly the case when new information challenges our mental models. Learning is the process of modifying or completely changing our mental models based on new experiences or evidence. In essence, learning is the “making of meaning” of new or contradictory evidence and incorporating it into our mental models. That means we have to deliberately focus on the data, bring our existing knowledge out of long-term memory into working memory, and be able to reflect on the data and incorporate it into our mental models. That is hard. To do it we need to be open-minded and not allow our biases or ego defenses to inhibit this process.
Mental models and System 1 thinking can be efficient in that they help us function in information overload environments, but they are counterproductive in situations in which we confront new information that is different from what we believe. As Jack Mezirow puts it, “We have a strong tendency to reject ideas that fail to fit our preconceptions.”16 To change our mental models requires critical reflection and evaluation of the assumptions that underlie our mental models.17 Mezirow calls this “transformative learning”—“becoming critically aware of one’s own tacit [unconscious] assumptions…and assessing their relevance for making an interpretation.”18 I revisit this process in more detail in chapter 7. Learning requires us to make meaning of new information or information that conflicts with what we believe. To do that effectively requires us to be open-minded and to uncouple our ego from our beliefs.
We also are highly selective in the stimuli we process. People with different histories of experiences likely attend to and process a different subset of stimuli arising from the same new data. Each of us focuses on what seems particularly relevant in the data and can be effectively blind to the rest.19 Two employees working for the same company may be exposed to the same new data, but unless there are rigid organizational mental models in play, each will process information in ways that confirm his own existing knowledge. Having a diverse group can be a learning enabler by helping identify cognitive blind spots.
Cognitive blindness to different interpretations of the information is one reason change is so hard for people, and it’s why, absent a life or death situation, organizational change or transformation is so difficult. It’s why smart people make bad decisions, and it’s why companies miss competitive shifts or new trends.
Good System 2 thinking is necessary to learn and to make good decisions. We have already learned that we are defective thinkers and, in many cases, resist learning if learning requires us to change our views of the world or our view of ourselves. Well, it gets even more complex. Much of this book focuses on factual learning. Learning skills or how to do something is also an important type of learning. Skill learning takes deliberate learning, and it takes lots of practice. For example, learning how to think using critical thinking processes is a skill that I discuss in chapter 7.
Even when we take our thinking to a higher level, we still unconsciously take thinking shortcuts—heuristics—that can diminish the quality of our thinking. In addition, “cognitive biases” affect our thinking.20 We tend to be impulsive and make insufficient investments in deep processing. We tend not to consider alternatives, and we tend to think narrowly and fail to challenge assumptions or examine other points of view. We can also be careless and imprecise and think in a disorganized fashion.21
It is beyond the scope of this book to tackle cognitive biases in depth, but two outstanding and accessible short books for business managers and leaders in this area are Bazerman and Moore’s Judgment in Managerial Decision Making (Wiley, 2009) and Mauboussin’s, Think Twice: Harnessing the Power of Counterintuition (Harvard Business Press, 2009). However, there are a few common types of cognitive biases that are important to keep in mind.
We already discussed “confirmation bias” in the context of System 1 thinking—a predisposition to seek confirmation of what we believe or what we want to exist. Even when we’re being deliberate and use System 2 reasoning, this bias often leads us to make decisions that are in line with what we’ve done before. We tend to latch on to the first decision option that feels right without deeply exploring alternatives. Because thinking more fully and deliberately is hard, we tend to quit thinking too soon.
“Availability bias” has us reaching for the easiest option. We tend to use information that is the most readily available or easy to recall, especially if particularly strong emotions were involved in sensing and processing that information.
The “self-interest bias” influences us to make decisions that advance our personal interests in situations where the data may dictate a different rational decision.
“Anchoring biases” tend to “chain” us to a particular item and prevent us from fully exploring other options. Once we have focused on a key data point, it’s hard for us to move far away from that anchor.
On top of the operation of this stew of biases is our “superiority illusion.” Of course the decision is a good one—I made it! We become emotionally invested in our decision, defending and protecting it.
Managing How We Think: Metacognition
As the preceding discussion demonstrates, it is extremely hard for us to ward off the automaticity of System 1 thinking and to mitigate our biases when engaging in System 2 thinking. The process of managing how we think is called metacognition, and focusing on this can help us understand how we think and teach us what strategies work best in various circumstances.22 Sometimes when we make an automatic System 1 type decision, it just doesn’t feel right. That may be an emotional cue telling us we need to take this decision up to System 2’s higher, more intentional level of thinking. Metacognition skills allow us to recognize those situations that require us to switch from System 1 to System 2 thinking in order to apply critical inquiry and thinking processes. Metacognition is a crucial learning skill. Being aware of and managing how we think is critical to learning. Therefore, a key question is this: How do we learn when to take control of our thinking and pause our automatic thinking and move our thinking to a System 2 level?
We can better control our thinking using a few key strategies:
• Learning what types of decisions require intentional reflection or critical debate;
• Being sensitive to emotional cues; and
• Engaging in real critical inquiry or debate with colleagues to stress test our thinking.23
As each of these strategies emphasizes, you have to be aware of what types of situations or decisions have important enough consequences that you need to think more slowly and deeply. To do this you need to deliberately think about how you think. Each day, you could “mentally rehearse” the upcoming day by thinking about what instances, meetings, occurrences, or events may need System 2 thinking. Each night, you could take fifteen minutes and “mentally replay” the day, evaluating what occurrences probably needed System 2 thinking. You could create an ongoing checklist of the types of issues, problems, or situations that likely require System 2 thinking.
This is one good way to personally improve your learning. But for many of you reading this book, it is not just about “you.” Your thinking could affect hundreds or thousands or even hundreds of thousands of employees and their families. Bringing your best thinking to bear at the right times is very important. The ability to constantly stress test the critical assumptions that underlie your mental models about your business’s strategy, operating model, differentiating customer value proposition, and competitive space is critical.
Years ago, I suggested that every public company needed an “Executive Vice President of Dissent” whose sole job was to continuously stress test underlying assumptions and to perceive and attend to data that served as early warning signals of potential challenges to the business model, strategy, and competitiveness. I was trying to institutionalize a process to mitigate our humanness.
Other Saboteurs of Learning: Ego and Fear
As one moves up the promotion chain to senior management, one’s self-confidence tends to increase as well as one’s self-image, which can lead to intellectual and/or personal arrogance. Often, one’s views about business become more entrenched as promotions validate one’s knowledge base. Sometimes validated expertise in one technical area wrongly leads people to assume they are experts in other areas. If a senior manager views life as a competition that he is winning, then he has a self-interest in continuing to enforce his views rather than in open-mindedly listening to other perspectives. That inhibits personal and organizational learning.
Our ego—the view we have of ourselves—can be a major barrier to our learning. In many cases, learning comes from mistakes or failures or other people disagreeing with us, which means that in order to learn, we often have to admit that we were wrong. This is hard for many people because doing so “makes them look bad” or “makes them look stupid” or subjects them to potential “harm”—bad grades, bad performance reviews, no bonus, job loss, loss of colleagues’ respect, and so on. Overcoming the strength of our ego-defense systems requires deliberateness, mindfulness, and management of our feelings and emotions. Fear is a huge inhibitor of learning. Fear of failure, fear of looking bad, fear of embarrassment, fear of a loss of status, fear of not being liked, and fear of losing one’s job all inhibit learning. To grow, we have to acknowledge that none of us is as smart as we think we are. As Ray Dalio, founder of the largest hedge fund in the world, has been known to say: “We all are dumb shits.”
Confronting the power of fear in inhibiting learning is a prime focus of the learner-centric learning theory that grew out of the humanistic psychology movement. This movement occurred over sixty years ago as a countermodel to Skinner’s behavioral stimulus-response model and Freud’s psychoanalytic theories. Carl Rogers and Abraham Maslow were two of the movement’s leaders. According to Rogers, the only things we learn significantly are those things that we perceive as being involved in the maintenance or enhancement of ourselves. The educational situation that most effectively promotes this kind of significant learning is one in which “(a) threat to the self of the learner is reduced to a minimum and (b) differentiated perception of the field is facilitated.”24 In other words, we learn best when we are not fearful and when we trust that our “teachers” truly care about us as individuals and want to help us individually make meaning of new information by relating it to our past experiences and knowledge.
These ideas underlie the field of perceptual psychology that was formally advanced in the early 1960s by Arthur W. Combs, who studied under Carl Rogers.25 Combs stated: “We know that when people feel threatened (a) their perceptions become narrowed to the threatening events and (b) they are forced to the defense of their existing perceptual organizations.”26 He also said that a greater openness to experience offers many advantages, including more data, and with more data, one is more likely to be right, make better decisions, and better tolerate ambiguity.27
Chris Argyris, a renowned Harvard professor and authority on learning, explored similar ideas in his article “Teaching Smart People How to Learn.” In it he focused on our propensities for self-defensiveness by explaining the universal human tendency to design our actions according to four basic values:
1. To remain in unilateral control;
2. To maximize “winning” and minimize “losing”;
3. To suppress negative feelings; and
4. To be as “rational” as possible by defining clear objectives and evaluating our behavior in terms of whether or not we have achieved them.28
Argyris went on to explain that the purpose of all these values is to avoid embarrassment, vulnerability, or feelings of incompetence—feelings that put us as individuals in postures of “defensive reasoning” in which we tend to hide the assumptions underlying our behavior and avoid objectively testing those assumptions. All of this, says Argyris “inevitably short-circuits learning.”29 Maslow, Rogers, Combs, and Argyris teach us that learning occurs best when we are not fearful and when we are not defensive. Only then can we be open to new information and undergo the transformative process of learning described earlier by Mezirow.
As we become better learners and more open to testing our views of the world and of ourselves, our stories and mental models become more complex and nuanced and we are able to sense and recognize more complex patterns. We are able to move up the knowledge ladder. As Edward de Bono writes in his book Lateral Thinking: Creativity Step by Step, “[The] self-organizing, self-maximizing memory system is very good at creating patterns and that is the effectiveness of the mind.”30 As we move up the knowledge ladder we may have the opportunity to reach expertise.
K. Anders Ericsson, who was a young psychology professor in the cognitive psychology department where I studied decades ago, is a world expert in how experts learn. His research showed that the difference between expert performance and very good or good performance is not innate ability, IQ, or genetic differences.31 The difference is lots of practice—a special kind of practice. Deliberate, focused practice was the difference in those who became experts in Ericsson’s studies. Ericsson found that becoming an expert required an average of 10,000 hours of focused practice. Think about that for a moment: To be an expert thinker or an expert leader takes 10,000 hours of deliberate, focused practice. Ericsson’s work built on and provided more specificity to the earlier research by his mentor Nobel laureate Herbert Simon, who, together with William G. Chase, found that becoming an expert took about ten years.32
What constitutes deliberate practice? It’s a focused, designed, and repeated practice with a teacher or coach that involves working on one specific aspect of performance relentlessly with contemporaneous feedback and repetition.33 How does deliberate practice apply in the world of business? Its emphasis on working on very specific weaknesses with a coach or mentor is directly applicable to manager and leader development. When you get to chapter 10 and the Intuit case, you will see how Intuit’s founder Scott Cook and CEO Brad Smith talk about their continued work with mentors and coaches, openly admitting that they have areas to improve. Also, in chapter 9, you will notice how Bridgewater has institutionalized the diagnosis and transparency of personal weaknesses.
Deliberate practice techniques can be used in other organizational environments, too. For example, the U.S. Army used deliberate practice techniques to design its “Think Like a Commander” adaptive thinking training that we’ll discuss in later chapters. 34
My Story: Learning to Think
Thinking about your own learning story is a good way to move into the content that follows, and it will help you understand how to apply the information this book has to offer in your own life and company. Because we can’t talk face to face, I will begin. I hope you will reciprocate by thinking deeply about your learning story to date.
I am fortunate in that I had over twenty-one years of education that included two advanced graduate degrees. You might assume that, given all this schooling, I understood a little about the most effective ways of learning during my college and postgraduate education. Not so.
During my time in school and in my first twenty years of work experience, I became an “expert” at speedy thinking, because I was right enough of the time to prosper. I thought the speed of my thinking was a competitive advantage, so I became a turbo-charged fast thinker and never slowed down to drill down, question, or critique issues. I just went with my very quick flow—believing erroneously that I was a good thinker.
I might have been exposed to some of the concepts described in this chapter, but I did not internalize them until I hit my mid-forties and “hit a wall.” It took two big setbacks (my first significant failures in life)—occurring in the same week—to shake my self-confidence (or arrogance) enough to make me realize that I didn’t have as much figured out as I’d thought. Those setbacks encouraged me to think deeply, over time and with a coach, about certain assumptions that were foundational to my mental models. It was not easy. I had to admit that I was not as “good” a thinker—or even a person—as I’d thought. I was still the kid who sat in the front row of my elementary school classes and raised his hand the fastest every time, wanting to show everyone how smart he was by earning the teacher’s praise. I had to change. I had to become more humble, more open-minded, a better listener, more emotionally intelligent, and a real (not a pseudo) critical thinker. Yes, I had a lot of work to do. The process was humbling but needed.
As a result, I began to work on being a better thinker. I learned to really listen. I learned to suspend my judgments and my rapid formation of answers in order to be in the moment, sensing people’s emotional cues, and focusing on what was and was not being said. I learned to stop interrupting people so much by counting to ten after a person stopped speaking and before I spoke. I became more direct at dealing with people issues. I learned that it was not all about me. I started mentally rehearsing upcoming key meetings and mentally replaying them after to learn what I could have done better. I learned the power of apologizing to employees when I had inadvertently hurt someone’s feelings. As a leader, I learned the power of saying: “Please; Thank you; I was wrong; I don’t know; I am sorry; and How may I help you?”
Over time I changed. And what happened? My teams performed at even higher rates of excellence, making the firms I worked for more successful. By becoming more authentic and less dominating, I unleashed organizational loyalty and productivity that made the last ten years of my corporate life much more rewarding financially and, just as important, emotionally rich and meaningful. I became a better thinker, leader, and learner.
That last sentence is important. I became a better thinker by becoming a better learner. To become a better learner, I had to quiet my ego. That had a big impact on my leadership style and effectiveness.
Some years later, I continued my study of cognitive psychology for a possible book on cognitive strategy. I was convinced that our cognitive limitations often lead to ineffective strategy making. That period of study reignited my passion in continuing to learn to become a really good thinker. No, I have to be honest—to try to become a great thinker. My next big step occurred after a health scare. It propelled me to become even more mindful, empathetic, and positive emotionally.
What is your learning story? Do you think about how you think? Do you think about your learning processes? Do you really think enough?
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
Emotions: The Myth of Rationality
Have you ever heard someone say: “Don’t be so emotional—just be logical”?1 Have you ever been in a business meeting when someone said: “Let’s leave emotions out of this discussion”? Those statements assume that there is a dichotomy between logic and emotions. That dichotomy is false. Cognition and emotions are inextricably intertwined in our mind and behaviors; the two appear to be dynamic, interactive, and interdependent.2
Research has shown that emotion and cognition jointly contribute to the control of mental activities and behavior.3 The areas of the brain that primarily process and regulate emotions are networked with the parts of the brain that primarily are associated with cognitive functions. These parts not only communicate with each other but in some cases overlap. Emotions are a potential moderator of all kinds of “thinking” processes—from perception and attention to implicit learning and implicit associations.4 Thus, when it comes to making decisions, we should be considering the interaction of our cognition and our emotions, rather than expecting to use only the former and completely ignoring the latter.5 Let me put it this way:
Can you be totally logical or rational? No.
Can emotions ever help you make good decisions? Yes.
Can emotions ever lead you to make bad decisions? Yes.
According to leading neuroscientists Mary Helen Immordino-Yang and Antonio Damasio, the interaction of emotions and rational thought processes gives emotions a potent modifying role in how we see the world, learn, and make decisions. They call this interaction “emotional thought.”6 Moreover, they say that neurobiological research has shown that certain aspects of cognition, such as learning, attention, memory, decision making, and social functioning, are “both profoundly affected by emotion and in fact subsumed within the processes of emotion.”7
So, if cognition and emotion are inherently integrated, is it possible to leave emotions out of the discussion? Of course not.
What does this mean? It means that our emotions play a role in both our reflexive System 1 thinking and our more deliberate System 2 thinking.8 For example, emotions created by a particular experience or task influence what we will recall from memory later, and thus influence our reflexive, autopilot-like System 1 thinking. Emotions, in effect, can code the relevance of certain events to us and likewise can impact the likelihood of recalling those events. Moreover, the mood we are in and our attitudes toward the tasks at hand, as well as the moods and emotions of others, can influence both System 1 and System 2 thinking.
That is why it’s unrealistic to believe that we can keep emotions out of our thinking and decision making altogether. What we should instead focus on, and what I’ll explore further in this chapter, is how and when we need to mitigate the negative effects that emotions can have on our thinking, collaborating, and learning. Many times, our emotions serve as early warning signs that something is wrong or that we’re entering an area that could be risky. At other times, our emotions can overtake our thinking and hinder our deeper analysis of the issues. Emotions also can mask underlying beliefs and assumptions that are the root cause of our decisions and behaviors. Have you ever experienced a “gut feeling” that the decision you were about to make was not the right one? What underlies that feeling is an emotional response—and a better understanding of that response will allow you to determine whether you should “go with your gut.” In chapter 8, the well-respected researcher and author Dr. Gary Klein recounts his personal story about “going with your gut feeling.”
There is a mind-brain-body connection at play as well. Bodily sensations can trigger emotions that impact cognitive processing, and thoughts can trigger emotions that impact the body.9 For example, lack of sleep or hunger or even an uncomfortable chair can affect the ability to work or learn. Likewise, chronic stress or anger can both impair clear thinking and have short- and long-term effects on health. And the flip side of this is the physiological impact of emotions, which gets “broadcast” throughout the brain by a cascade of hormones and chemical neurotransmitters that in turn affect the body. Our heart rates may go up, we may perspire or feel queasy, our breathing rate might increase—all of which signals an emotional response.
Rather than rejecting the role of emotions in our so-called disembodied, rational processes, we must acknowledge and manage them to have better outcomes. We have to accept the science. Even if we think we’re very rational people and are not outwardly emotional, our emotions still impact our thinking, communications, and behaviors, as well as our approaches to problems, new situations, and decisions. Much of the effect goes on automatically and subconsciously. Our challenge is to be more aware of our emotional states and proactively manage their effects on our thinking and learning—to increase their positive effects and decrease their negative effects as best we can.
Controlling and Comprehending Emotion
Just as System 2 requires us to be aware of and intentionally slow down our thinking, in many cases we need to slow down our emotions. We have to take control of our emotions physiologically and mentally, so that we can prevent emotions from hijacking our thinking and behaving. Taking deep breaths or taking a walk to reduce the physiological stress can “tame” emotions. Although we can’t completely “turn off” our emotions, we can deliberately try to think rationally about the situation, causing the emotional reaction to “turn on” cognitive areas of the brain that can “tamp down” emotions. We can control our reactions to emotions that we sense.10 In many cases this could help us make better decisions and be more open-minded. Another way to become more attentive and attuned to our body’s messages and feelings is to practice “mindfulness,” a topic I discuss in more detail in chapter 6.
In addition to being aware of our emotional reactions, it is important to understand what they are telling us in a particular situation. At a very basic level, emotions provide instinctual, “good vs. bad” or “approach vs. avoidance” information.11 Emotions also convey more nuanced categories of information—that of “valence” and “arousal.”12 Arousal gives us information with respect to the exciting-calm spectrum, and tells us how fast we need to act or the importance of the stimuli.13 For example, an unsavory looking character approaching us in a dark, deserted area likely would elicit high arousal. In a business context, a performance review or a real-time critique by a difficult or unfriendly manager can elicit highly negative emotional arousal that impacts one’s listening, processing, and interpretation of what is being said.
Valence refers to whether the stimuli creating the emotional response are pleasant or unpleasant and conveys information about “value.” For example, we would have a different emotional response to a loved one approaching us than a hostile boss. One situation creates positive emotions and the other, negative.
This is important because positive emotions generally enhance our cognitive processes, while negative emotions tend to restrict and narrow our cognitive processes.14 Another way to state this is that positive emotions generally enable higher-level, System 2 thinking, while negative emotions generally inhibit higher-level thinking in favor of a more reflexive, System 1 response.
The Power of Positive Emotions
The evidence is quite strong that positive emotions enhance and enable cognitive processing, thinking, and learning. The next chapter presents evidence that positive work environments also generally enhance learning because they enable positive emotions.
In the past twenty years, the field of positive psychology has blossomed, coinciding with the rise of cognitive, social, and affective neuroscience. The positive psychology movement has led to extensive study of psychological well-being, resiliency, the relationship between psychological well-being and health, positive deviance, and a focus on positive organizations.15 Professor Barbara L. Fredrickson’s research on positive emotions is foundational to the positive psychology movement, and a better understanding of her work can help in understanding the power of positive emotions in our professional lives.
Decades of research had already provided support for the notion that negative emotions served an evolutionarily adaptive purpose because they caused us to behave in very specific, anxiety-fueled, self-protective ways that were necessary for our survival—for example, flight or fight.16 Fredrickson’s research and her “broaden-and-build” theory posits that over the long term (millennia), positive emotions also were evolutionarily adaptive because they helped build our survival resources by increasing our awareness, which in turn facilitated exploration, a broader scope of attention, and an increased breadth of behavioral responses, intuition, and creativity.17 Positive emotions are associated with openness to new ideas, better problem solving, openness to disconfirming information, less rigid thinking, better recall of neutral or positive stimuli, and mitigation of ego defenses.
Alice M. Isen was another prolific researcher of the impact of positive emotions on cognition, motivation, and even workplace interactions.18 Isen found evidence that positive emotions (and positive emotional environments) generally enhance or expand our cognitive processing and decision making, because they improve our ability to evaluate ambiguous and neutral data and disconfirming information; relate new information to existing knowledge; see alternative interpretations or explanations of data; and reduce conflict in face-to-face negotiations.19 She also found that people who feel positive going into a situation are likely to be more thorough in using decision processes and less likely to take huge risks. All of the foregoing benefits of positive emotions are crucial to supporting a learning organization.
Another important finding from the research on positivity is that with training, individuals can increase the quantity of positive emotions they experience daily and decrease the quantity of negative emotions.20 Because positive emotions enable learning better than negative emotions, this is important for any organization. What are some of the ways in which individuals can increase their levels of positivity? According to research, expressing gratitude every day to at least three people, smiling more, keeping a daily journal in which you record positive emotional events, and taking time to think about the good things in your life each day have been shown to increase positive emotions.21
The strength and applicability of positive psychology is evidenced by a major initiative of the U.S. Army called the Comprehensive Soldier Fitness (CSF) initiative.22 CSF’s goal is to train more than 1,000,000 soldiers to increase psychological strength and positive performance. As part of CSF, the Army enlisted the founder of the positive psychology movement, Professor Martin E.P. Seligman. Drs. Barbara Fredrickson and Sara B. Algoe are leading one of the working groups and designing a program to train soldiers to be emotionally resilient. Based on scientific evidence that increasing people’s levels of positive emotions increases their likeliness to be resilient, the training includes learning about emotions and their effects on the body and mind; learning how to manage emotions; reducing the frequency of negative emotions; and increasing the frequency of positive emotions. Although the CSF project is in its infancy, it is important to acknowledge it because the CSF represents a significant commitment by a major organization that for decades has been on the forefront of both funding and applying cognitive psychology learning research.
In contrast to the positive effects of positive emotions, negative emotions tend to have a detrimental effect on cognitive processing, decision making, and learning. They force us to narrow our focus in order to allocate more of our cognitive resources to deal with perceived threats—whether physical or emotional. In environments where bodily harm to oneself or to others is a risk, such narrowed focus is good and protective. In most organizational environments, however, this narrowed focus is inappropriate and can adversely affect learning. This is especially the case when it comes to emotional threats, which are an attack on our ego and activate the ego-defense system.
In organizational environments, persistent negative emotions, such as anxiety or fear, are toxic to learning. Fear and anxiety impair comprehension, creativity, and retrieval from long-term memory.23 They cause people to interpret neutral or ambiguous information more negatively because they sense more risk—whether real or perceived.24 Research on anxiety and decision making shows that anxiety generally increases the probability we assign to potential negative outcomes, our aversion to risk in general, and our tendency to recall negative events from memory.25
For example, if we are anxious about a new work challenge or because we’ve been asked to change how we perform our jobs, we have a tendency to fear the worst by disproportionately recalling only negative experiences involving similar situations from our past. We might try to avoid what we perceive (often unreasonably) to be a risky situation. In that case, we’ll be less likely to float innovative ideas because of our tendency to hunker down, avoid risk, and just survive.
Professor Gregory S. Berns calls fear the “mother of all stresses.”26 This is because fear activates our stress-response system maximally and “can override every other system in the brain. The stress system is not rational.”27 The limbic system in our brain is a major part of our stress-response system. In appropriate fear situations—a train is coming!—the triggering of the limbic system and the subsequent stress response increases our chances of survival. We don’t need to think rationally about getting out of the way of an oncoming train—an automatic System 1 response works. The downside of the stress-response system, however, is that an inappropriate or overblown fear can cause the limbic system to overtake or hijack our thinking and every cognitive process, resulting in very poor decision making and diminished cognitive processing.
Underlying most of our learning inhibitions or inadequacies is fear of something. Fear often is what underlies our inability to change behaviors that we want or need to change. What are we afraid of? We’re afraid that our colleagues will find our ideas weak or even stupid. We’re afraid that we’ll lose our jobs. We’re afraid that we’ll fail. We’re afraid that we won’t be liked. We’re afraid that we’ll look bad or be embarrassed.
Unfortunately, it is challenging to overcome a fear response. We can’t mentally run or hide from fear. We often acutely remember past fearful events, and the fear response that accompanied them, for a very long time. They are etched into our brains. Those memories prime us to have fear responses almost instantaneously when faced with similar circumstances. Such responses are not precise and may be triggered even if the actual stimulus is not ordinarily something to be feared.
If we cannot completely eliminate anxiety or fear responses, then the question becomes: How do we manage or mitigate the subsequent inappropriate cognitive and physiological reactions? There are at least two techniques to diffuse a fearful or anxious response: (1) reframing the situation to something less fearful and/or (2) logically reducing the magnitude of a situation’s perceived, potential, harmful effects.28
To reframe a fear response is to recast a fearful situation into a nonfearful one. This takes some work, but it can be done by thinking about other plausible interpretations of the fearful situation. For example, you might say to yourself, “Yes, I’m afraid to give this speech to the district managers, but this is a great learning opportunity.”
To logically reduce the magnitude of a fearful situation is to downplay the downside or probability of negative outcomes,29 as in saying to yourself: “OK, I might look stupid, but we’re all just brainstorming and every idea can’t be a gem. Others might be in the same boat.” I talk more about how to illuminate and mitigate emotional inhibitions to learning in chapter 5.
Understanding and Managing Our Emotions
Emotions are central to how we perceive and interact with the world. They are intertwined with sensing, perception, encoding experiences in memory, memory retrieval, thinking, making decisions, creativity, considering alternatives, motivation, demeanor, life outlook, our body sensations, and our physiological responses. Certain kinds of emotions—fear, anxiety and stress—can override our cognitive systems. Critical to understanding the power of emotions is understanding that they are malleable, and that we can take steps to avoid these types of overriding emotions. We have some control of how we interpret our emotions and how we manage their impact. The challenge is to learn how to manage our emotions so that they can work in our favor and not to our detriment.
Managing emotions is one aspect of emotional intelligence (EI). Emotional intelligence, generally understood, is the ability to be aware of and manage one’s emotions. It is analogous to metacognition—one’s ability to be aware of and to better manage how one thinks. Over the years the concept of EI has led to the development of a four-branch model:30
1. Perceiving Emotions—the ability to recognize and appraise verbal and nonverbal information.
2. Using Emotions—the ability to access and/or generate emotions that facilitate cognitive processes such as creativity and problem solving.
3. Understanding Emotions—the ability to cognitively process and gain knowledge of the feelings of self and others.
4. Managing Emotions—the ability to regulate emotions in oneself and others.31
Each of these four branches contains several underlying competencies for a total of seventeen abilities. EI is like one’s IQ in that it is not fixed and can be improved. Many school systems today teach EI competencies. In the business world, however, anecdotal evidence suggests that EI is discussed more than it is operationalized. I won’t go into all seventeen EI abilities here, but if you want to be a better learner or be part of a better learning organization, I suggest you dig into all the abilities and the work of Peter Salovey, John Mayer, and David Caruso, including the Mayer-Salovey-Caruso Emotional Intelligence Test (MSCEIT). A learning organization should prioritize these seventeen abilities and seek to teach and role model them.
One of the EI abilities I find particularly interesting in the four-part model is the ability “to generate emotions to facilitate judgment and memory,” which falls under the “Using Emotions” branch. I take it to mean that we can actively bring to consciousness positive emotions or memories to change our emotional state for the purpose of getting into a better frame of mind to make decisions. Asking a team: “Are we ready to start?” is too vague. It is better to ask if everyone is in a good frame of mind and feeling good, or to start each meeting with a positive story.
Neuroscientist Richard J. Davidson has another model that addresses the role of emotions in an organizational environment. It is based on determining a person’s unique “emotional style” and comprises six dimensions:
1. Resilience: how slowly or quickly you recover from adversity.
2. Outlook: how long you are able to sustain positive emotions.
3. Social Intuition: how adept you are at picking up social signals from others.
4. Self-Awareness: how well you perceive body feelings that reflect emotions.
5. Sensitivity to Context: how well you regulate your emotional responses to take into account the context in which you find yourself.
6. Attention: how sharp and clear your focus is.32
Davidson’s model uses a diagnostic tool that can place us on a continuum along these six dimensions. This model can help us understand our emotional proclivities, leading to better EI and better management of our emotions. This diagnostic, along with the MSCEIT and Carol Dweck’s Growth Mindset diagnostic (discussed in the next chapter), are all interesting approaches for anyone looking to hire the kind of people suited to populate a best-of-class learning organization.
Conclusion
As it turns out, we all are rational and emotional (or emotional and rational) thinkers and learners. So what does that mean for our purposes? It means that the processes of individual learning and the processes necessary to become a learning organization are much more complicated than just learning to think better and to make better decisions. People are emotional. Organizations are emotional environments.
How we behave and communicate with other people directly impacts those people—their willingness to learn and the effectiveness of their learning. If we behave in a teaching moment with another employee in a way that creates negative emotions, that person’s ability to learn is in most cases diminished. If other employees witness that bad behavior, their ability to learn also will be negatively impacted. Emotions can be triggered by consciously or unconsciously attending to stimuli that we perceive or that we expected but did not perceive. Those stimuli can be perceived by any of the senses. For example, a manager’s body language; failure to acknowledge; failure to make eye contact; multi-tasking; tendency to interrupt; negative attitude, words, tone or facial expressions; loudness; rudeness; meanness; insensitivity; or incivility could trigger emotions among employees that inhibit learning and create avoidance tendencies. Cultures of fear, or environments where any mistake is punished, usually inhibit learning.
We know that positive emotions and a positive emotional environment generally promote better thinking and learning. If you are a manager or leader of an organization, you have to be concerned with your emotional state because it impacts your learning. And you have to be concerned about your emotional state and your behaviors because they impact other people’s learning. This chapter’s message can be summarized with the following pithy statement: Positivity is a powerful, enabling force in learning.
The chapter’s other message is that in order to maximize our learning we have to be sensitive to and manage our emotions. Just like System 2 thinking requires intentional hard work, being sensitive to and managing our emotions to prevent them from inhibiting or suboptimizing learning takes deliberateness. As Ray Dalio says, “Don’t let your emotions hijack your thinking.”
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
Building a learning organization is a lot like building a house.1 A house needs a supporting foundation, electrical and plumbing systems, a roof, and an insulated structure. These components must be integrated and aligned to work together to produce the desired results. The same applies to the components necessary for building a learning organization. In chapter 1, I introduced the concept of a High-Performance Learning Organization (HPLO) the formula for which has three key components—the Right People, the Right Environment, and the Right Processes that enable and promote learning. Each of the next three chapters focuses on one of these key components. This chapter focuses on the first component: people.
A learning organization needs employees who have the right motivation for and approach to learning—a learning mindset. Effective learning organizations hire and develop people who like to learn and who proactively seek to learn. Fostering learning by employees requires managers and leaders who are not only good learners themselves, but also are good learning facilitators (teachers) and role models. There has been significant research done over the last few decades on the characteristics of good learners; this chapter explores some of this research and presents some of the science behind an individual’s inclination and motivation to learn.
Learning Mindsets
Psychologists have spent decades researching how different approaches to motivation, goal seeking, and achievement among individuals affect learning; my concept of a “learning mindset” comes from this research. There are three areas of research that are relevant for our purposes—the first focuses on a human being’s basic motivational needs; the second on individuals’ beliefs about how they will perform in learning or challenging situations; and the third on how individuals set their goals and define achievement.
The first area of research concerns a human being’s basic need to survive and have a meaningful life. As Freud explained,2 we seek or approach pleasure or positive experiences and avoid painful or negative experiences. This is a foundational concept in psychology. From our own experiences and from the experiences of others, we learn what produces positive and negative results. Using inputs from our sensory, cognitive, and emotional systems, we “approach” those positive things and “avoid” or run from negative things. “Approach or avoid” applies to learning, facing new challenges, and handling situations characterized by ambiguity or uncertainty.
If we have had positive or negative experiences with learning in childhood or in the context of work, it will impact our inclination to learn going forward. For example, imagine that your manager encourages you to try doing a task in a new way. You try for the first time and it does not work out well, leading your manager to ridicule you in front of colleagues. That feedback makes it unlikely that you will look favorably on trying new ways of doing things at work in the future; you will seek to avoid new approaches because of your prior negative experience.
At the time they are hired, employees will have ingrained beliefs about learning and about being taken out of their comfort zones. Those beliefs have come from their prior experiences, both positive and negative—in school, work, and other life situations. Understanding how these experiences have shaped learning beliefs is one of the purposes of behavioral interviews in hiring.
Although this foundational “pain versus pleasure” understanding of learning can be helpful, recent research streams have moved beyond looking simply at approach and avoidance and have delved into the question of what, beyond pleasure and pain, motivates our behavior. There is a rich set of theories regarding motivation.3 Particularly important in defining a learning mindset is Edward L. Deci and Richard M. Ryan’s “self-determination” theory.4 Their theory posits that we human beings have the innate psychological need for (1) autonomy—some choice and control over our actions; (2) effectiveness—a feeling of competence and sense of accomplishment; and (3) relatedness—a sense of mutual respect and reliance with others.5
For example, if an employee is asked to change a current process, it is likely that she will perform better if she has input into how and when the change happens. Moreover, she’ll likely be more motivated if the change is within her capabilities and if she’s been given the tools to make the change. Having input meets one’s needs for autonomy. Feeling that one has the ability and has been given the necessary tools to perform meets the need of effectiveness. All of this will enhance learning and make the transition to a new process more effective.
Likewise, if the learning experience produces a sense of relatedness or affiliation with a community, it generally will be viewed as more positive, thus increasing the likelihood that additional learning will be pursued. In the work environment, relatedness needs are met by being part of a great team and/or working for an organization where the employee feels respected and whose mission the employee respects. Using the above example, if the employee understands the purpose of the change and how it contributes to the overall mission of the business, the need for affiliation is also more likely to be met.
Related to the notion of effectiveness described under Deci and Ryan’s theory of self-determination is Albert Bandura’s theory of “self-efficacy.” According to Bandura, a professor at Stanford University and one of the most renowned psychologists in the world, self-efficacy is our belief in whether we can or cannot do something. Most simply, if we believe we can, we are more likely to try. The strength of this belief is determinative of our learning optimization and how we approach new or challenging situations. It influences our perceptions, cognitive processing, goals, and vulnerability to stress.6
If we have a strong sense of efficacy we will tend to:
• approach difficult tasks and view them as challenges rather than threats;
• be persistent and sustain strong commitments to our goals;
• attribute failures to insufficient effort or bad learning strategies;
• work even harder in the face of difficulties; and
• rebound quickly after failures or mistakes.7
By contrast, if we have a low sense of efficacy in a given context we generally will:
• avoid difficult tasks that are perceived as personal threats;
• have low aspirations and weak commitments to the goals we choose;
• dwell on personal deficiencies, obstacles and potential adverse outcomes;
• attribute failures to personal deficits;
• give up quickly in the face of difficulties; and
• have difficulty rebounding from mistakes or failures.8
We build confidence in our efficacy by being put into challenging situations that we have the potential to handle well—those in which we have the requisite capabilities and tools. As our confidence grows, we are more willing to take on even more challenging tasks.
Efficacy beliefs, Bandura says, also influence how we view threats. If we believe that we can manage threats, then we are less likely to be distressed by them. But if we believe we can’t manage them, then we will likely experience high anxiety, dwell on our coping deficiencies, view many aspects of our environments as fraught with danger, and magnify possible risks. All of this creates stress that can impair functioning.9 In a work environment, examples of threats could be a breakdown in production; a major product recall; an employee engaging in destructive behavior; or a top customer threatening to take her business elsewhere. How we respond to these challenges depends on our belief in our ability to handle the situation.
Learning organizations need managers and leaders with self-efficacy. Learning organizations need to hire individuals with self-efficacy. Learning organizations need to have development plans for all young employees that include developing self-efficacy. Self-efficacy is very important in business environments characterized by change, ambiguity, and uncertainty. If more and faster change is the norm in a business, having employees, managers, and leaders who believe they can adapt and cope could be a competitive advantage. If employees have strong self-efficacy, they are more comfortable tackling new challenges or exploring and discovering new ways of doing things. They are more comfortable being put into uncertain environments, and they approach situations requiring creativity or innovation well. They seek to learn from mistakes or failures and do not attribute the causes to their self-image. Thus, they are more resilient as learners.
The theories of self-efficacy and self-determination can help managers understand how employees will react to challenges and threats, and can also help them frame new challenges in the most productive way possible.
The third area of research that is relevant to managers trying to identify learning mindsets among employees concerns how individuals set their goals and define achievement. This line of research has produced a series of dichotomies—among them extrinsic versus intrinsic motivation and performance versus mastery goal orientation.10
A quick note of caution before exploring these two sets of categories further. Dichotomies can be instructive as a pragmatic shorthand or either-or way of classifying people. But it’s important to note that these dichotomies exist along continuums, and how people behave along the continuums depends in part on the task at hand and the context. Although the categories are black and white, in reality most people operate within shades of gray. Dichotomies also tend to “brand” people just like IQ does, and this may be unfair. We now know, for example, that IQ is not fixed—we can continue to learn and physically change our brains throughout our lives. Because our brains have plasticity, meaning our neural pathways and processes can continue to change, fundamental aspects of intelligence can be improved.11 Likewise, there is evidence that approaches to learning and achievement can also change, thus changing a person’s “classification” within a dichotomy.
Generally, however, people are motivated to learn for either intrinsic or extrinsic reasons. Intrinsic motivations can be verbalized as: “I love to learn because it makes me feel good” or “I learn for me.” Learning in and of itself is the reward. Extrinsic motivations can be verbalized as: “I love to learn because of what it gets me from others—grades, rewards, acknowledgement, fame, love, respect.” Extrinsically motivated learners give the external world a lot of power over their lives and self-images, and they work very hard to receive “pats on the head” from others. Learning is a means to an end, with the end being the approval or acclaim of others. Because others define their self-worth, they strive to avoid disappointing people—by, say, getting bad grades or making mistakes. Therefore, they prefer to avoid too much risk and to stay in a safe zone of capability.
Extrinsically motivated employees can be very motivated to succeed and can be quite competitive. They can generally be more self-oriented than team-oriented. They worry about who gets credit. Research has shown that in extreme cases, these types are more likely to hoard information and more likely to cheat to win.
The internal versus external reasons to learn are also tied into another dichotomy: mastery goal-orientation versus performance goal-orientation. Learners are either “masters” or “performers.” Masters seek to develop competence through learning and improvement, while performers seek to demonstrate competence by showing others how smart they are or by outperforming others.12 A theoretical model that I find quite useful because it incorporates both intrinsic versus extrinsic motivation and mastery versus performance dichotomies comes from decades of research by Professor Carol Dweck of Stanford University. Her model is one of “growth” versus “fixed” mindsets.
Dweck has found that the types of students who have a performance or fixed mindset are driven to perform for the purpose of receiving good grades and external rewards and react defensively when they make mistakes or fail. They believe intelligence and aptitude are fixed—(e.g., people are either good at math or they aren’t). These types of students not only neglect to seek out challenging learning problems because they believe their aptitudes are fixed, but they also actively avoid them. Why? Because the primary drive is to receive affirmation and positive feedback that confirms their intelligence. They avoid situations or opportunities where failure is likely, because failing threatens the fixed view of their self-image. They create an internal culture of fear—fear of challenges and fear of stretching themselves—and they have difficulty cognitively processing negative feedback, because they have an automatic emotional response to defend, deflect, or deny. These performance-oriented or “fixed” mindset people have their egos all tied up in being right and looking right—not in learning.
By contrast, Dweck has found that students who have a mastery or “growth” mindset are internally driven to master tasks or subjects, and they believe that a person’s intelligence and aptitude are not fixed, but can grow with effort. They tend to seek challenges and opportunities to extend their skills. If they make mistakes, they overcome them by working harder. These students view mistakes and failures not as negative feedback about themselves, but rather as negative feedback about their learning strategies or the amounts of effort they expended. Mistakes or failures are not as debilitating to these students’ egos as they are to performance-oriented students. Mastery-oriented students tend to have a more secure view of their self-worth. They believe they can learn, and they seek out and thrive in situations where there are opportunities to learn.
Dweck quotes the noted sociologist Benjamin Barber: “I don’t divide the world into the weak and the strong, or the successes and the failures…. I divide the world into the learners and nonlearners.”13 Of course, this isn’t to say that one cannot move from one mindset to the other. Indeed, one of the most important things to realize when considering learning styles is that our learning mindset can change. I know, because mine did.
Looking back, I understand that I grew up being a performance-oriented learner—although, of course, I wouldn’t have thought that at the time. I performed to get great grades and make my parents proud—especially my father. I was performance driven all the way through law school. I worked very hard and did well.
However, my mindset shifted when I attended the Master of Laws in Taxation program at New York University School of Law while practicing law in New York City. There, I studied under some of the intellectual tax giants in the field, including Jim Eustice, Victor Zonana, and Steve Gardner, all of whom wrote scholarly articles and books, taught, and actively practiced tax law. They were among the best in the world at their craft. They exposed me to the thrill of learning for learning’s sake and to the inner joy of striving to be an expert in my craft. My motivations changed under their tutelage from performance-oriented to mastery-oriented.
My early experience practicing law also greatly influenced how I reacted to negative feedback, which helped me to shift away from a performance mindset. I had a mentor, a partner, who was “Mr. Feedback.” He taught me that negative feedback was necessary to become the best in a field. (Thank you, Peter.) He taught me to pause and reflect rather than automatically defend, deflect, or deny. He taught me that it wasn’t about me, but rather about producing the best legal memorandum or brief that could be written in a particular case. As I advanced in my career, I came to realize how difficult it can be to get this kind of constructive feedback. Rather than getting the kind of specific, constructive feedback that can help us improve our skills, most of us will receive guarded or politically correct feedback that is fairly useless in practice. Thoughtful and constructive feedback is a valuable thing, especially when you can foster your mindset to absorb and not deflect it.
Hiring and Training the Right People
Overall, to be a great learning organization, you need to select and then cultivate people who like or even love to learn. You want people who are curious enough to keep on learning. Constant improvement is table stakes in today’s business environment. For an organization to constantly improve, it needs people who are willing to constantly improve. It needs good learners.
Dweck’s research shows that people with an intrinsically motivated, mastery approach to learning, as evidenced by a growth mindset, are better learners and are not as afraid of negative feedback, failure, difficult tasks, uncertainty, and new situations. Bandura’s research finds that people with a strong sense of self-efficacy are likely to be more resilient and adaptable. If you give those people a sense of control over some parts of their job, this is even better because they have some autonomy and some power to control their destiny—very important, according to Ryan and Deci’s research on self-determination. If people feel a sense of belonging to a great learning team or organization, then you have met their relatedness needs. If you put people with these productive learning traits into a positive emotional environment, then you are on the way to building a learning organization.
Of course, existing organizations cannot just clear out their ranks of people with a fixed learning mindset in favor of new hires with a growth mindset. The key question becomes: Can you teach people to move away from fixed thinking and develop a growth mindset?
As evidenced by my personal story, I believe you can. Dweck thinks so too. The premise of her book Mindset: The New Psychology of Success is to provide practical guidance for how to do this.14 She (and I) are not alone in believing a person can learn to become a better learner. Professors at the Harvard Graduate School of Education believe you can teach thinking dispositions.15 Their list of key thinking dispositions is quite good and includes being open-minded and exploring alternative views; generating multiple options and being inclined to probe; having a zest for inquiry and the tendency to question the given and demand justification; and having an alertness to the need for evidence and the ability to weigh and assess reasons.16 They believe that all these dispositions can be cultivated and strengthened.
The U.S. Army is far ahead of most businesses in trying to operationalize the science of learning by applying this research to its Adaptable Leadership transformation program as well as its Comprehensive Soldier Fitness program. One of the Army’s major focuses is on “hardiness”—this isn’t a term that’s used by the researchers I mention above, but it has some very interesting resonances with Bandura’s self-efficacy model, Deci and Ryan’s self-determination model, and Dweck’s growth versus fixed mindset model. The Army describes the concept of hardiness as follows:
Hardiness is a psychological style associated with resilience, good health and performance under a range of stressful conditions. People high in hardiness have a strong sense of commitment to life and work, and are actively engaged in what’s going on around them. They believe they can control or influence what happens, and they enjoy new situations and challenges. Also, they are internally motivated and create their own sense of purpose.17
The Army’s concept of hardiness incorporates Bandura’s concept of self-efficacy in its assertion that people with this quality “believe they can control or influence what happens.” With its references to “performance under a range of stressful conditions” and having a “strong sense of commitment to life and work,” the Army’s concept also seems to fit with the Deci-Ryan self-determination model of autonomy, effectiveness, and relatedness. Finally, by describing those high in hardiness as the kind of people who “enjoy new situations and challenges” and “are internally motivated,” the Army’s concept also fits within Dweck’s model.
The Army has found that candidates who score high on hardiness are highly adaptable and make the most successful Special Forces candidates.18 The Army’s Leadership Training is directed toward producing leaders who can adapt to new and challenging situations and uncertainty—that is, learn. The U.S. Army Special Forces believes that adaptability—learning—is predicated on self-efficacy, resiliency, open-mindedness, mastery achievement motivation, and tolerance for ambiguity and uncertainty. Key adaptive skills are metacognition, problem solving/decision making, interpersonal skills, and self-awareness. Adaptive leadership training emphasizes discovery learning, mastery not performance orientation, and deliberate practice.19 All of the foregoing incorporates the key concepts of this chapter and chapters 2 and 3. If you are interested in learning more about the Army’s Leadership Training, see the bibliography for some of the key reports.
Theory X Versus Theory Y Manager Mindsets
To be a learning organization and to encourage learning mindsets, it is critical that the organization’s managers and leaders have learning mindsets. This, along with their conscious or subconscious beliefs about employees, impacts managers’ abilities to be good learning teachers or facilitators. It’s crucial to devote attention to “managerial mindsets,” because a manager’s behavior toward and with employees is driven in part by his or her own underlying mindset about employees. Most managers and leaders I have worked with either are not conscious of their own mindsets, or they have trouble being truthful about them. Paying more attention to the managerial mindset can help in the transition to a learning organization.
In a 1957 speech, Professor Douglas McGregor of MIT advanced the thinking about managerial mindsets when he challenged the assumptions underlying the dominant management model since the Industrial Revolution—an autocratic, “command and control” style of management. He posited that managers and leaders had underlying assumptions about the nature of employees that fit either into what he called “Theory X” or “Theory Y.” This idea is important to our quest to enable learning, because leaders and managers who understand their beliefs about people can improve the quality of their engagements with others—and this will directly impact learning.
Theory X
Theory X20 managers, as McGregor defines them, basically believe that employees are inherently lazy, not very bright, gullible, and self-centered. They believe employees generally lack ambition and resist change. They believe management’s job is to use rewards and punishments to direct, motivate, control, and even modify employees’ behaviors in order to get organizational results. Theory X management beliefs underlie statements like:
• If you give employees an inch, they will take a mile.
• Being nice to employees just means they will take advantage of you.
• Employee-centric practices are inconsistent with high accountability.
• Employees are lucky to have a job, and if they don’t want it, plenty of others will.
In my many talks with managers, no one has ever admitted to being a Theory X manager. But if I ask open-ended questions about employee motivation and the manager’s management style and means used to produce results, I hear Theory X answers. I am convinced that Theory X beliefs make learning conversations, feedback conversations, collaboration, trust building, and high employee emotional engagement difficult.
OK, Theory X does not look promising, so what is Theory Y?
Theory Y
McGregor’s explanation of a Theory Y21 mindset is not as clear or as elaborate as his explanation of Theory X. I find it helpful to think about Theory Y as the opposite of Theory X.
Theory Y managers believe that employees have the capacity to assume responsibility, continue to develop, and contribute to the organizational good. Because of past experiences in Theory X organizations, these capacities are stunted for many employees. Management’s job is to create the environment and opportunities for employees to grow and to align personal growth and organizational growth.
McGregor’s work challenges every one of us to answer this question: What are my assumptions (implicit and explicit) about the most effective way to manage people?22 And as a follow-up: What would my employees say about my assumptions?
Gallup, Inc., which has spent years researching and doing employee engagement testing, has developed twelve key questions23 that I consider a good indicator of whether the employees are operating under a Theory X or a Theory Y manager. Consider the following:
• In the last seven days, have I received recognition or praise for doing good work?
• Does my supervisor, or someone at work, seem to care about me as a person?
• Is there someone at work who encourages my development?
• This last year, have I had the opportunities at work to learn and grow?
Would the answers to these questions differ qualitatively between employees with Theory X managers from those with Theory Y managers? I think so.
A High-Performance Learning Organization requires its employees to be learners. To be an HPLO, the CEO and other leaders and managers must role model learning behaviors and attitudes and actually teach, facilitate, and enable learning. Theory X leader and manager mindsets would seem to inhibit that teaching, facilitating, and enabling. Theory Y leader and manager mindsets would seem to facilitate learning.
Conclusion
This chapter focused on the people part of the HPLO formula. We approached this element from three different perspectives: the learning mindset of employees; how meeting self-efficacy and self-determination needs enables learning; and the mindset that managers and leaders have about employees. We learned that intrinsically motivated people with a strong sense of self-efficacy, who approach learning with a mastery mindset and as an avenue for personal growth, are more likely to seek learning opportunities and to be resilient learners. This is especially true in situations characterized by change, uncertainty, and ambiguity.
We also learned that managers and leaders who have Theory Y mindsets about employees better enable learning than managers and leaders with a Theory X mindset. In chapter 2 we discussed that learning requires one to incorporate new learning into one’s mental models or views of the world and, in some cases, one’s view of oneself. That transformative process is made easier if the learning experience itself meets one’s basic needs for autonomy, relatedness, and effectiveness. In a work environment, transformative learning is more likely to occur when workers have some input into the learning process; have the necessary capabilities and are given the necessary tools to accomplish the task; and when the reason or purpose for learning is made meaningful from both business purpose and personal growth viewpoints.
Having the Right People is necessary to create an HPLO, but it is not sufficient by itself. You also must have the kind of work environment and processes that enable and promote learning. I explore the second element of the HPLO formula—the Right Environment—in the next chapter.
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
Creating a Learning Environment
Chapter 4 focused on the Right People, the first element of the formula for a High-Performance Learning Organization (HPLO).1 As I stated in the conclusion to chapter 4, having the Right People with the right learning mindsets along with Theory Y leaders and managers that enable and promote learning is necessary but not sufficient to be an HPLO. Those people need to be in the right environment that enables and promotes learning. The Right Environment, the second element of the HPLO formula, is more than just having a learning culture; the culture has to be supported by an infrastructure that includes particular leadership behaviors, HR policies and processes, and measurements and rewards that together enable and promote good learning behaviors. In other words, you need a whole learning system. Peter Senge was right when, in explaining the necessary disciplines for a learning organization, he said: “Without a systemic orientation, there is no motivation to look at how the disciplines [elements] interrelate.”2
My systems approach to learning focuses on enabling and driving learning behaviors at all levels of an organization—employees, managers, and leaders. Asking questions, for example, is a good learning behavior. Likewise, a manager taking the time to explain to an employee why a new process is necessary—and implementing this transition in a way that meets the employee’s needs for autonomy, relatedness, and effectiveness—is a behavior that enables learning. Once you define those behaviors that enable and promote individual learning, you have to design your culture, leadership model, HR policies, measurements, and rewards to drive those behaviors.
My approach comes from my research projects3 in which I studied the characteristics of consistently high-performing public and private companies that relied primarily on a strategy of organic growth. That research led me to introduce the concept of a “growth system” that drives growth behaviors, a concept I presented in my book Smart Growth.4 I believe a similar approach is necessary when one is trying to build a learning organization. Operationalizing learning requires an environment that drives the desired learner, manager, and leader behaviors. This chapter presents research in education and business that helps us further define some of the key ingredients of a good learning environment.
A Good Educational Learning Environment
The field of education has been researching good learning environments for decades. Recently it has become even more sophisticated by taking into account the plethora of new research in the areas of social and affective neuroscience. Findings from this field can also often be applied directly to the workplace, and this is a good place to start in determining how to build a learning environment.
The current consensus is that a good educational learning environment5 is one that fosters intrinsic motivation and gives students some autonomy and control over their learning. It’s an environment where there are good role models (teachers) for learning and creativity, and where the style of teaching meets the diverse needs of learners (i.e., learner-centric). In a good educational environment, the learning process resembles a journey of discovery in which the learner plays the main character and is encouraged to be creative and socially and authentically connected to the learning community. It’s also one where learners experience a combination of positive support and positive challenges.6 The best combination for learning is one in which learners feel socially differentiated and unique, as well as socially integrated and authentically connected members of a community. Other well-respected works in the education field published since 20107 confirm that good learning environments are those that support learner-centricity with a focus on mastery learning and growth (versus performance) mindsets, are emotionally positive, recognize students as individuals, and offer psychological safety.
Clearly, the work that’s been done on good educational learning environments dovetails with some of the research I discussed in previous chapters regarding learning mindsets, self-efficacy, and self-determination theory. There are some fundamental common themes that can provide the foundation for how to best create a good workplace learning environment. First, it should be an emotionally positive environment that mitigates learning inhibitors such as stress, fear of failure, negative emotions, and ego defenses. Second, it should encourage mastery learning and intrinsic motivation, and be learner-centric (i.e., employee-centric) in that it would seek to engage learners (i.e., employees) emotionally by treating them with respect, dignity, and trust. It should encourage a growth mindset of discovery and exploration, self-efficacy, and experimentation. Third, it should characterize mistakes not as personal failures but as the result of bad learning strategies or too little effort. It should not punish employees for making learning mistakes or failures in nonassessment situations, so long as they learn from those mistakes or failures. Managers should role model learning behaviors, giving employees permission to speak freely and honestly. Fourth, the environment should meet the fundamental needs set forth in Deci and Ryan’s “self-determination” model of autonomy, effectiveness, and relatedness. Fifth, leaders and managers need to behave in a manner that earns the trust of employees and engenders employees’ beliefs that they are respected as unique individuals and that their managers care about their personal growth and development.
Being this type of learning organization does not mean that managers and leaders have to be soft on quality or accountability. Good business learning organizations are learner-centric and have high standards for performance and personal accountability. I know from my executive education teaching and consulting that many managers and leaders find it easy to think in terms of process and financial metrics, but to succeed as a learning organization, it’s necessary to think and to measure performance in terms of behaviors as well. Table 5.1 provides a review of some important behavioral examples that are fundamental for learning to occur.
These behaviors should be measured for every employee through 360-degree reviews and rewarded especially with emotional rewards. Every manager and leader must likewise be measured, and a material amount of their financial compensation should be dependent on those behaviors.
Table 5.1
Behaviors Fundamental to Learning
Foundational Behaviors | Managing Self Behaviors |
• Being open minded • Being empathetic and humble • Embracing ambiguity, uncertainty, and new challenges • Being resilient • Being proactive • Treating others with dignity and respect • Being truthful and trustworthy • Knowing what you do not know | • Managing one’s fears & other emotions • Managing one’s ego defenses • Metacognition • Being mindful • Actively listening • Being sensitive to one’s body language, voice tone, and volume • Being positive emotionally |
Exploratory Behaviors | Learning Process Behaviors |
• Being curious and inquisitive • Being willing to explore alternatives • Being willing to go beyond one’s comfort zone | • Seeking feedback and stress testing beliefs • Using critical thinking processes • Engaging in critical inquiry and debate • Unpacking underlying assumptions • Actively collaborating with and learning from others |
Learning and High Employee Engagement
All of the above behaviors encourage high-engagement learning, which has been a fruitful area for research in the education space. Intriguingly, the attributes that facilitate high-engagement learning are some of the same attributes that are necessary to create high employee engagement. This insight can help clarify how crucial learning is to high performance; let’s take a closer look at how all of this is related.
The research-based Gallup Q12® high employee engagement assessment tool is used by thousands of companies to measure the extent of employee engagement in their organizations. Interestingly, at least ten of the twelve Gallup Q12® factors that are used to measure high employee engagement are essentially the same factors that drive high engagement learning. Table 5.2 demonstrates this. The left column indicates the Gallup Q12® assessment statements that, if answered in the affirmative, indicate high employee engagement.8 In the right column I have provided corresponding, research-based attributes of high-engagement learning.
Although the Gallup Q12® is not a direct measure of employee learning, putting this information side by side demonstrates that an environment that promotes high employee engagement is very similar to one that promotes high-engagement learning in an educational setting. It would seem, then, that an internal organizational system that produces high employee emotional engagement should also enable and promote high-engagement learning. What’s more, research suggests that high employee engagement, along with learning, are major factors in creating consistent high performance in business.
Table 5.2
Congruity Between High Employee Engagement and High Engagement Learning
High Employee Engagement | High Engagement Learning |
I have the opportunity to do what I do best. | Learner-centricity, autonomy, effectiveness, self-efficacy |
In the last seven days I received recognition or praise for doing good work. | Positive classroom environment, learner-centricity |
My supervisor, or someone at work, cares about me as a person. | Respect for individuals, relatedness, learner-centricity |
Someone at work encourages my development. | Relatedness, caring teachers interested in individual student's growth |
At work, my opinions seem to count. | Autonomy, respect |
The mission/purpose of my company makes me feel like my work is important. | Purposeful communities that fill the need for affiliation |
My associates are committed to doing quality work. | Same as above |
I have a best friend at work. | Meaningful social connections, relatedness |
In the last six months, someone gave me feedback. | Caring teachers interested in individual student's growth |
In the last year, I have had opportunities to grow and develop. | Opportunities for development and effectiveness |
Over the past thirty years, there have been at least eight well-researched studies9 that have defined the characteristics of consistently high-performing businesses. Although all eight used different research methodologies and terminology, the research findings overlapped substantially, and all eight studies found that consistently high-performing businesses were characterized by:
1. High employee engagement;
2. Relentless, constant improvement (learning);
3. Humble passionate leaders serving as stewards; and
4. Strong purposeful cultures with cultural fit-based hiring practices.
In other words, one can argue that there is a strong correlation between high performance, high employee engagement, and high learning. This kind of connection is not often made in business thinking, so it is worth providing more evidence of this connection by looking at how these four characteristics are intertwined and what their implications are for building a learning organization. Looking at a few specific findings in four of the eight studies can provide further insight.
High Employee Engagement and High Performance
As they detail in their book Hidden Value: How Great Companies Achieve Extraordinary Results with Ordinary People, Stanford University professors Charles O’Reilly III and Jeffrey Pfeffer found that high-performing companies treated their people “with dignity, trust, and respect,” and engaged them by “the values and culture of the organization.”10 How you behave—how you treat people daily—is very important for both high performance and high learning, and is something that should be codified for managers and leaders.
Teamwork was another key factor in many of the companies they studied. According to Reilly and Pfeffer, high-performing organizations offered to their employees “a sense of community, security, and mutual trust and respect.”11 Each company had a well-articulated and widely-shared set of values that provided the foundation for management practices. Each also had a “remarkable” degree of alignment and consistency among the human resource-related practices that expressed the company’s core values.12
The Hidden Value companies had high employee engagement and a strong culture. They hired for fit and invested in their people. They had widespread information transparency, organized in teams, relied liberally on intrinsic rewards in addition to financial rewards, and encouraged reciprocal trust and mutual accountability among employees, leadership, and the company. Continuous improvement and trial and error learning drove all of them.
Another important study by Jerry Porras and Jim Collins produced the successful book Built to Last: Successful Habits of Visionary Companies. Porras and Collins found that consistent long-term high-performance companies: (1) had a purpose beyond making money; (2) had cult-like, strong cultures and hired for cultural fit; (3) engaged in experimentation and learned from trial and error; and (4) relentlessly asked themselves how they could improve themselves to do better tomorrow than they did today.13 This last finding was evidenced by companies directly creating “mechanisms of discontent” to fight complacency.14
Porras and Collins described these high-performance companies as evolutionary in that they relied on Darwinian biological concepts such as adaptation. These companies tried many things, made mistakes, and exploited their successes. The key for them was to experiment, learn, and adapt by making small bets—not betting the ranch.15 With regard to experimentation and learning from trial and error, Porras and Collins quoted R.W. Johnson, Jr. of Johnson & Johnson: “Failure is our most important product.”16
Jim Collins’s landmark work Good to Great: Why Some Companies Make the Leap…And Others Don’t17 produced several other interesting findings that illuminate the traits of high-performance organizations. There are a few that are particularly relevant to our discussion: “Level 5 leadership”; a principle Collins names “First Who, Then What”; and finally, confronting the “brutal facts.”
Collins defined Level 5 leaders as those who “blend extreme personal humility with intense professional will.”18 Recall that having humble and passionate leaders was found by all eight studies to be a key factor in high organizational performance. Level 5 leaders are those that transfer their ambition and ego needs to the organization and identify themselves by organizational results. They don’t think: it’s about “me,” but rather, it’s about “us.” Collins said that “good to great” leaders were often described as “quiet, humble, modest, reserved, shy, gracious, mild-mannered, self-effacing, understated.”19
Why would Level 5 leaders be important for a learning organization? I submit that those types of leaders would more likely be open-minded, good listeners, more collaborative, more Theory Y oriented than Theory X, and better able to manage their egos. All of these qualities would help them to promote learning within the organization and to act as role models in their learning behaviors and leaderships.
“First Who, Then What” refers to Collins’s famous pronouncement that managers need to get the right people on the bus and the wrong people off the bus.20 Collins defined the right people as those who are intrinsically motivated to produce the best results,21 an idea that’s reinforced by the learning science we explored in chapter 4. The other important quality people must have, Collins said, is the desire to be part of building something great. This point relates to Collins’s finding that high-performance organizations have a purpose beyond just making money. Wanting to be part of something great, purposeful, or meaningful is an additional motivator that can drive learning, if the organization makes learning a key part of its purposeful mission. Collins emphasized that rigorous hiring for cultural fit was key. Clearly, this means that to be a great learning organization, you need to make hiring as rigorous a scientific process as you can, with the goal of hiring learners (as defined in chapter 4). As we’ll see in chapter 9, Bridgewater puts enormous emphasis on and thoughts into hiring.
Collins’s third finding, “confront the brutal facts,” relates to the learning processes of critical inquiry and logical decision making. He exhorts leaders to “create a climate where the truth is heard and the brutal facts confronted”22—a climate, in other words, where employees have “permission to speak freely” without fear of punishment. But speaking freely is only one-half of the equation; managers and leaders also have to be open-minded and actually hear the messages without ego defenses getting in the way. Collins suggests that confronting the brutal facts occurs when leaders begin with questions, not with answers; engage in dialogue and debate, not coercion; conduct “autopsies without blame”; and create mechanisms that illuminate the brutal reality.23
Repeatedly now you have read that a culture that provides permission to speak freely and permission to fail is necessary for an organization and its employees to learn and confront brutal facts. Professor Amy Edmondson’s work on psychological safety in work teams24 contributes significantly to our discussion, examining how to create an environment that won’t create the kinds of fears that inhibit critical inquiry, debate, and even root cause analysis processes.
Edmondson believes that our fears at work are intensified by our long-held beliefs about the power of hierarchy. As children we often are taught not to speak to elders unless they speak first. Likewise, we are taught to respect our elders, parents, and teachers. Respect effectively meant to do as we were told. This transfers directly to the workplace. In the workplace, Edmondson says people are afraid to speak up because of fear of punishment. In a work context, fear of punishment could be the fear of receiving a bad performance review or of being passed over for a promotion because, for example, one is not being an agreeable team player. It could be the fear of retribution from a superior. In other words, fear of punishment at work is the fear of harm to one’s career or the source or amount of one’s compensation.
In work environments characterized by Theory X leadership, this fear is probably justified. Likewise, if the organizational mindset frames mistakes as failures instead of learning opportunities, then mistakes are not likely to be voluntarily reported, and people are less likely to take initiative.
Edmondson’s research has found that in hierarchical organizations employees do not speak up if they are at a lower level unless they feel like they have psychological safety—that they are in a “safe to speak” environment. Leaders and managers have to “walk the talk” to overcome that fear. Culture, HR policies, measurements, and rewards all have to promote psychological safety. Leaders have to earn the trust of subordinates by inviting them to speak up, heaping praise on the courageous ones that do so, and demonstrating humility by admitting their own failures, mistakes, and ignorance.
This is why leader humility is so important. It’s consistent with the research findings we’ve discussed and is evident in the IDEO and W.L. Gore & Associates, Inc. stories that follow. Humility is also a key part of the Bridgewater, Intuit, and UPS stories that follow.
Edmondson’s colleague Professor David Garvin says the litmus test of a learning organization is being receptive to information that goes against the established way and a tolerance for failures and mistakes.25 Garvin has stated, “Fear does little to encourage learning.”26 Garvin advocates learning by experimentation, the U.S. Army After Action Review process, critical debate in the pursuit of truth, having an open mind, and truly listening to views that are different than yours.
In 2008, Edmondson and Garvin collaborated on an article about learning organizations in the Harvard Business Review. They set forth a learning organization diagnostic27 consistent with what we have discussed in this chapter. Notably, their diagnostic tool asks whether the organization is open to new ideas and gives individuals psychological safety to disagree or dissent. It asks whether the organization promotes critical inquiry, critical debate, and experimentation and whether the behaviors of leaders and managers reinforce learning.
I’ve also done original research that confirms and enriches some of these findings. In 2004–2005, I conducted a study28 of twenty-three consistent high-performance companies that grew for long periods of time primarily by “organic growth,” which I defined as growth derived from selling more goods and services to more unrelated parties in arms-length transactions on commercially normal terms. My findings were consistent with the finding set forth above and that of other researchers29—that high employee engagement is critical for consistent high performance.30 My research further suggests that the following employment practices can facilitate high employee engagement:
• Stock ownership
• Promotion-from-within policies
• Humble, passionate, steward-like leaders
• Fairly applied, transparent and stable HR policies31
• Mutual accountability
• Devaluation of status, hierarchy and elitism
My research produced findings that were consistent with many of the elements of the Toyota Production System, which until recent years has produced the automobiles most highly ranked for reliability in the world. Toyota’s model32 is to be a great learning organization that seeks relentless and constant improvement from a highly engaged workforce through root cause analysis, team problem solving, and decision making. At Toyota, the root cause analysis process focused on the “5 Whys” not the “5 Who’s” (i.e., who’s to blame), with the 5 signaling that this is usually the number of “why” questions that need to be asked before a problem can be fully analyzed.33 Like the companies in Good to Great, Toyota wants employees to be open about their mistakes, which requires employees to trust that they won’t be punished for reporting them.
In the Toyota system, managers and leaders serve employees as teachers and facilitators, and the company devalues status differentiators and elitist perks. Many of the companies I studied in my own research fought elitism, too. At the time, for example, the CEO of Best Buy and all his direct reports had very small, windowless offices. Best Buy and UPS used no corporate jets. Best Buy, Stryker, TSYS, and UPS were servant leadership companies. The president of Tiffany & Company when asked to describe the Tiffany culture in one word responded: “Humility. There is only one star here, and it is Tiffany.”34
Overall, the Gallup research and the eight studies on high-performance businesses provide evidence that engaging employees in high performance requires humility, passion, and open-mindedness from managers and leaders. To encourage learning among employees, leaders and managers must engage with employees in an emotionally positive way. They have to build trust by being fair, reliable, consistent, and competent. They must demonstrate that they care about employees as individuals and are investing in their growth and development.
These findings are further buttressed by analogous findings in the field of client-centered therapy by eminent psychologist Carl Rogers. To have an effective, growth-producing therapeutic relationship, Rogers stressed that the following are necessary: transparent honesty between the parties, genuine caring for the client, empathic understanding of the client, mindful presence and listening by the therapist, and mutual trust.35 You can see that the behaviors and attitudes necessary to create high learner engagement, high employee engagement and an effective client-centered therapeutic relationship are the same.
The research findings in education and clinical psychology and the high performance business research all confirm the power of high emotional engagement. Horst Schulze, who built the Ritz-Carlton Hotel chain, understood this. He built a business around encouraging these behaviors among his employees, and he often visited my classes when I taught at the Goizueta Business School of Emory University. Schulze’s mantra was, “We are ladies and gentlemen serving ladies and gentlemen.” He gave employees autonomy and showed them his trust of them by giving every one of them the unilateral right to spend up to $2,000 on any guest to make that guest happy. In daily huddles, the employees gathered to engage in learning focused on core values. Schulze’s turnover was significantly below industry averages because he provided his employees dignity, meaning, and respect, and made each employee’s role important in a best-in-class business.
Another CEO that I had the privilege of getting to know exhibited this same emotional engagement with his company and his employees. Herb Kelleher, one of the founders of Southwest Airlines, arguably built the most successful modern U.S. airline, and did so based on high employee engagement. After a meeting with him in his Dallas office, I witnessed something special while he walked me around the building. He addressed every employee we encountered by first name—and each of them hugged him. Yes, hugged him. The affection was real. The love and respect was deep.
Those two leaders were special people who were able to spread their emotional engagement through their entire companies.
Overall, the research and the science paint a clear picture. A good organizational learning environment is one that promotes high employee engagement and positive emotions. An emotionally positive environment encourages learning by mitigating the big learning inhibitors: fears, ego defenses, complacency, and arrogance. Two critical policies necessary to mitigate those inhibitors are an inviolate permission to speak freely and conditional permission to make mistakes and fail (within acceptable financial risk tolerances). Employee-centricity is also necessary to promote high employee engagement, learning mindsets, and motivation. A specific kind of leadership is required: Theory Y leaders who are employee-centric and whose behaviors are driven by being open-minded, humble, authentic, positive and civil, and who have integrity, trustworthiness, and a passion for learning. High employee engagement and a high learning environment are created by building an internal system that aligns—in a consistent and self-reinforcing manner—the right culture, structures, leadership behaviors, HR policies, measurements, and rewards.
Putting It Into Practice: IDEO and W.L. Gore & Associates
To round out this look at learning environments, let’s take a look at two other well-known and well-regarded companies that are admired for their consistent high performance and innovation: IDEO and W.L. Gore & Associates. We will see that they too owe their success to high employee engagement and high learning.
IDEO
IDEO is a world famous, privately owned design firm with ten global offices and approximately 550 employees. Formed in 1991, it is best known for designing Apple’s first computer mouse. IDEO is renowned for its innovation—an indication that it must be a great learning organization, because innovation requires discovery and iterative experimentation (i.e., learning).
IDEO’s founder David Kelley and his brother Tom Kelley recently wrote a book titled Creative Confidence: Unleashing the Creative Potential Within Us All in which they detail the IDEO way.36 They describe how IDEO has created a culture and processes that enable employees to overcome their fears of failure and their insecurities in order to act creatively. Because acting creatively requires employees to explore many alternatives, have spirited debates, and conduct numerous experiments, IDEO’s culture also encourages employees to be open-minded and avoid rushing to judgment.
According to Creative Confidence, IDEO believes that failure is part of innovation and that everyone has to learn to face failure directly, learn from it, and try again. Only by truly “owning” failures can anyone build resiliency. Failure is viewed as a good thing at IDEO for another important reason: it builds humility. Humility enables deep empathy, which is needed for employees to put themselves in the shoes of users or customers. At IDEO, employees have permission to fail because innovation and personal learning can result from failure. The Kelley brothers cite Albert Bandura’s idea of self-efficacy and Carol Dweck’s concept of the growth mindset, discussed in chapter 4, as being part of the IDEO way.
So how does learning at IDEO happen? In teams made up of diverse people. Teams collaborating at every stage of the “Design Thinking” process is one of IDEO’s hallmarks, but teams are about more than just work at IDEO. The firm’s employees are encouraged to form deep, meaningful friendships at work because caring relationships are part of a positive work environment. A positive work environment with positive relationships enables creativity. IDEO supports Collins’s tenet to “confront the brutal facts.” IDEO also supports Porras and Collins’s argument that iterative learning through experimentation and constant improvement is the underlying corporate adaptive process.
W.L. Gore & Associates, Inc.
Bill Gore was an engineer at DuPont when he became disenchanted with the corporate game.37 In 1958 he founded what would become a highly successful, global private company revered for its innovation. Today W.L. Gore & Associates, Inc. (Gore) grosses over three billion dollars in revenues and employs over 10,000 employees in thirty different locations. Well known for waterproof, breathable GORE-TEX® fabric, the company’s portfolio includes everything from high-performance fabrics and implantable medical devices to industrial manufacturing components and aerospace electronics. Gore is a privately held company owned by members of the Gore family as well as by employees with at least one year of service (referred to as “associates”), who become shareholders through a stock ownership plan. Founder Bill Gore felt it was important for associates to have an equity stake in the company’s long-term success and to share in the risks and rewards of the enterprise. This is also a feature of UPS, as we will see in chapter 11.
In creating their company, Bill and Vieve Gore were heavily influenced by the works of Douglas McGregor, developer of the Theory X and Theory Y management idea, and psychologist Abraham Maslow, a founder of the humanistic psychology movement.38 The late Mr. Gore disliked bureaucracy and the word “boss.” He didn’t believe in using traditional management models to build the company. At Gore, someone is a leader only if there are associates willing to follow that person. This is a form of actual authority because such a leader is able to influence the followers through the demonstration of good judgment, unique knowledge, and established trust. Rank, status, and titles minimally impact a person’s influence at Gore.
Decisions at Gore are made through collaboration between the associates whose work such decisions impact. Distributed leadership is the model. Manufacturing plants are structured to be small—generally fewer than 250 associates—so that the entrepreneurial spirit isn’t snuffed out by corporate bureaucracy. Keeping groups small also allows people to really know each other and talk face-to-face. Gore utilizes tools such as e-mail, voice mail, and video conferencing, but knows that face-to-face communication drives cooperation, collaboration, a high level of associate engagement, and teamwork. There is a willingness to allow associates “face time” to build trust in their relationships, even when this involves international travel.
Bill Gore built a people-centric company because he knew that people are the most valuable resource and that it’s only by and through people that things get done. Gore operates under a principle that everyone should be fair in all dealings with each other, with suppliers, with neighbors in the community and with customers. The Gore culture encourages associates to challenge traditional thinking, experiment, and voice differences of opinion openly and directly. They are encouraged to help, support, and encourage one another as they all strive to develop and grow. Asking for help is seen as a positive sign, not as a sign of weakness, and failures are celebrated as learning opportunities and treated as a jumping-off point for the next project.
Gore’s hiring process is very rigorous and time consuming, because being hired for cultural fit is key to the candidate’s success. The company looks for intrinsically motivated people, and once hired, encourages them to really know themselves—to know their strengths and areas that need further development. Gore continuously focuses on these individual strengths and on minimizing weaknesses, and the company tries to guide associates toward job-related commitments that play to their strengths. You will see this same principle in the Bridgewater story. Gore operationalizes an individual’s basic need for autonomy by emphasizing that employees take ownership of their commitments and personal development. All associates are evaluated by teammates and peers according to their contributions to the success of the enterprise.
Gore is committed to supporting every associate’s desire to grow and develop. A promotion-from-within practice supports this commitment. Every associate at Gore has a personal development plan and a sponsor. Sponsors are mentors and coaches, not managers. Being a good sponsor is recognized as a contribution; although, associates are ultimately responsible for their commitments and development.
I was very fortunate to learn about Gore’s unique culture through interviews with Richard G. Buckingham, a thirty-five-year Gore veteran.39 Rich’s personal Gore story reveals a lot about the company’s commitment to associate development. Rich joined Gore in 1978 as an hourly mechanic. Over his long career, he has held many leadership commitments of increasing responsibility. This has included being a part of global teams with activities in the United States, China, Germany, and Scotland. Rich learned a lot on the job, and with Gore’s financial help, obtained additional formal education. Today Rich is responsible for a campus of three facilities employing over 300 associates.
Rich explained to me that associates are encouraged to experiment. Everyone is taught the “Waterline Principle.” As Rich explained, “You have lots of latitude so long as you don’t take any big risks that will sink the ship or sink you.”40 According to Rich, everyone at Gore is taught to evaluate things by asking themselves: “What is the worst thing that could happen if I do this”?41 Rich told me that key to Gore’s culture is an understanding among the associates that if they see a need, and failure isn’t going to sink the ship, they should just go do something about it. If it does look to be risky, however, consultation with other associates is required before taking action.
I asked Rich to describe the essence of Gore in one or two words. His response to me was: “Opportunity.” He also told me that Gore believes that associates develop a higher level of freedom by developing their capabilities, because by developing their capabilities, they are prepared to take advantage of an opportunity when it presents itself. Gore also believes that in return for these opportunities associates respond with their highest levels of engagement and performance. That implied contract drives mutual accountability and trust. It’s the same implied contract that Toyota historically has had with its employees, and chapter 11 shows that it’s also the same implied contract that UPS has with its 400,000 employees.
I also asked Rich to explain how Gore fights complacency and arrogance. His quick response was: “Raging curiosity!”
Conclusion
The discussions of high performance organization research projects, the educational learning environment research, research in clinical psychology, along with the IDEO and Gore stories, illustrate some foundational requirements for anyone desiring to build an HPLO. First, high employee engagement is necessary. Second, one needs to create an internal learning system. That internal learning system should consistently align the organization’s culture, structure, HR policies, leadership behaviors, measurements, and rewards to (1) enable and promote learning mindsets and behaviors and (2) engender a positive learning environment that supports a high level of emotional engagement that meets employees’ needs for autonomy, effectiveness, growth and development, and relatedness. These needs are more likely to be met when individuals feel respected, trusted, and cared for and feel that they can trust the organization and its leaders. One of the indicia of that trust is employees being able to speak freely without punishment. Another is a conditional permission to make mistakes within the limitations we discussed. Third, that system must drive the behaviors set forth in Table 5.1. Fourth, a specific kind of leadership is needed to facilitate learning and high emotional engagement. It should be clear by now that how leaders and managers treat people is critical to high employee engagement and high learning engagement. Good intentions are not enough. Behaviors count.
We are now ready to move to the next element of the HPLO formula—the Right Processes; chapter 6 focuses on processes that support good learning conversations and collaboration, and chapter 7 discusses critical thinking processes and other learning tools.
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
In chapter 4, we focused on the first part of the High-Performance Learning Organization formula: the Right People. Chapter 5 focused on the second part: the Right Environment for creating a learning system. We now move to the third part of the formula: the Right Processes, and specifically in this chapter, the right kind of communication processes. Here, I talk about having learning conversations and what makes them so difficult.1 I discuss the other right kind of processes—critical thinking processes—in chapter 7.
First, however, let’s review what we have discovered so far. I would guess that before reading chapters 2 and 3, many of you thought of yourselves as good learners and good thinkers. Those chapters probably threw you for a loop. If you read them closely and reflected on the content, you most likely have come to the conclusion that you are not as good a thinker as you thought, and that you are a much more emotional thinker (and learner) than you presumed.
We found out in chapter 2 that learning requires us to change our mental models—our beliefs about the world and how it operates.2 True learning requires us to process discordant information and make sense of it. This transformation in our thinking requires us to unpack our assumptions, weigh evidence, examine alternatives, and come to a new view of a situation. It also requires us to refrain from defending, denying, or deflecting important new information, and to understand how our emotions and ego defenses are affecting our thinking.
In many learning situations, it’s hard for us to do all of this by ourselves. Our mental models are too entrenched and our ego defenses are too strong. Thus, learning, critical thinking, and creative/innovative thinking can best be achieved when facilitated by teachers and others we trust, and in a work environment by mentors, managers, leaders, and teammates. This is especially true when dealing with new situations, uncertainty, or ambiguity. Learning is a team sport. That is why effective learning conversations are so important.
Learning conversations can be difficult in the same way that engaging our System 2 thinking can be difficult. Why? Most of the time we engage in conversations with System 1 type goals, which confirm what we think we know and affirm our self-image. In the same way that ego defenses can sabotage the ability to think logically, they also are active in conversation to protect us from harm, which may include the fear of being wrong, looking bad, or losing. However, those kinds of conversations don’t enable much learning. To solidify the connection to System 1 and System 2 thinking, let’s call good learning conversations “System 2 conversations.” Such conversations are a higher level of talking or conversing called “dialogue.”3
System 2 Conversations
A System 2 conversation is a deliberate, nonjudgmental, nondefensive, open-minded exchange. It is honestly sharing yourself with another in the hope that he will share himself with you in a similarly honest manner. To engage in this type of conversation, we basically have to agree that our beliefs are not fixed or final and are open to modification. That premise allows us to weigh new information with others and evaluate the underlying strength of support for our own assumptions, beliefs, opinions, and judgments.
The goal of a System 2 conversation is not to confirm what we believe, but to stress test what we believe. A System 2 conversation is not a competition. It is a process in which people come together to learn from each other and to reach the best objective result. We should enter System 2 learning conversations with the mindset that everything we believe is conditional and subject to change based on new information. As my colleague Jeanne Lietdka at the Darden School of Business likes to say: “We all would be better off if we treated everything we think we know as an assumption to be constantly retested with new data.”
System 2 conversations require trust, mutual respect, respect for the process, and psychological safety—all of which are also necessary, as discussed in the previous chapter, to achieve the Right Environment for creating a learning system. When all of these features are present, we can practice self-disclosure in our conversations.4 This is critical; the late professor Sidney Jourard believed that the only way we can really know ourselves is by disclosing ourselves to others.5 That is why meaningful relationships in an organization are so important.6 They build trust, which enables self-disclosure, honesty, and learning conversations.
Not just trust and respect, but almost all the concepts discussed in chapter 5 regarding learning environments also apply to System 2 conversations. The quality of learning conversations will be higher if we feel valued and trust the workplace we’re in. In many cases, learning conversations require us to admit when we’re wrong. To do that takes courage and confidence that we won’t be punished or viewed in a negative manner by others. Permission to speak freely and permission to be wrong must exist if we’re to have a chance of overcoming our ego defenses and our fears. Employee-centric, positive work environments and high employee engagement enable System 2 conversations.
The earlier one learns that “it is not all about me,” the more effective one will be in behaviors that enable System 2 conversations, such as suspending judgment, engaging in active, reflective listening, and considering the views of others. In other words, empathy and humility make for better conversational teammates in a learning organization. Empathy and humility also help negate some major inhibitors of effective learning conversations: personal and intellectual arrogance. Likewise, the devaluation of status and hierarchy makes it easier for people to speak openly, directly, and honestly. This was a factor in the Gore story, and you will see this later in the Bridgewater, Intuit, and UPS stories as well.
A Failure to Communicate
I came from a humble background. I grew up in a two-bedroom, one-bath house with my little brother and my parents in a small town in western Georgia. My mother was from Massachusetts and my father from Germany. We were different from the norm.
From as early as I can remember, my mother told me that good grades were the way to see the world. My parents made that world accessible to me by taking me to bookstores and buying me books that I read voraciously. Books were my transportation to the big “out there.” Then the TV brought the big world into my view. After that, I never considered staying put. I was driven to get good grades to move on.
I grew up in a warm, loving environment but one where emotions were frowned upon and leaving things unsaid was the preferred way. We never had really personal conversations. I approached conversations most of my early life the same way I approached thinking—I was a fast thinker, and I was a fast talker and responder. I was a “confirm and affirm” machine. I thought I was a good listener. I thought I was open-minded. I was not. I did not suspend judgment, because my mind was always formulating my response or counterattack while the speaker was still speaking, and I always subconsciously “knew” the right time to interrupt and launch my response.
Looking back on it, I viewed conversations like guerrilla warfare—hit fast and move on. I was an arrogant thinker and conversationalist, but this was masked by a personal and friendly, nonarrogant demeanor. The combination worked for many years. I didn’t know how to slow my response system down and listen. In my work environments (law and investment banking), there was pressure to produce as much high-quality work as fast as possible. Speed of thinking and conversing was important.
I was put in my first real big leadership position at age thirty-three. I was a highly effective “boss” in that my teams produced exceptionally well, and I took care of them in both financial and career terms. I viewed learning conversations as a means to teach—not to learn. I was all business and had very little time for personal conversations (or “chit chat,” as I called it). I did not relate—I talked. That style worked for me for eight years—or really, for all my life, until 1988.
In that year, in the same week, I suffered my first major failures—three in one week. First, I lost a lot of money in a business deal. Second, and more important, my wife told me she needed time away from me because I was not the person she married—I had become an obsessed work machine and was not “there” even when I was physically present. She said I was emotionally immature and vacuous, not emotionally engaged with her, and a poor listener. I talked, but I did not relate to her as an individual, and I did not share who I was with her. Third, at the same time, I was one of two finalists for a great CEO job, and the senior partner running the CEO search called me in and said: “On paper you are the best person for this job. But I am not going to recommend you because I don’t think any job will ever be enough for you. You are too driven and consumed.”
Three blows to the ol’ ego in a very short period of time. Well, I did what everyone should do in that situation—I sought help, with the goal of figuring out what was wrong with them. Yes, that was my mindset. Mental models are hard to change.
I found someone who was highly recommended and specialized in counseling executives—one of the first women to graduate from the College of Physicians and Surgeons at Columbia University. And through conversations with her, I discovered that I was a poor listener and a poor manager of my ego and that I avoided emotional conversations. I was not relating to or emotionally engaging with people. I realized that the problem wasn’t with “them”—it was with me.
With her help, I learned how to really listen, how to suspend my automatic response system, and how to be aware of my emotions and be present “in the moment.” I learned how to be emotionally more accessible. She transformed my life by helping me understand why I had become such an effective, successful machine that had lost its humanness along the way. She engaged me in exploring how to be effective and human.
I am happy to report that my wife and I reconciled shortly thereafter, and we recently celebrated thirty-three years of marriage. She would tell you that I am still a work-in-progress. I would agree and say that I hope to always be one and always continue to improve.
In my work life, I became a Theory Y leader who cared about my employees and colleagues as people. I learned to really listen to them and to clients and to become a trusted and effective adviser, not just a seller of services. The more I truly listened and truly engaged as a person with people, the better my groups’ financial results became. The more I related—instead of just talked—the more positive the results were both financially and emotionally.
In other words, what I am talking about in much of this book (although I did not know the science then) worked for me. The research confirms that it can work for you.
Today’s business environment is more fast-paced than the environment in which I operated. Many public companies have become so lean that those employees, managers, and leaders who survive are pushed to do more and faster with fewer resources. The pressures are great to increase production, lest you be replaced in the next “reorganization” or “transformation.” (Today the words “termination” and “downsizing” have bad connotations that imply failure, and so corporate speak tries to spin the reality.)
In these environments, the easiest way to grow is through operating efficiencies and productivity matched with acquisitions as needed. This type of strategy rewards machine-like operating systems. Learning in those environments is hard because learning is not an efficient process. Learning requires people to change what they think and how they act. That in turn requires System 2 thinking and System 2 conversations, and they take time. They take emotional engagement. They require the machine to slow down.
While System 2 conversing may not be efficient, this doesn’t mean that there aren’t best practices when it comes to approaching and institutionalizing this type of dialogue. I next explore a few strategies that can help increase the number and the quality of your System 2 conversations.
Asking Not Telling
Edgar Schein, a professor at MIT and a leading authority on cultures has advocated for “humble inquiry” as a necessary skill and process for learning conversations. He stresses that a learning environment must offer “psychological safety,” as discussed in the last chapter. In addition, he believes that the United States has a culture that values “telling” over “asking.”7 If my personal story is any indication, I have to agree with him.
Schein believes that we cannot begin to build trusting relationships unless we engage in humble inquiry.8 “Telling” assumes the other person does not know. Telling is a hierarchical positioning act that says in effect: “I know more than you, and therefore, I am smarter and better than you.” Alternatively, “asking” says: “I care about what you think, and I am ready to invest myself in listening.”
Humble inquiry is a process of discovery. It is with open-mindedness and no predetermined or hidden agenda that we seek to learn. This type of seeking cannot happen by asking leading questions or being adversarial. It doesn’t work if you’re trying to lead someone to your answer. Rather, humble inquiry is “being in the moment” and in a receiving mode. It is being as unbiased, unemotional, and “un-me” as possible. It is also about trusting. Trust enables recognition of our humanness and the fact that we all have weaknesses, make mistakes, and know much less than we think we know. Real learning, in most cases, requires us to change what we believe, and humble inquiry helps us do that.
In most business environments, humble inquiry is hard because it’s by getting things done and being good “doers” that people get promoted. The promoted person then thinks her job is to tell people how to do the task just like she did, because clearly that is the way to advance. In most business environments, people are scared to constructively disagree or dissent. They also are scared to ask for help or admit they don’t know something.
How many of you who are in leadership positions have frequently admitted to employees that you don’t know? Humble inquiry requires that kind of authenticity and humility. Schein believes that we will engage in learning and difficult conversations if and only if we believe that the other person will not take advantage of us, embarrass us, or use what we say against us later, and that he or she will tell us the truth.9 Basically, we must believe that the person will not hurt us but will have our best interests at heart.
Another good framework to approach difficult conversations comes from the work done by the Harvard Negotiations Project.10 That framework sees every conversation as three separate conversations: (1) a conversation where the parties each give their own view of what happened or what they believe the facts are; (2) a conversation where the parties each talk about how they felt about what happened; and (3) a personal private conversation that the parties each have with themselves to understand how much of their identities or egos are invested in a particular outcome.11 Chapter 9 demonstrates the processes that Bridgewater uses in every learning conversation, which recognizes the multilayered nature of these interactions. Every conversation’s purpose is declared at the outset and that declared purpose helps set the ground rules for the conversation. Bridgewater also uses a process of “getting in synch” to determine whether people are communicating and reaching an understanding of others’ positions in learning conversations. Bridgewater’s culture of “Radical Transparency” is intended to drive open, honest, fully transparent conversations.
Being aware of one’s feelings, understanding what lies beneath those feelings, and figuring out how much self-image or self-worth one has invested in a particular view or outcome are all necessary in order to move beyond one’s ego defense system to truly collaborate. We discussed this same point in chapter 3 when we talked about ways to keep our emotions from hijacking our thinking. We discuss it again in Chapter 7, when we look at the work of Kegan and Lahey with regard to unpacking the beliefs underlying one’s feelings, and in chapter 9, when we look at a Bridgewater learning process, called “getting above yourself.”
High-Quality Connections at Work
High-quality connections at work12 help build the kind of relationships that enable System 2 learning conversations. Professor Jane Dutton at the Ross School of Business at the University of Michigan has done some outstanding research in this area, focusing on how respectful personal engagement occurs in workplaces.
Engaging with another person requires us to be present. To be present, we must be emotionally engaged and stay engaged—not be distracted by other thoughts or activities such as our mobile devices.13 This takes effort and patience, because we can cognitively process up to 600 words a minute while most people only speak at a rate of 100–150 words a minute.14 In other words, we get bored while listening. Have you ever sat through a conversation and in your head tried to urge the person to talk faster? I have. Fighting that cognitive boredom is key if we are to stay engaged, especially because people can subconsciously sense others’ feelings and emotions.
Our emotional systems are triggered not only by the actual words someone speaks to us, but also by the emotional messages they transmit. Those nonspoken emotional messages are what Deborah Tannen called “metamessages.”15 They are evidenced by the speaker’s body language, tone, loudness, pitch, and pace of speaking. They are also evidenced by the speaker’s feelings that we can sense.16 People broadcast their feelings both consciously and subconsciously, and metamessages can be received either consciously or subconsciously. We operate emotionally like a giant radar system scanning our environments and picking up others’ feelings easily. We can sense whether someone is really present and emotionally engaged with us in the conversation.
Dutton cites research confirming that presence is conveyed by more than just language. Studies have shown that more than 50 percent of the impact of a message is conveyed by body movements, 38 percent is conveyed by tone of voice (e.g., volume, pitch), and only 7 percent of a message is conveyed by the words.17 In light of this, Dutton suggests that we need to actively send signals to the other person that show we are engaged, and she suggests three ways to do this:
1. At the appropriate time in the conversation, paraphrase back to the speaker what you think they have said and ask whether you understood them correctly;
2. Summarize what the other person said in your own words and ask for clarification; and
3. Ask for further explanation or more details.18
It is easy to see that this type of active engagement requires face-to-face interaction. That is why, for example, Gore structures its operations in small units—generally 250 people or less—and explicitly encourages face-to-face conversations rather than conversations through e-mails or voicemail.
High-quality conversations require emotional engagement. Being genuine, being in the moment, being empathetic and acknowledging the other person’s feelings and situation in a nonjudgmental way are key. What inhibits this type of active engagement? It’s fear, status, hierarchy, and time pressure. As we learned in chapter 5, Gore’s abhorrence of hierarchy and status goes all the way back to its founders’ beliefs in Theory Y leadership and humanistic psychology. They saw an organization’s purpose as helping human beings overcome their weaknesses by joining with others to do meaningful work. Similarly, chapter 9 discusses the immense amount of time spent at Bridgewater in learning conversations.
The power of work connections is really the power of relationships that are built by authentically relating to another person and recognizing their uniqueness, and doing so in a respectful way that builds trust. These types of work connections meet individuals’ innate needs for relatedness. John Gabbert, the founder of home-furnishings retailer Room & Board, has built a very successful, privately owned business based on building and maintaining high-quality trusting relationships with employees, customers, and suppliers.19 It’s a relationship business model built by trust, mutual respect, and collaboration—that is, high-quality conversations.
Based in Minneapolis, Room & Board sells high-quality, classically designed home furnishings through thirteen Room & Board stores nationwide and through its website. It has over 800 employees and generates over $375 million in revenue. More than 90 percent of its products are manufactured in the United States by American craftspeople and private family businesses.
Room & Board operationalizes its relationships business model across employees, customers, and suppliers by encouraging transparency and high engagement that engenders mutual respect and trust. For example, every month the employees receive detailed information on the company’s strategy and financial results so that everyone knows how their roles contribute to the good of the business. This disclosure says, in effect, “We trust you with this information,” and also creates an environment of mutual accountability among all employees. Room & Board trusts its employees to act professionally and in accordance with its fundamental Guiding Principles—not rules. Room & Board has no employee manual. It doesn’t count sick days or personal leave. Managers are taught to make judgments based on a few core principles.
Likewise, annual meetings with suppliers include disclosure of full financial results by both sides to make sure both parties feel they are being treated fairly. Both sides in those annual reviews make commitments to each other, and Room & Board keeps its buying commitments even if the market slows down, because, in return, the family-owned manufacturer commits to interrupting its manufacturing schedules to accommodate and prioritize customized Room & Board orders. The manufacturer can plan its year relying on a base business from Room & Board, and Room & Board can rely on the manufacturer to produce customized orders very quickly—a mutually beneficial relationship.
Room & Board encourages all employees to work only eight hours a day to enable them to have a personal life. Many companies talk about work-life balance, but Room & Board lives it, believing that having good relationships outside of work helps employees come to work with positive attitudes that positively impact their work relationships. When I visit companies for research, I typically show up thirty minutes early because I find I can learn so much about a culture by observing people’s interactions as they come to work. I did that at Room & Board’s home office, and when I arrived at 8 a.m. I found that the front door was locked. After I knocked, a security guard came and invited me to come in. When I asked where everyone was, he answered: “Work starts here at 8:30 A.M., and it gets quite busy around here at 8:25 A.M.” He was right. I experienced the same thing at the end of the day; I was interviewing senior management and employees working in the home office and distribution center, and around 4:30 in the afternoon, I informed my host that I was happy to meet with people for a couple more hours. She responded that everyone tries to leave by 5–5:30 P.M.
With respect to customers, Room & Board works to build ongoing, trusting relationships by putting customers’ long-term interests first and foremost. They accomplish this by allowing customers to customize purchases and receive them in time frames much shorter than industry averages. Room & Board also shuns the practice of paying its store employees on a commission basis, and that puts the Room & Board store employee in the role of being a trusted adviser to customers by delinking how much one is paid to how much the customer buys. Room & Board also focuses on employee retention, knowing that in order to have real long-term customer relationships, it needs to have low employee turnover in each store. If every time a customer were to visit Room & Board, a different Room & Board employee were to assist, building trusting personal relationships would be much harder.
Through its high employee engagement practices, Room & Board achieves very high employee tenure compared to retail industry averages. Room & Board’s relationship business model drives its very selective hiring. It works hard to find people who buy into the Room & Board philosophy that personal growth comes from richer experiences and deeper relationships in your current role, not from climbing a corporate ladder.20 It seeks to hire and retain employees who find meaning in their work. According to Room & Board’s Guiding Principles: “There is both tremendous productivity for the company and personal fulfillment for each staff member when someone finds their life’s work. It’s a wonderful circle of success.”21
Like Gore, UPS, and Bridgewater, Room & Board’s model is not for everyone. My MBA students always have a hard time with the Room & Board case because many of them want to climb a corporate ladder as fast as possible.
Sense Making Is Mindfulness
Dutton’s work on respectful personal engagement at work ties into landmark work done by University of Michigan professor Karl Weick. In recent years, Weick has focused his studies on how individuals in organizations that require high reliability make sense of their fast-paced, changing environments. He has studied employees engaged in fighting forest fires, controlling air traffic, landing jets on the decks of aircraft carriers, and operating nuclear reactors, focusing on how to mitigate mindlessness or automaticity. In other words, he has focused on what I call System 2 thinking and System 2 conversations in situations where mistakes could cause a lot of harm.22
Weick deftly summarizes why learning in successful organizations and by successful employees is so hard: “In effect, success narrows perceptions, changes attitudes, feeds confidence in a single way of doing business, breeds overconfidence in the efficacy of current abilities and practices, and makes leaders and others intolerant of opposing points of view.”23
He advocates that leaders create cultures and processes to fight this arrogance and complacency by using practices such as permission to speak freely; rewarding the reporting of mistakes; just-in-time, after action reviews; teams checking each other’s work; and treating near mistakes as mistakes to be learned from. This research is applicable to every business today because what Weick is advocating is that individuals and organizations must continually learn, sense, and process new information and stress test their mental models.
Weick’s work is about how to be mindful. In effect, he is advocating a System 2 approach to perception, because mindfulness is being attentive and noticing what is present and when you are present.24
So much of learning requires one to be present—to be sensitive to the need to take our thinking up to a System 2 level; to be sensitive to and manage our emotions and ego; and to be present when engaging with other people to build meaningful trusting relationships that enable emotional engagement and learning. In The Power of Mindful Learning, Ellen Langer says that being present also means being alert to differences and novelty, and open to different perspectives.25
All of this reminds me of a saying I learned doing business with cattle ranchers in Oklahoma. When you looked someone in the eye and they were clearly “there,” they’d say: “someone’s home.” What they meant was that someone was present and emotionally engaged, authentic and vulnerable.
Maybe Woody Allen was right when he said that showing up is 80 percent of life.26 Really showing up!
Conclusion
There are three consistent themes running through our discussions of Systems 1 and 2 thinking and conversations:
1. We generally overestimate how good we are at thinking, relating, and learning and how much we know.
2. We are not deeply aware often enough of our thinking, relating, emotions, ego defenses, fears, and the metamessages that we send to others.
3. We generally are not actively present (mindful) enough because we operate too much on autopilot.
We have learned from recent research in neuroscience and positive psychology that emotions have a powerful influence on every stage of cognition and conversation. We have learned that higher level System 2 thinking and conversations are necessary in most cases for learning to occur. To engage at that level takes intentional, deliberate, and mindful hard work. In essence System 2 thinking is aided by engaging in System 2 conversations with others.
We have learned that to enable learning, an environment must be trusting, humanistic, and positive. It must promote high emotional engagement; mutual accountability; open-mindedness; permission to speak freely; reporting of and tolerance for mistakes; a maniacal vigilance against arrogance, elitism, and complacency; and the devaluation of status and hierarchy. All of that enables System 2 thinking and System 2 conversations. If you want to be part of a learning organization, you must engage in effective learning conversations, because as we have discovered, learning is a team sport.
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
The fact is our starting point.
—ARISTOTLE
This chapter completes our High-Performance Learning Organization formula by focusing on critical thinking tools as part of the Right Processes.1 Learning is a process of modifying or completely changing our mental models based on new experiences or evidence. Critical thinking tools are designed to help us identify weaknesses in our mental models and to counteract our human tendencies—cognitive blindness, cognitive dissonance, cognitive biases, and our ego defenses—that make changing our mental models so hard. In their book Critical Thinking: Tools for Taking Charge of Your Professional and Personal Life, Richard W. Paul and Linda Elder set forth what I call a “critical thinking creed” that I find helpful to keep in mind when reading about critical thinking tools:
I will not identify with the content of any belief. I will identify only with the way I come to my beliefs. I am a critical thinker and, as such, am ready to abandon any belief that cannot be supported by evidence and rational considerations. I am ready to follow evidence and reason wherever they lead. My true identity is that of being a critical thinker, a lifelong learner, and a person always looking to improve my thinking by becoming more reasonable in my beliefs.2
By detaching our self-image and self-worth from our beliefs, we should be more willing to stress test those beliefs instead of habitually defending them. This means that being who we are won’t be tied up in maintaining a particular view, answer, opinion, or conclusion. Rather, we can define our “being” by how we think and converse. Defining everything we know as conditional—subject to change based on new evidence—can help decouple our egos from our beliefs. To be good critical thinkers requires intellectual humility and a healthy respect for the magnitude of what we don’t know. I find three simple questions helpful in operationalizing this critical thinking mindset: What do I truly know? What don’t I know? What do I need to know?
In this chapter, I focus on some “tools” or processes that address four purposes: (1) slowing down our reflexive, habitual way of thinking so we can appropriately think more deliberately and deeply; (2) increasing the probability that we’ll attend to disconfirming data by priming ourselves to be more open to it; (3) helping us unpack the assumptions underlying our beliefs so we can subject them to rigorous testing; and (4) helping us continuously learn from the results of our decisions and actions. I do not address models of “rational decision making” here; you can easily find those in any critical thinking textbook. Instead, I deal with the impact of our humanness on our critical thinking abilities and put forth tools developed and applied in real world situations that mitigate against the usual weaknesses in our thinking.
Klein’s Tools
Dr. Gary Klein has developed three tools that can increase the probability that we’ll be able to “see” and process new or disconfirming data and mitigate our cognitive blindness and dissonance. Klein is one of the founders of the naturalistic decision-making community of thinkers, whose approach to thinking has been to study how experts make decisions in high-velocity environments where mistakes have high costs, such as with fire fighters and combat soldiers. The three tools I cover in this section are the Recognition-Primed Decision model, the PreMortem tool, and Klein’s “insight” process.
Recognition-Primed Decision Model
Klein’s Recognition-Primed Decision (RPD) model3 results from an approach to decision-making research that differs from that generally taken in behavioral economics and traditional judgment and decision-making research. The latter research is valuable because it illuminates a plethora of heuristics and biases that people subconsciously use and that result in suboptimal decisions. Examples of this include the work of Daniel Kahneman and Max Bazerman on cognitive biases,4 which we discussed in chapter 2. That research was based primarily on laboratory experiments with students. Klein and others, by contrast, wanted to study how people actually make good decisions in the real world, especially in situations characterized by change, uncertainty, time pressures, and big downsides.5 Certain cognitive biases, according to Klein, are much less present in the real world situations on which Klein’s work has focused. Klein and Kahneman are friends and have debated their different beliefs publicly.6
Klein found that people in high-velocity environments, where speed of decision making is important, generally don’t take the time to generate alternatives and then weigh the pros and cons of each or engage in a probability evaluation. Instead, they engage in fast pattern matching. They process the environmental cues or conditions generated by the situation, create a pattern of what they think is happening and then match that pattern to the patterns “on file” in their minds. They sense, process, interpret, and then pattern match.
According to Klein’s research, once decision makers in these high-velocity situations match the existing situation to a pattern on file in their minds, a course of action automatically comes to them based on prior experience and learning. This matching process usually produces only one answer—one response. Obviously, the richer a person’s prior experience, the more nuanced and sophisticated will be the patterns on file in her mind. This becomes an expert’s competitive advantage.
What happens next, according to Klein, is surprising and critical. These experts don’t brainstorm a variety of responses, and they also don’t just accept the immediate answer that comes to mind. Instead, they stop and engage their intentional and deliberate System 2 type thinking to simulate and visualize the outcome if they were to make that response. They play out in their mind what would likely happen if they made the response. They mentally rehearse the proposed response. They then evaluate what they “see.” If they think it will work, they go forward. If they have concerns, they try to modify the response to alleviate them. They adapt their initial response to this situation. If that doesn’t satisfy them, only then do they come up with another option. The research has found that this is an effective process.
Here’s an example of how this model can work. Let’s imagine a fire chief responds with her crew to an industrial fire. Upon arrival, the chief assesses the situation: Are there humans inside the structure? Are there injured people? What is the size and intensity of the fire? What are the materials used to make the structure? What are the contents inside the structure? What are the neighboring structures and their contents? All of this processing happens quickly, as the chief automatically matches this picture to the patterns “on file” in her mind. Similar fires and the subsequent firefighting responses come to mind quickly.
Now here’s the key part. The chief doesn’t immediately give directions and take action. Rather, she deliberately takes the time to consider what will happen if she handles this situation as the previous ones were handled. She does this by simulating and visualizing what will happen if the course of action that came into her mind is actually implemented. She mentally rehearses or plays out how the action will unfold. As this happens, the chief is sensitive to whether something does not feel right. If the mental simulation feels “off” somehow, then she’ll deliberately think about what specifically does not feel right. Is there something in this fire that sticks out as different that should be taken into account? The chief then makes a decision either to go forward, to modify quickly and then go forward, or to take a few minutes and come up with a better response.
This thinking process can be applied in everyday business situations. Every day we make many quick decisions without either deliberately thinking about alternatives or mentally rehearsing the proposed course of action. Some of those decisions are more important than others. We must be aware of our tendency to make quick decisions, and prompt ourselves to slow down when facing important decisions. In those situations, I think the RPD model that Klein has identified can be helpful. The effectiveness of the RPD process tells us that we need to recognize what daily decisions require us to stop and mentally simulate an otherwise quick response. Doing so may cause us to notice something different about the current situation that causes concern. This is key. Is there something meaningfully different about the current fact pattern as compared to the pattern in our mind that we matched? At the same time, we need to be sensitive to our feelings because they can represent our subconscious intuitive knowledge. Does this possible course of action “feel” right? If the answer is “yes,” then proceed. If the answer is “not really,” then we need to focus on what does not feel right, and why.
This RPD tool is a good one for everyone to use because it applies in any important situation where we tend to act on the first answer that pops into our minds. The RPD tool helps us slow down our quick, initial response to allow us to consider how this response would play out in this fact situation. This may lead us to a different—and better—course of action.
The PreMortem
Klein’s RPD works well in situations where you have created patterns in your mind based on previous similar experiences, and when circumstances dictate immediate action. But what about when you’re embarking on something new? In a business context, you could be dealing with new initiatives, new processes, innovation, strategy making, expansions, or a major change in any functional area, for instance technology or human resources. In these situations, you may not have patterns on file in your mind based on past experiences because you have either no experience or not enough experience to be meaningful. But you do have mental models about your business and how business is done in your industry. In these situations, the risk is that you could be too attached to your existing mental models. This might lead you to blindly assume that these models apply to the new situation, rather than subjecting those mental models to critical thinking. To help in these kinds of situations, Klein has created a tool called the PreMortem to help stress test decisions involving novel situations.
A PreMortem is a process that should be used after you have preliminarily decided on a course of action but before you take action. It requires everyone involved to assume that the proposed action was implemented—and that it failed miserably.7 This should put everyone into a different frame of mind, shifting from excitement about a new idea to scrutiny about the reasons for failure. What went wrong? Why did this failure occur? You and each member of your team should individually list all the reasons for this failure. The key here is that by putting yourself into a mindset of actual failure, you should be able to bring new possibilities to mind that you didn’t think about during your planning process.
The next step in the PreMortem process is to consolidate the lists of reasons why the action failed, and then go back to the proposed course of action and evaluate whether you have adequately mitigated against those potential pitfalls. You may need to amend the course of action to mitigate the risks of failure, or in some cases, the risks may be so high or numerous that you need to formulate a different plan altogether.
Klein’s PreMortem tool has two other potential benefits. Klein’s research shows that the PreMortem tool reduces overconfidence. It lessens our certainty, which can make us more open-minded. Also, actually talking about and thinking about what can cause failure can increase the likelihood that, as we move forward, we will attend to data that could be an early warning signal of a failure in process. That is a third benefit of using a PreMortem—it can help prime you to sense and process disconfirming data that you would not ordinarily take heed of. This isn’t the only critical thinking tool that uses this approach; the Learning Launch process, which I discuss in the next section, includes an explicit step in which the team is asked to state what specific evidence would call into question or disconfirm an assumption or belief. In both cases, we are required to stop and put ourselves in a different mindset.8 Doing this creates, in effect, a mental sensitivity to important cues that we may otherwise ignore.
When I discovered Klein’s PreMortem tool, it resonated with me because I had used a similar tool with C-Suite executives in three executive education programs. I had asked those executives to write two newspaper articles for a prime business newspaper dated ten years in the future. One article was to be a story of X Corp titled “A Model of Enduring Success.” The second article was to be a different story of X Corp—“A Sad Story of Corporate Demise.”
The first article was easy for them, and was telling in that it revealed how each executive defined success. The second article, however, was the real purpose of the exercise, and required the executives to think about what could destroy X Corp. In two of the programs, the exercise was productive and resulted in the executives implementing early warning systems at their companies to help detect data that could signal the beginning of demise. In the third case, however, the team of executives thought they were bulletproof; in the story they came up with for the second article, X Corp failed because of government regulation—and X Corp wasn’t even in a regulated industry. Clearly, if you’re unable to imagine failure at all, these exercises won’t be helpful.
This storytelling tool is a lot like scenario planning. Scenario planning tools have been used for a long time in business. They became popular when Shell Oil adopted them in the early 1970s. Their purpose is to help teams create plausible future realities, which requires the people doing the planning to avoid letting their current mental models limit the future alternatives considered. Scenario planning asks: What if this happens or occurs? How does that affect the future? As in my example above, scenario planning is only as good as the underlying team driving the process. Is a diverse team with different viewpoints engaged in the process? Is the team empowered, encouraged, and protected in challenging existing mental models?
The Insight Process
A third process that Klein has created provides yet another way for us to see or consider what we are naturally disinclined to see. Klein describes this important process as gaining “insights,”9 and advocates that most insights come from two ways of thinking about data: (1) deliberately looking for new ways to combine things (connecting the dots) and (2) noticing differences (contradictions/anomalies/inconsistencies).
Insights may lead to innovations, new business processes, or new strategies. To look for insights, we have to slow down our thinking and deliberately search. This requires us to suspend judgment and be open-minded. This process is a way to potentially loosen the powerful grip that our mental models have on our thinking. Insight thinking helps us interpret data in novel ways. Insights can be discovered by asking yourself questions like these:
1. Is there any data here that contradicts or is inconsistent with what I believe? If so, what could that mean?
2. Is there something new, unusual, or out of the ordinary present that I should think about? What could that data mean?
3. Can I look at the data differently and produce a different answer?
4. If I define or reframe my question or problem differently, would that open up new alternatives or help me see more data or create a different dot pattern?
5. Have I actively listed what data would be disconfirming, and have I actively searched for disconfirming data? If not, should I?
6. Does my answer feel right and make sense?
Looking for insights requires us to be open to data that does not make sense or fit with what we believe or want to believe. In chapter 10, we will look at Intuit’s learning processes and how Intuit looks for surprises (insights) resulting from its learning experiments; those surprises can be the basis for a whole new way of meeting customer needs.
We have talked about how fear inhibits good thinking and learning, but in some cases, fear can be beneficial. For example, fear of missing something that could materially change or negatively impact your business seems to me to be a good fear. I call this “constructive paranoia.” I recently spent six hours with a very bright senior management team of a consistently high-performance public company as the guest of the chairman-CEO. The purpose was to discuss how to fight complacency and intellectual arrogance by being paranoid about “what we don’t know.” My role was to help the team recognize and illuminate their fixed mental models about their business and industry. At the end of the workshop, my host took me aside to thank me and said that he thought the most important thing I’d said all day was, “Treat everything you think you know as hypotheses to be constantly retested by new data.”
Let me summarize Klein’s contributions this way. The purpose of critical thinking tools is to help us mitigate our natural tendencies to be lazy thinkers, because as lazy thinkers, we generally do not stress test our mental models or our habitual ways of responding to situations. In addition, we usually do not sense or process data that could call into question our mental models and beliefs. We generally operate on autopilot. Klein’s tools help us to slow down our thinking because each tool requires us to think critically. Following the RPD framework requires us to stop and mentally simulate and visualize a proposed course of action to assess if it’s a good fit for the current situation. A PreMortem requires us to deliberately think about what could cause failure and to assess how the causes of failure impact our proposed course of action. Klein’s process of gaining insights helps us discover new ideas.
The next type of tools I want to discuss are tools that help unpack assumptions. Unpacking assumptions is important in testing our beliefs and decisions, changing our mental models and behaviors, and effecting organizational change.
Unpacking Assumptions
Testing our critical thinking requires us to clearly state our beliefs or points of view. The next step is harder—we have to identify the underlying assumptions that we use to justify those beliefs or points of view. To do this, we must unpack—recognize and verbalize—those base assumptions. This unpacking process is similar to conducting a root cause analysis or employing the “Toyota 5 Whys” in a business operations or manufacturing situation. In that case, you have a manufacturing defect and you are trying to figure out what you have to fix to eliminate future defects, and you keep asking “why” until you get to the foundational cause. This process also happens to be similar to the fundamental processes used in cognitive behavioral therapy10 and clinical psychology consulting11 to help people change behaviors. In those situations, the client must unpack the feelings, emotional events, and underlying beliefs that drive the behavior they want to change.
The same process needs to occur in an organizational context when we seek to stress test our beliefs and tentative decisions. As a general outline for this process, we need to:
1. State our belief clearly;
2. Unpack the assumptions underlying that belief;
3. Determine what leaps of thought or inferences we’re making based on those assumptions;
4. Stress test those assumptions/inferences by evaluating the data that supports and disconfirms them; and
5. Determine whether we have enough quality data to proceed, or whether we need to gather more data.
The kind of “thinking out loud” that this unpacking process requires helps to ensure that the decision-making process will be transparent and deliberate. Think how powerful it would be if in every team meeting to discuss an important issue, the meeting leader followed this five-step process and made “thinking out loud” a norm, especially when making or evaluating alternatives and decisions. Is it a powerful process? Yes. Does it work? Yes. You will read about a very similar process at Bridgewater in chapter 9.
Unpacking assumptions is also a key part of a tool that was developed at Darden in 2007 called a “Learning Launch.”12 It’s a low-cost, speedy experiment to test new growth and innovation ideas. Basically, a Learning Launch is the scientific method for a business test or experiment. It involves seven key steps:(1) taking a business idea and restating it as a hypothesis; (2) unpacking the customer value, execution, defensibility and scalability assumptions underlying the idea; (3) prioritizing the key assumptions to test first; (4) designing the experiment to test those key assumptions; (5) doing the experiment; (6) evaluating the results; and (7) deciding next steps.
Since it was first developed, the Learning Launch has morphed into a process to test even business process improvements. Its premise is to test the key assumptions underlying new ideas as fast and as cheaply as possible with customers or internal users. In many ways, it’s similar to what entrepreneurs do when using a lean start-up process,13 except that a Learning Launch does not initially require a prototype to assess customer needs.
The Learning Launch requires us to put ourselves into the customer’s shoes and think deeply about what must be true for an idea to be a good one. To do that requires a drilling down to the base-level, “burning” customer need that would be strong enough to overcome customer inertia and drive a change in behavior—that is, buying from us.
Answering the question, “What must be true for this assumption to be true?” is the start. The second step is to continue in the style of “Toyota’s 5 Whys” by taking the answer to that first question, asking ourselves what must be true for that answer to be true, and continuing this process until we get to all the underlying foundational facts that must be true for our assumptions about this new product or strategy to be correct. Of course, we must also think critically about our data and decide if it’s substantial enough to justify our assumptions, taking into account the seriousness and magnitude of the decision. A good critical thinker knows that all decisions are based on some incomplete data and that we have a tendency to discount or ignore disconfirming data.
Until you unpack your key foundational assumptions, you won’t be able to assess the strength of the data that supports or disconfirms your belief. From teaching this process I have learned that most managers and leaders find the unpacking of assumptions to be much harder to do than they think. It is a learnable skill, however, and becomes easier with practice. In their book Train Your Mind for Peak Performance, noted research psychologists Lyle Bourne, Jr. and Alice Healy, share their findings that we can learn to think better by engaging in deliberate practice using thinking tools, along with real-time constructive feedback. In other words, unpacking assumptions can be learned, and with practice, practice, and more practice, comes better thinking.
In working on over 200 Learning Launches with managers/leaders in workshops over the past six years, I have found the following step-by-step questionnaire to be helpful in unpacking assumptions and testing underlying data:14
1. What is the assumption to be tested?
2. What facts do we already know that confirm the assumption?
3. What facts do we already know that cast doubt on the assumption?
4. What specific facts would confirm the assumption?
5. What specific additional facts would disconfirm the assumption?
6. For each specific additional fact that would confirm the assumption:
Who knows those facts?
Where do we find those facts?
How many different confirming sources do we need?
How will we mitigate confirmation bias in our search?
7. For each specific fact that would disconfirm or cast doubt on the assumption:
Who knows those facts?
Where do we find those facts?
How many different disconfirming sources do we need?
Gathering data is part science and part art. It’s a lot like the discovery process in litigation. In fact, material written for training young litigators to take discovery depositions is a good source of advice on how to frame and ask open-ended discovery questions in a business context. Open-ended questions are different from leading questions; the latter lead the responder to the answer you want from him or her. That is confirmation bias at work. The answer you should want is the truth—just the facts, whatever they may be.
To further mitigate cognitive blindness and confirmation bias in testing assumptions, data discovery should be done by small teams rather than just one person, and the team shouldn’t stop questioning when it gets to an answer that everyone likes. Rather, they should keep exploring by asking the question different ways or by getting the responder to elaborate on his or her answers. Again, the point is to get to the truth—not the answer you’re hoping for.
An example: Assume you are in charge of creating new growth initiatives at Orange Delicious Corporation. You sell oranges directly to consumers through your own website and Amazon.com. Tasked with coming up with new revenue opportunities, you think it would be a good idea to sell orange juice squeezers, too.
What must be true for your idea to succeed? What assumptions are you making regarding customer needs? What assumptions are you making about your ability to execute on this idea? What assumptions are you making about being able to withstand competitors?
Here are some assumption possibilities. Your first assumption is that many of your customers buy your oranges for squeezing—not just for peeling and eating. Your second assumption is that those customers are using squeezing methods or products that they find inadequate and that they have a need for a different squeezing product. Your third assumption is that good solutions that would resolve the inadequacies aren’t already available at a cost customers are willing to pay. Your fourth assumption might be that by selling squeezers you could reach new customers that now buy their oranges from other sources.
What execution assumptions are you making in assuming a customer need exists? First, are you assuming you can create and sell a squeezer at a cost that meets customer needs? Second, are you assuming that customers will buy from you and not another vendor? Why? Third, are you assuming you have the capabilities to manufacture a squeezer directly or indirectly at a cost cheap enough to make a profit? Fourth, are you assuming established competitors will not aggressively respond?
Assumptions underlie our mental models, our ego defenses, and our behaviors. Organizational psychologists Robert Kegan and Lisa Laskow Lahey have written an interesting book, Immunity to Change,15 in which they focused on why it’s so difficult for people to change their behaviors even when they are committed to change. They found that even when people want to change, they behave in ways that frustrate or inhibit that change. That’s because most people have a strong competing commitment of which they usually are unaware that trumps the motivation to change. To overcome that competing commitment, according to Kegan and Lahey, people first have to uncover it. Then they have to get to the root cause of that inhibiting commitment—what Kegan and Lahey call the “big assumptions.”16
The big assumptions usually involve a fear or ego defense that arose earlier in our lives. It usually takes the help of others, either a counselor or trusted friends, to uncover that big assumption. Again, we see the power of the unpacking process here. I find it fascinating that across disciplines (business operations, decision making, psychology, behavioral change, and education), human behavior is limited by an individual’s mental models and ego defenses. To change behaviors, people must change their mental models. We can’t change our mental models unless we unpack the assumptions underlying our beliefs and subject them to rational testing.
In their book Critical Thinking17 Paul and Elder make the same argument when they discuss how irrational emotions inhibit critical thinking. According to them, underlying irrational emotions are irrational beliefs, and the way to tamp down the volume and power of irrational emotions is to challenge the irrational beliefs. To do that, you have to unpack the feelings and then unpack the irrational beliefs underlying the feelings. Paul and Elder then advocate that you try rationally thinking about the irrational beliefs until you can figure out why the irrational beliefs are irrational. Then, when you experience those same feelings in the future, you should be able to retrieve your rational thinking. Again, it’s an unpacking process or root cause analysis.
U.S. Army After Action Review
So far, we have focused on tools that can (1) help us slow down our reflexive way of thinking and think more deliberately; (2) mitigate cognitive blindness and help us see disconfirming or new data; and (3) unpack the assumptions underlying our beliefs and our ego defenses in order to critically evaluate our thinking and mitigate against learning inhibitors. The fourth and last type of tool helps us learn from our actions and experiences. That tool is the U.S. Army After Action Review (AAR).18
The AAR is a conversation among team members that takes place after an action has happened. A meeting leader leads the team through a discovery conversation with the stated purpose of learning from the action, not finding fault or placing blame. Commonly asked AAR questions are: What happened? Why did it happen? What worked? What did not work? Why did it not work? What should we do differently next time? The objective is to be as factual as possible and to get everyone involved in the discussion regardless of hierarchal position. The Army recommends that people gather in a horseshoe seating arrangement, and if senior officers above the team leader are present, they sit in the back of the room. Regardless of rank, every person is expected to contribute and every person has permission to speak freely.
The process is effective, but like so much of what we have learned so far, the success of it depends on people having the right attitudes and behaviors and trusting each other and the process. To be effective, the process requires confronting the brutal facts, and that can mean discussing failures to perform that could have had dire consequences. Empathy, compassion, and emotional support become critical, because it takes courage for people to admit mistakes before their teammates. The purpose of an AAR is to learn so the team can constantly improve. Improving depends on the quality of the learning conversation, and all of the points we discussed in chapter 6 about learning conversations apply here.
Does it work? Based on my experience with the AAR process while I was in investment banking and strategy consulting, the answer is yes. After each meeting with a client or a target customer, my team and I stopped as soon as we could after leaving the premises and had a fifteen-to-twenty-minute AAR. I asked these questions: What happened in the meeting? What was really being said? What happened that surprised you? Did we accomplish our objective? What could we have done better? Some days we did three or four of these in close proximity to the end of the meeting, while it was still fresh in our minds. It was also a great teaching tool for younger teammates. I suggest that every organization needs some version of the AAR process as a standard learning process.
Conclusion
We have learned that our cognitive sensing and processing system works to confirm our beliefs and to affirm our self-image. Our ego defense system works to protect our self-image and protect us from our fears. Those same fears underlie the big assumptions that restrict our ability to learn and to change our behaviors. Until we unpack and discover those underlying inhibiting assumptions, our learning will be limited.
In a work environment, we will suboptimize thinking and learning unless the environment enables critical thinking. That’s only going to happen in a work environment in which people feel safe and trust that the information disclosed publicly will not be used to harm them. We have come full circle and back to chapter 5, in which we discussed in detail the kinds of organizational environments and leadership behaviors that enable personal learning and high-performance organizational learning.
We have learned that becoming an effective learning organization requires high-quality learning by employees. That kind of learning requires high-quality critical thinking and high-quality learning conversations, which in turn require an environment of trust and authenticity, the freedom to speak freely, and the freedom to be “human” and disclose our weaknesses. We overcome our human thinking and learning deficiencies by confronting the brutal facts about our outside world and by confronting the brutal truth about our inside worlds—the fears we have that inhibit our learning and growth. Bridgewater has put in place these processes that enable and promote not only critical thinking but also the confrontation of each individual’s ego defenses that inhibit his or her learning and growth. That’s why the Bridgewater story in chapter 9 is so important.
Critical thinking tools are important for learning, especially in a business environment characterized by change. Change is hard for individuals and organizations. The purpose of this book is to help facilitate learning that facilitates adaptive change—personally and in business. In researching critical thinking tools for this chapter, one avenue of exploration was the learning research sponsored by the U.S. Army. That is how I found Gary Klein’s work. His real-world research approach and findings resonated with me. I reached out to him and asked him to be part of this book. What follows in the next chapter is a fascinating verbatim transcript of my interview with him that I think helps illuminate many topics discussed in the first part of this book.
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
A Conversation with Dr. Gary Klein
Gary Klein is a senior scientist with MacroCognition LLC and has spent more than forty years as a research psychologist. He is an expert on how people make decisions in natural settings. Much of his research has occurred in high-velocity environments involving high-reliability occupations and the U.S. military in particular. Gary was one of the founders of the field of naturalistic decision making and is the author of five books; his most recent, Seeing What Others Don’t See: The Remarkable Ways We Gain Insights (New York: BBS Public Affairs, 2013), is a great read and was named a top ten business book of 2013 by the editors at Amazon.com.
My interview with Gary was fascinating and full of learning opportunities. First, he brings decades of research experience to bear not only on the topic of critical thinking from the last chapter, but on many of the topics we have discussed throughout this first part of the book. He makes important points throughout the interview dealing with: how fixed mindsets limit learning; how important emotions are in making good decisions; how organizational environments inherently inhibit learning; the challenges of operationalizing “permission to speak freely” in a big organization; and the importance of curiosity and open-mindedness. That is just a hint of what is coming in the following interview transcript.
He also shares some interesting stories about Winston Churchill, Intel, the Israeli Defense Force, and two personal stories regarding the role of emotions in making a big personal business decision and how to invite and engage team members in frank, open learning conversations. Last, he discusses how he disagrees with Daniel Kahneman with regard to confirmation biases. As you will read, he does not totally agree with me all the time either.
Without further ado, I welcome Dr. Gary Klein to Learn or Die.1
Interview Transcript
EH: Gary, Thank you for your generosity of spirit and time in agreeing to do this interview for this book. Gary, I found the title of your book Street Lights and Shadows: Searching for the Keys to Adaptive Decision Making, interesting. What do you mean by adaptive decision making?
GK: So much of decision making is taught and treated as if you can predefine the options. And once you can predefine the options and predefine the evaluation criteria, then it’s a simple rack ’em, stack ’em type of process. But in the situations that I study, you really don’t have evaluation dimensions that apply to all the options. And as you go through the process, you start discovering additional evaluation criteria and additional variations of options. So the belief that we can nicely set up a matrix in advance falls apart because the criteria and the options evolve as you make discoveries. That’s the adaptive part.
EH: So really what you’re talking about is decision making in environments that are changing or environments that are ambiguous. Decision making where you don’t really know the facts. Is that what you’re talking about?
GK: Yes I am. So there are two parts of the equation. First, the situation may be ambiguous. Second, the situation will be dynamic so the situation is changing. And a third factor would be the discoveries you make as you go through the process.
EH: I like your Recognition-Primed Decision model as a way to deal with these types of environments. And in your words, can you describe why that model is an adaptive decision-making model?
GK: It is an adaptive decision making model because it really is describing how people handle time, pressure, and uncertainty. It describes how people can rapidly respond to new discoveries or to changes in situations. Research suggests that to set up a decision matrix takes about a half-hour. That’s not going to help most of the people that we study who don’t have that amount of time for making decisions. And so they’re not in a position to be adaptive. Their recognitional strategy shows how people can truly be adaptive by rapidly changing how they size up situations, changing the patterns that are activated. And so, reorienting themselves as they sort out the ambiguity and as they appreciate how the changed situation creates new demands on them.
EH: So to do that well, it seems to me that somebody has got to be very sensitive to their environment and to be able to process that information even though that information is different than what they thought or expected. In other words, they don’t have a fixed mindset or they don’t want their mental model to inhibit the processing. There’s a sensitivity and alertness to new data or different data or conflicting data. This model basically describes how people in these types of environments make better decisions.
GK: I agree with most of that. I think for me the real issue is not whether you have a mental model but whether you’re fixated. And so I think to me, that’s the gist of what you said—that people who fixate on their initial ideas and try to bend the world (sometimes it’s referred to as bending the map to fit your ideas), those people aren’t going to be able to handle dynamic situations. And one of the things that you described is really openness to the dynamics so you can have a rapid adaptation.
EH: I want to go down that openness idea. My work in the business world, which is not as dynamic, if you will, as the world that you study. A lot of your studies have been done in dangerous or life-and-death situations. However, the business world is changing at a faster pace, the amount of data is increasing daily, the speed at which decisions have to be made is faster. So the concept of open-mindedness is critical. Based on all your work, how do you train people to be open-minded?
GK: Well, if we had a good answer to this, we’d both be very wealthy. I think part of it is about individual differences that are beyond training. There are some people who are open to new experience and become curious when they see anomalies and there are other people who, they may have risen to high levels because they’re determined. You can count on them and that’s because once they say something, they’re committed to it. And that’s sort of the opposite of being open-minded and open to changes in the situation. So part of it is individual differences.
Part of it is the kind of pressures coming from above. Is there a pressure for staying consistent and for not changing your mind? Are people censured when they make those kinds of changes? Or is there appreciation for the importance of rethinking situations? I’m reading a biography of Winston Churchill right now and he had strong opinions. He held them strongly. He tried to push his own way. But he had enough expertise to be aware of the implications of new developments. So I guess where the training would come in is having people build richer mental models so that they can see the implications and nuances of new data and not discard these early warning signs.
EH: Is it basically right-brain people who are better at adapting than left-brain people? Is that a hypothesis that’s been tested?
GK: I’m not aware that it’s been tested. I’ve seen many situations where people perform the analyses and they’re so committed to the analyses and the results, that they become insensitive to the situation. And there are also people who rely heavily on pattern matching—they can be trapped by the initial patterns that get activated or they can be open to new patterns that get activated when new signals appear. I can see arguing it either way. So I’m not sure. I’m not sure that’s the dimension that traps them. I think that it’s peoples’ reluctance to change their mind or to publicly change their mind, a need to be consistent and to appear consistent, and I think some people are open to experience. I think there’s an individual difference there that’s beyond training—here it’s about openness to experiences. Second, some people have a need to think about implications and others just, once they’ve made a decision, they’re done with it. They don’t want to explore any further.
EH: You mentioned the environment you’re in and whether it’s the pressure from above. Let’s talk about the business world for a moment. We’ve talked before about the difficulty in organizations that are operationally excellent that run on 99 percent defect-free reliability, predictability, and standardization. In that type of environment can people be comfortable in changing their mind and admitting their mistakes? How does the military create that environment versus the business world? What’s been your experience? Is it permission to speak freely in the military that gives people permission to change their mind or to express doubt?
GK: I’m going to attack your premise that the military teaches that. I haven’t seen that in the military. And even if we say, you know, you have permission to speak freely, if I was a young officer, I might believe it the first time but once I got stomped for speaking my mind, I’d realize that I’ve got to be very careful and I’ve got be very cautious in military environments where people believe they have permission to speak freely and they really don’t. And the people who give them permission think they mean it. Let me give you an example from my own company.
I ran my own company for twenty-seven years and we used to tell new people who came in, you’re a tremendous resource to us because you’re seeing everything we do through fresh eyes. And so we want you to tell us what your reactions are because we know you’re a way of helping us avoid the blinders we’ve been building. You don’t have those blinders. We said those things. We meant those things. Then I watched in meetings somebody who just joined the company, we were having a discussion and a new person would start to speak out. And senior management, including me, would think, “Wait a second, you shouldn’t be speaking. You don’t know what’s going on here.” So there was a feeling of impatience even though we had given them permission to speak freely and we believed we meant it. And so where I’ve seen it work in the military is a senior commander partners with somebody, say, a young captain, so you have a two-star general finding a captain that he thinks is pretty savvy and they’ll have a sidebar type of arrangement between the two of them, where the general will ask for candid responses, and it avoids the entire chain of command. Because in that chain of command, you’re going to find somebody who doesn’t want certain opinions to be voiced. So the military talks about that arrangement as having a directed telescope where you have a personal relationship and a young officer who’s flattered to have a relationship with his senior officer, and comes to trust the senior officer as not betraying confidence. And I had one three-star general tell me that, “yeah, that’s the way I like to work with my subordinates. And my, the intermediates, the colonels in between and the one-stars would complain that their authority was being abrogated. And I [the three-star] just told them, ‘Get used to it. This is the way I work.’”
EH: Very interesting. You know, I’m just thinking about this concept of open-mindedness. It is related somewhat, if you will, to the work you’ve done in mindfulness and sense making, the ability of a person to make decisions without the pressure to conform or worry about whether they are going to look bad. Am I just naive? Am I just basically searching for a utopia that just does not exist?
GK: I don’t think it’s a complete utopia. I don’t think it’s a complete fantasy. I think that there are organizations where the people in the room have learned to trust each other and learn that they can speak candidly and they won’t be punished. I don’t think that happens very often but I think it is possible and it can exist as an idea. And I think a stop gap, if you don’t have that, is to use this type of directed telescope so that you’re not trapped by the official view where folks down at the bottom may have been warning of things but they can’t get it up to you because the warnings are getting suppressed. Because it only takes one, one block in the chain of command and all of a sudden those warnings don’t appear. So there are ways of working around it or there are ways of moving toward a more open environment. Either way, I think, it gets you what you want. I’d rather have the semi-utopia like view that you have of letting everybody in the room know that it’s okay to say what you believe. But that’s hard to get to.
EH: Let me go back to mental models. I found in your work some interesting positions about them. I may not be stating it correctly so correct me. You know, a lot has been written about the negative aspects of mental models. You make a point that mental models also serve very positive purposes. How does an individual know what his or her mental model or story is? And then second, how do I know when my mental model is working OK and when it is keeping stuff out and making me rigid or close-minded? How does a person manage that process?
GK: To me it’s possible but it’s really hard so there are two questions there. One, how do you know your own mental model? The answer to that is easy. You don’t. That’s what allows you to respond so quickly because you’re not consulting your mental model. You’re using it so it governs what you see and how you think about it. So it’s really a form of tacit knowledge. It’s not available to you. That makes it dangerous because if you have flaws in your mental model, you’re not going to know it. You’re going to be trapped by them. An example of that is, you know the old nine-dot problem that they give people in research environments where you have three rows of three dots and you’ve got to connect them with four lines.
Let’s talk about the nine-dot problem as seeing the invisible. People struggle with it because their mental model traps them. And the mental model includes assumptions and the assumptions are like, I’ve got to stay within the frame, the nine dots, which is wrong because that was never part of the official instructions. And another assumption is, I can only change directions on a dot and that’s wrong. But people don’t know that they’re making those assumptions. So if you ask people to examine their own mental model, they don’t even know they’re making those assumptions. If you ask them to list all their assumptions, they won’t get anywhere because they’re not aware that these are assumptions. People cannot examine their own assumptions.
So the second question is, are we doomed or is there some way around it? And I know, clearly we’re not doomed because we’re all doing pretty well. So what happens to some people is when the mental model stops working, then some people, sooner than others, start to cast around for reasons and try to examine what’s going wrong and so failures, traumatic failures, can cause people to be open, to reexamine their mental models. Early signs of problems are opportunities for people who just aren’t so rigid to look at these early signs or problems instead of saying, “I’m going to double down.” They start to reexamine, we shouldn’t be struggling here, what could the reasons be? It could be that your performance is not as successful as you want. If you’re working at an organization in a team it can happen when people who are good disagree with each other. Instead of trying to suppress the disagreement to generate harmony, you can say, “Well, I’ve got smart people who disagree. Let me understand the nature of the disagreement because this can help me re-examine my mental model and the mental model we’ve always used.” So you can look for confusion, disagreements, and controversy. They create an opportunity to reexamine your mental model.
EH: And what that says to me is that disagreement can be good. It’s an early warning signal. But it also says to me, “Okay I’ve got to be comfortable with disagreement and have rules of engagement where, you know, we’re debating what’s the right answer not who is right or wrong.” I guess people have to basically submerge their ego defenses and openly engage.
GK: Okay, so there are so many facets of that. I’m not sure I can capture all of them but I’ll capture a few. First of all, the “rules of engagement” is a wonderful way to put it. And you can state the rules of engagement and maybe that’s a starting point. But you have to live the rules of engagement so that people are comfortable. And one set of rules of engagement would be, we want you to speak your mind. If I am in charge of the meeting, I would then say that doesn’t mean I’m going to buy into what you say. I pledge that I’m going to listen to what you say. But by the time this meeting is over, I’m going to announce what direction we’re going to take. And I want everybody to fall in line, and if you disagree with that, too bad. I need you to fall in line so that we have a coordinated effort. But I don’t want you to squash your own disagreement because you can be sensitive to early signs that I may have gotten it wrong. So I’m not asking you to let me brainwash you. I’m just saying for coordinated action, you’re going to have to proceed on one interpretation and it’s the interpretation that I have set based on what I will hear.
So that’s a way of setting up rules of engagement that empower people to disagree and don’t try to brainwash them. Once you’ve done that, what about the people who don’t speak up? I mean if you’re a leader, you can look at people’s faces and you can see if they’re on board or, you know, if they have visible looks on their faces and instead of putting them on the spot, you can talk to them afterward and see what’s troubling them. And I had that come up yesterday, we had a briefing at a medical school on a new project that we want to start and there was one person who was just really quiet about the plan we put forward. And people said, “Yeah, she’s just quiet.” Well maybe she’s quiet but it’s not helping me because I wasn’t in a position to go back to her. So I turned to her and I said, “Okay, if you had one suggestion for us about how to improve this plan, what would it be?” And she hesitated for maybe five seconds at most and she said, “Here’s what I would look for.” So there are ways of, even in a public meeting, of framing it so that you’re not having her disagree and make it sound like she’s being disrespectful. But you’re framing it so that she’s helping you by being constructive so that you honestly want to know what she’s thinking.
EH: That’s very helpful. Let me go to confirmation bias. I’ve read your great conversation that was published with your friend Danny Kahneman about biases and how you two differ. What are your thoughts on confirmation bias? Is it possible to mitigate it or manage it and how would you recommend doing that?
GK: This is one of the places where Danny and I do not see eye to eye. I don’t see confirmation bias as being a big problem. A lot of that research is with college students performing unfamiliar tasks. And so they can be manipulated in certain ways and the phenomenon will appear. I don’t see it very often outside of laboratories. Confirmation bias means that once I have a belief I’m only going to look for evidence that supports it and I’m going to actively ignore or suppress evidence that gets in the way. Their research happens in artificial settings but even with college students you can make the task realistic instead of having artificial parts.
The bias pretty much disappears when people have a realistic task. I think what happens in the real world isn’t that people suppress anomalous data. That might happen occasionally. But I think generally, the mental models that we have tell us what’s important and so the way we search, the way we direct our attention is based on mental models. And so that looks like confirmation bias but it’s simply using our mental models to tell us what’s relevant and what’s not. And if our mental models are weak or flawed, we’re not going to look at it in the right way. So it is not that we have a bias to confirm a mental model, it’s that our mental models organize the way we pay attention. And if we didn’t have that, we would be paying equal attention to everything and then the world would all of a sudden explode and become incomprehensible and bewildering. We would be unable to cope. Having said that, what can somebody do who has strong beliefs and is missing key data? And you know that’s why people reasonably worry about experience. That’s the downside of experience. As events happen, subordinates can bring it to the leader’s attention. They can be alert to the fact that they’re not having the success that they expected and start to wonder why.
EH: Well, that feedback, if you will, they’ve got to really be cognizant and sensitive to their, if you will, personal feedback loops. What feedback are they getting on their actions/behaviors and then have the ability to evaluate that or have teammates, subordinates, or colleagues who are qualified and comfortable to help them evaluate?
GK: Right. It doesn’t take much. You know, it just means, “Have you noticed this” or just bringing up the anomalous data. It doesn’t always work. In my book, Seeing What Others Don’t, there’s the example of the Israeli Defense Force just before the Yom Kippur War in 1973 where the head of Israeli intelligence was ignoring the feedback from subordinates about what the Egyptians were doing and how that was inconsistent with running a training exercise. He was just impervious. He was captured by his beliefs. And so what you have there is, I’m not sure he was totally ignoring the data, he was explaining it away. And that’s the dangerous part: when you get to be skilled, it gets easier to explain away inconvenient data. But yet if you size up the situation incorrectly, those inconsistencies should be increasing rather than decreasing and that’s when you should start getting worried that maybe you called it wrong.
EH: Based on all the work you’ve done, you made me think about the word paranoia, you know, in a positive sense. Worrying about what I’m missing, cognizant of the fact that I don’t know everything and things change. I heard Jeff Bezos say in an interview that the difference between good senior leaders and bad senior leaders is that good senior leaders constantly go back and retest the assumptions underlying what they think is true. How do I stay sensitive to the possibility that things change and I may be missing something in my mental model? How do I individually and organizationally institutionalize that type of intellectual decision-making paranoia?
GK: I’m not sure how I feel about the word “paranoia.” Paranoia makes it sound like a form of mental illness and I think we’re both saying there’s something valuable about never wanting to feel smug like they have everything under control. There’s a great quote by Colin Powell where he states that if he was 70 percent sure of a decision he’d make it. If he was only 40 percent sure, he would seek more data. For example, if I’ve done an analysis and my emotions are leading me some place else, I won’t say I’m going to go with my emotions but that’s sort of a warning sign to me that maybe my analyses aren’t sufficient. Maybe there are additional factors or options that I need to take into account. So I try to use my emotions as a sign that maybe I need to broaden my outlook and become more open to the factors that are involved.
Can I tell you a story? Do we have time for that?
EH: Yes
GK: Okay, so about thirty years ago, a little over thirty years ago, my research company had been struggling and I wasn’t sure what our future was and I was approached by another company that wanted to buy mine. And it seemed like a perfect solution. They were offering me what my accountant and I thought was a reasonable price and they were going to take over all the things that I was worried about. And everything was looking good and I would meet with them and we would hammer things out. And it all looked good. So it was sort of a go except every time I came back from a meeting with them, I kind of felt stressed and I needed to go for a run. And so I asked myself what’s that all about? So I was just about ready to sign but I said, let me sleep on it, something’s wrong about this. And I felt, I mean, we had sort of verbally gone so far down the road and I felt sort of trapped—I didn’t want to say that I was backing out of the deal. But I felt, emotionally, I’m not comfortable working with the guy who is going to be my new boss. He’s saying the right things but I’m not feeling that it’s going to be a good working relationship.
And at the last moment, I just backed out of it. I felt badly but I didn’t want to trap myself when I had so many concerns. And then I talked to some colleagues, some friends of mine who were in the company and they said, he’s terrible, he’s a toxic manager. And I asked them, why didn’t you tell me that? Why did you let me proceed? And they said we were suffering with him and we were hoping if you got involved, maybe that could help us all out. Well, thanks a lot. That’s a case where I was glad that I listened to my emotions because I was talking myself into something and you know, the analyses were working out the way I wanted but I was talking myself into something that frankly would have been a disaster. And a few years later, they closed that office that I would have been working in because this guy was such a toxic manager.
EH: Interesting story. And you know, the point you make, Gary, is so important. And what I keep hearing is almost like balance, managing tensions or balancing a seesaw, and it is rarely all or nothing and you have to somehow be sensitive to, you know, the outside cues and be sensitive to your emotions. You can’t let your emotions run rampant, but you also can’t, if you will, let the data run rampant. It’s not just logic. Yes, it is science but it’s also art, the art of trying to be engaged internally and externally.
GK: I don’t think I could have put it much better than that. That’s exactly the way it is. The science part is the data crunching part, the analytical part. The art part is, I mean, artists are talented. They develop skills and so the art part is the experiential part, the tacit knowledge part that you can’t articulate but it’s part of what makes you so good and so unique to pay attention to it. And our emotions are one way of noticing that part.
EH: If you got a call tomorrow from the CEO of a Fortune 500 company who called you and said, “Gary, I’ve read your work. I want to hire you to teach my people to think better.” What would you say? One, would you take the work? Two, what would you do? How do you make people think better? I’ve had CEOs not say those exact words but say to me, “I want you to help my people to think more strategically or to make better decisions.” How would you respond to something like that?
GK: With extreme care. I don’t think there’s a simple answer. I’d try to find out what are the problems. So first I would do some questioning. I would say, all right, you’re unhappy with some aspects of the way your company is operating. Give me some examples because otherwise it’s so easy to talk past people. And we might believe that we mean the same thing by thinking better or making better decisions and be, you know, pretty far down and find out that we actually meant different things by those terms. So the way to anchor our conversation is by examples, giving me incidents where you were disappointed in the way your people thought and the way they made, not only their decisions and how they turned out but describe the way the decisions were made. And then I could diagnose, to some extent, what was going wrong, and whether I could be of help.
If what was going wrong is that people were sloppy in their reasoning and dispensed with analyses and they need better or more critical thinking, I’m not the answer and I would point them toward people who could provide that kind of training. If they were disappointed that people were falling down with regard to being able to anticipate and think strategically and think about long-term consequences, then I think we might have some basis for a discussion. And there it would be about how to help people focus and do a couple of things. One, build richer mental models so that they could do a better job of anticipating what might happen or what they need to pay more attention to. And the second thing I might aim for is whether his people were so bound up by what I call “the down arrow syndrome” and seeing whether they were afraid of creativity, afraid of insights that they were dampening those things and creating environments that suppressed insights; then I would look for ways of undoing that damage and create the right kind of balance.
EH: With the word “insights” you take me to your most recent book Seeing What Others Don’t: The Remarkable Ways to Gain Insights. I find that book fascinating. What kinds of environments enable insights? What kinds of environments suppress insights?
GK: That was one of the most depressing parts of the book. I thought it might have been one of the most important parts of the book. In writing it, I just came to the conclusion that organizations are inhospitable to insights. Organizations do a better job of managing and eliminating errors, of eliminating, maybe reducing uncertainty, increasing predictability. If everything can go as scheduled, my job as a manager is really facilitated. And insights don’t do any of those things. Insights create uncertainty because we’re reaching to directions we don’t understand. Insights are disruptive. So for a manager, insights are disorganizing. Most of the managerial tools that we give people are about the down arrow. The down arrow is what you want to reduce, errors and uncertainty and so most organizations, most organizational management approaches are emphasizing the down arrow. I think that’s a fundamental problem and why organizations struggle even when they have insights.
There’s an issue that I raise at the end of the book about organizational willpower. There are so many forces arrayed toward continuing the way they do business now and it’s so disruptive to make changes that even when you know the changes need to be made, you fool yourself into thinking “I’ve got plenty of time and right now things are well, so why, you know, why fix it if it ain’t broke?” Not realizing that the pace of change is so fast that you don’t have time. Things get unwound in a hurry as we’ve seen with companies like Kodak, Encyclopedia Britannica, and others like that.
Since I wrote the book, I’ve been looking for exercises that people can use to try to get themselves out of that mindset and to really stretch their mind and change their perspective. And one that I’ve written about is a PreMortem, which is: imagine things have gone poorly and try to figure out why they’ve gone poorly is a way of surfacing problems that you might be denying or ignoring.
A second might be: I can tell you that I’m looking at a crystal ball and things are looming ahead and these are the early signs that we are not paying attention to. What signs should you be watching more carefully now to help give more credence to these weak signals that you might be explaining away?
And a third one that I got from Intel and its leaders is about successors: “If you were replaced right now, what would you hope your successor would do that you’re not doing?” And the leaders of Intel when they ran that exercise said, “Gosh, we know it’s time to get out of the memory chip business because the profit margins just aren’t good enough. We have other parts of the business that are more successful but the memory chip business is central to our identity and there’s so much caught up in that. It’s too hard, so that’s something we’d like to do, but really it’s what our successor is going to have to do.” And they looked at each other and said, “Wait a second. That’s what we think needs to be done. We should be doing it.” And so they changed course. So those are a few of those exercises that may help a management team get out of the fixation that things are working well enough, why change before I absolutely have to? By the time you absolutely have to, it might be too late.
EH: Great story. I share your frustration about organizations being naturally antichange. When you think about it, most managers wake up in the morning and have one main job and that is to reduce variance—go find variance and stamp it out. Innovation insights may come from variance, if you will, and they are variance in and of themselves by their nature. If you are really in the innovation game and are testing lots of new ideas, most of them are going to fail and you’ve got to accept that. Innovation is not 99 percent defect free. And I’ve gotten frustrated too and I don’t have the data to back it up but I have a hypothesis that there is an inverse relationship between the size of an organization and its ability to be innovative. It sounds like you have struggled with the same concept.
GK: Yes. The larger the company, the more links in the chain of command, and it only takes one link, one risk-averse executive, to veto a new idea. It becomes harder to run those gauntlets after a while.
EH: Very interesting. It brought to mind the work that’s been done at the Santa Fe Institute by noted physicist Geoffrey West. He’s been doing work on analyzing cities and how they operate. And he’s hypothesized that when a business organization hits the 150-employee level it crosses that line and it starts in effect on its path to destruction because it begins to lose its ability to be innovative and keep its entrepreneurial spirit. It’s something that he was speculating about but it’s interesting that, you know, someone from the outside world looking at the world of large organizations is saying there is that crossover point where the law of diminishing returns about getting big is more severe than one thinks.
One area we haven’t talked about is your work in mindfulness. As you know, mindfulness is becoming a hot topic in the business environment and world. Now there’s contemplative science centers at lots of universities, various corporate CEOs are now freely talking about how meditation helps them be centered and helps them be mindful, helps them to be able to be in the moment, and to better sense and respond. You’ve done a lot of work in the mindfulness area, what’s your bottom line on mindfulness?
GK: Okay, I’m going to disappoint you here. I’m not a big fan of meditative practices or centering activities or things like that. I just haven’t seen enough data that those things are effective but I may be wrong. I’d just like to see more data on that. For me, mindfulness is just having an active mindset—being open to new experiences and open to wondering, actively wondering when you encounter an anomaly or just something that stimulates your curiosity. In Seeing What Others Don’t I have thirty examples where two different people would have the same data and one person was just doing a job and not really thinking hard, not being mindful. And then the other person would say, “Hmm. I wonder what that means?” or “I wonder what the implications are?” So I think mindfulness, having an active mindset is engaging with the flow of experience rather than just seeing the world through preconceived ideas.
EH: Is it overcoming the natural tendency to operate on autopilot?
GK: It’s overcoming that tendency by using the opposite tendency of curiosity. Of wondering what things might be.
EH: Do you think everyone is curious or is it a trait that certain people have and other people don’t have? Is curiosity one of those traits that if you want to be an insightful organization, hire curious people?
GK: I think that would be a good idea, yes.
EH: Or some curious people?
GK: At least some curious people, you hire them and listen to them and don’t marginalize them if they’re telling you things that you’re not comfortable with. I think curiosity has a number of facets. I’ve looked at the literature and I’ve looked at some tests of curiosity. I think part of it is individual differences. I think some people have a need for cognition in general, just enjoy speculating. I suspect that there are also times when we’re kind of brain dead. We just go through the motions and aren’t expanding, maybe our mind is elsewhere on something else and we’re just mechanically doing our job. And other times when we’re on high alert and we’re just more open to small, weak signals that might have an implication. But I think it’s both. I think it’s, you know, individual difference but also a state variable.
EH: Very interesting. What do you think about ignorance?
GK: I have a good friend, Patrick Lambe, who’s a knowledge management specialist in Singapore. And he’s been working hard on the topic of ignorance, so I’m intrigued by that. And I have a chapter on stupidity in my newest book. Most of the chapter is about my own examples of being stupid. Getting back to ignorance, I don’t think people can be aware of what they don’t know. I think people become uneasy that they’re missing something and I think that creates a kind of openness that we’re talking about. Contrast this stance to other people who just become overconfident and smug and therefore not open to weak signals and not open to the early signs that maybe they are ignorant of some important facts about a situation.
EH: Gary, I have really enjoyed our time together and thank you for sharing with my readers. I hope our paths cross again. Good journeys, my friend.
GK: I enjoyed talking with you and thank you for your interest in my work, Ed. I think the work you are doing is very important and I hope it attracts the attention it deserves.
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
Building a Learning Organization
In part I, we focused on the science of learning and asked: How do people learn? What environmental factors enable or inhibit learning? What learning processes promote learning?
In part II, we take an in-depth look at how three very successful companies have operationalized the “science” of learning. These companies range in size from 1,300 to nearly 400,000 employees. Two are public companies and one is private. All are very profitable, consistent market leaders. Their business models range from innovation to operational excellence. Two of the companies are service companies and the other is more of a product company. In two of the companies, the founders are still actively involved; in the third, the late founder’s legacy is very much alive.
So, we have these three very different companies all seeking to learn faster and better than the competition. The first company, Bridgewater, is trying to institutionalize its learning culture through learning processes. The second company, Intuit, is trying to change its culture and its leaders’ behaviors and make learning by experimentation its business decision model. The third company, UPS, is an operational excellence behemoth. How it maintains its operational excellence edge is the focus of the last chapter.
The purpose of part II is not to suggest that your organization should “copy” these organizations, but rather to illustrate how the science of learning can be implemented in different types of organizations. Chapters 4, 5, and 6 provided “tidbits” about other learning organizations (i.e., Gore, IDEO, Room & Board, and the U.S. Army), but the following chapters look at this question in a much more thorough, detailed way.
As we continue into part II, I hope you’ll keep the following questions in mind: As an individual, what can I do to become a better learner? As a team member, manager, or leader, what can I learn to help my organization be a better learner? To help with that analysis, let’s first summarize what we’ve learned so far about individual and organizational learning.
We learned in part I that by their inherent nature, organizations are resistant to change because they are dominated by the drive for predictability, standardization, reliability, and the eradication of variance. Such behavior inhibits learning. People, likewise, are resistant to change. We all have built-in, emotional and cognitive proclivities to seek validation of our existing views of the world (mental models) and our self-worth (egos). These too inhibit learning.
The human mind is a speedy, highly efficient validator that operates on autopilot most of the time. Learning requires deliberate, higher level thinking that challenges and changes an individual’s existing views of the world and/or the self. Although we all strive to be rational and logical, we are not rational beings. Emotions impact and influence almost every step in the cognitive and communication processes necessary for learning.
In chapter 1, I stated that one of my objectives was to lay out a blueprint for creating a learning organization. The blueprint starts with a leader—either of a company, a business unit, or even a team—who is not a Theory X leader but rather is a people-centric Theory Y leader who treats people with respect. The next step is defining the learning behaviors necessary for the organization. With these in place, one must then design a “learning system” that seamlessly aligns the culture, structure, leadership behaviors, HR policies, measurements, and rewards to enable and promote those desired learning behaviors. You will read examples of how such a learning system is constructed in the Bridgewater, Intuit, and UPS stories.
An organizational learning system works best if it’s based on an understanding of the following principles: better learning results from intrinsic motivation and is a means of meeting our needs for autonomy, effectiveness, relatedness, affiliation, and personal growth; learning occurs best when we feel authentically cared for and trusted; and trust and accountability must be mutual—leaders and the organization must earn the trust of the “learners” and be accountable, too. All of this can result in an implied contract as evidenced by Gore and its employees (“associates”) whereby in exchange for high performance, Gore owes its associates the opportunity to grow and develop to their highest potential.
Learning requires people and organizations to change. Change is cognitively and emotionally hard. It’s hard for an individual to overcome his mental models and ego defenses by himself. Thus, learning is a team activity. Structuring a learning organization—whether at Gore, IDEO, or the U.S. Army—requires a small team or unit focus. It is through teams that individual needs for autonomy, relatedness, and effectiveness can be met. Bonds of trust can be built that enhance the willingness to learn and the effectiveness of learning. In order to change, people have to overcome their fears and feel safe in admitting mistakes, weaknesses, and ignorance to teammates. Permission to speak freely and honestly can only work in environments where people feel cared for and safe.
The next component is having the right critical thinking and learning conversation processes institutionalized in the organization. A culture of searching for truth facilitates a conditional view of one’s beliefs and an acceptance of the limits of what one truly knows. Fundamentally, none of us are as smart as we believe we are, nor are we as good at thinking or communicating as we think we are. That is why processes help. Root cause analysis, unpacking of assumptions, experimentation, PreMortems, visualizations, and After Action Reviews are all basic learning processes. Being mindful, authentic, and humble are important learning behaviors—especially for managers and leaders.
Learning requires three good “meta” self-management skills: metacognition, metacommunicating and metaemotions. We have to be aware (mindful) of when we need to take our thinking and communicating to a higher, more intentional and deliberate level—and by role modeling this behavior, leaders can encourage it in those they manage. We need to be aware of the messages we send through our emotions, body language, and voice. We likewise need to help people manage their fears of failure, punishment, and not being liked that inhibit critical inquiry, debate, collaboration, and learning. Permission to speak freely and permission to fail so long as there is learning (or there is an observed “waterline” like at Gore) are common themes in this book.
Another key conclusion of the research we discussed in part I was the congruity of findings between the field of education regarding the type of environment that fosters high engagement learning and that of a business regarding high employee engagement. Those findings can lead one to conclude that high employee engagement, as defined by the Gallup Q12 ®, is required to be a great learning organization.
The power of positivity also comes through, loud and clear, from the research. An emotionally positive environment enables learning, and positive individual emotions enable personal learning. The U.S. Army’s major initiative to bring positive psychology into its training of more than 1,000,000 soldiers is once again a leading indicator of where businesses must look if they want to maximize employee adaptability, learning, and resiliency. High performance, high accountability, and positivity are not mutually exclusive.
Learning basically is the process by which each one of us creates meaningful stories about our world that are more accurate or truthful such that we can act more effectively. That learning process is enhanced by three mindsets. First, we have to accept the magnitude of our ignorance. Second, we need to view everything that we think we know as conditional and subject to change based on new evidence. Third, and most important, we have to define our self-worth not by what we know, but rather by striving to be the best learner we can be.
As you read the following stories, I suggest that you think about how well each leader has addressed the capabilities listed in Figure 9.1.
Figure 9.1
Learning Leader Capabilities.
Also keep in mind the checklist for a High-Performance Learning Organization that is provided at the end of this introduction to part II of Learn or Die.
Now let’s begin our learning journey with Bridgewater, the largest and one of the most successful hedge funds in the world.
High-Performance Learning Organization Checklist
Does the CEO “own” (not unilaterally) the learning culture and “walk the talk”?
Has the organization put in place a culture, structure, leadership behaviors, HR policies, measurements, and rewards to enable and promote learning behaviors?
Are the organization’s leaders Theory Y leaders who are mindful, open-minded, accessible, empathetic, trustworthy, authentic, transparent, and humble?
Has the organization created an emotionally positive work environment?
Does the organization have high employee engagement?
Does the organization have a learning culture evidenced by “permission to speak freely”?
Does the organization have a learning culture of “permission to fail so long as you learn from your mistakes”?
Does the organization have processes to promote System 2 critical thinking and learning?
Has the organization established processes for high-quality learning conversations and collaboration?
Does the organization have processes to mitigate individuals’ ego defense systems?
Is the organization paranoid about complacency and not knowing?
Bridgewater Associates, LP: Building a Learning “Machine”
Bridgewater1 is the largest hedge fund in the world, and from an investor’s return perspective, one of the most successful over the last forty years.1 Bridgewater has over $150 billion of funds under asset management for approximately 350 clients. Its client base is nearly evenly split among domestic and foreign institutional pension funds, sovereign wealth funds, and corporate clients. Bridgewater is based in Westport, Connecticut and employs over 1,300 employees. Ray Dalio started the firm almost forty years ago and is still the controlling owner.
Ray came into my world after he’d published his Principles on the Bridgewater website in 2010. The document is a 123-page compendium of Ray’s beliefs and processes that he suggests will lead to a successful life and a successful business if followed. Over the past five years, Ray has been actively taking steps regarding structure, capital base, leadership succession planning, and the institutionalization of Bridgewater’s culture, operating model, and learning processes, in order to put Bridgewater in a position to endure as a private, financially self-sufficient, employee-controlled organization. Publishing his Principles was part of this effort.
The document is segmented into three sections: section 1: “The Importance of Principles”; section 2: “My Most Fundamental Life Principles”; and section 3: “My Management Principles.” At the time of publishing, Principles was the first public glimpse into the internal workings of Bridgewater. Because of Bridgewater’s history of guarding its privacy and its strong penchant for secrecy and staying out of the limelight, the posting of Principles created quite a stir, as evidenced by the number of downloads and the ensuing major articles published in 2011 by many of the major New York and financial media outlets.
It was the “Management Principles” section of the piece that really impressed me when I first read it. In that section, Ray confronts, head on, the “humanness” in business by talking about our natural proclivities against thinking logically or deeply and our “automatic” proclivity to seek affirmation of what we think and who we are. The lessons from the piece stayed with me, and I thought of it again, two years later, when planning the syllabus for an Organic Growth course I was teaching at the Darden School of Business. As part of the course, I wanted to explore the culture and experimental processes of Silicon Valley, where failure is not penalized as long as there is learning and where a focus on data drives action learning and the continuous testing of ideas. I decided to add a class session on Bridgewater and Ray’s Management Principles. By that point, I had spent two years researching this book, and was convinced that the “science of learning” had advanced significantly since 1991, when Peter Senge published his landmark book, The Fifth Discipline: The Art and Practice of the Learning Organization, and that Ray, with his focus on promoting System 2 thinking and mitigating ego defenses, was on the leading edge of using the science of learning in building his organization.
During class in April 2013, I engaged sixty-five smart, second-year MBA students in an exploration of Ray’s way of doing business. I thought my students would find Bridgewater interesting, and they did. But not in the way I had expected.
We had a fascinating, probing conversation about Ray’s Management Principles. At the end of the class, by a show of hands, I asked how many of the students would like to work at Bridgewater or at a place with similar principles. I expected a lot of hands to be raised because of Bridgewater’s stature and because historically the financial industry is a major employer of Darden graduates. Of my sixty-five students, however, only three raised their hands.
I was surprised. We had discussed how Bridgewater is an idea meritocracy where learning and self-improvement are cultural pillars. Who wouldn’t want that?
The overwhelming reason my students gave had to do with Ray’s Principle of transparent, critical review of employees’ thinking and personal weaknesses—a concept Ray calls “Radical Transparency.” Employees at Bridgewater are subjected to frequent “drill downs”: conversations in which their thinking is challenged and their work and personal weaknesses reviewed. The filming or audio recording of all Bridgewater meetings and review conversations operationalizes Radical Transparency. My students found this unusual at the very least, but the clincher for many of them who voted negatively was the fact that the recordings are made available to every Bridgewater employee and are used to teach the “Principles” within Principles internally.
My students’ overwhelmingly negative responses only increased my curiosity about Bridgewater. How did Bridgewater overcome people’s hesitancy or fear of direct constructive feedback, and how did Bridgewater employees get comfortable with Radical Transparency? What type of person thrived at Bridgewater? Did Bridgewater really behave in accordance with Ray’s Principles? And most crucially, could the Bridgewater model work outside the financial industry and be successfully institutionalized beyond Ray’s tenure?
I reached out to Ray to talk further about the Bridgewater culture, and he ended our first phone conversation by inviting me to learn about Bridgewater by spending two days at the Bridgewater office, observing and interviewing various people at all levels.
It quickly became clear that this wasn’t going to be a usual observation research visit. Ray wanted me not just to observe but also to fully experience the “new hire” learning process before I visited. This meant viewing films of actual meetings and employee conversations that illustrated key Principles. I was sent a Bridgewater iPad loaded with more than ten hours of material, including twelve films illustrating various Principles and drill-downs. They were emotionally gripping and unedited. Ray also assigned two Bridgewater employees to help with my learning and to work with me to come up with a schedule that would meet my learning needs. The visit agenda was thus cocreated; Bridgewater did not dictate it.
The visit occurred in September 2013. It included nearly three hours of personal conversations with Ray and four hours of “shadowing” him in committee meetings, including a two-hour meeting of the Management Committee. It also included interviews with ten other employees of different tenures and responsibilities.
Under the Principle of Radical Transparency, every meeting and conversation at Bridgewater, including personal reviews and Management Committee meetings, is filmed or recorded and archived in Bridgewater’s library for review by any employee. As such, my interviews and talks during my visit were recorded and filed in the library as well. I was asked if this would be OK and had no hesitation in saying yes.
In this chapter, I want to share with you as much detail as I can about what I learned from Bridgewater. I hope that by doing this, I can prompt some of the same questions for you that this visit did for me: Am I a good learner? Is my organization a learning enabler or a learning inhibitor?
To do justice to this objective, I have divided the Bridgewater story into three sections. Section 1 focuses on Ray, on the Bridgewater business model, and on Ray’s Principles. Section 2 focuses on Ray’s concept of “The Machine” and what I believe are the key parts of the Bridgewater culture that enable and promote learning. Section 3 focuses on people—the hiring, training, and measuring of employees and the personal transformation journey one goes through in adapting to the Bridgewater learning environment.
Section I: Who Is Ray?
I arrived at Bridgewater on a cool fall morning. Bridgewater’s headquarters, composed of two modern buildings, is located at the end of a winding road in a residential area of Westport, Connecticut, surrounded by trees and set along a small river. The buildings are hidden from the street, and the driveway entrance has no sign. It’s a tranquil setting, reminiscent of the historic Japanese temples I once visited in the city of Kyoto.
The interior of the Bridgewater buildings is not luxurious or ostentatious; fieldstone, wood, and glass dominate, not the marble or lush carpeting so familiar at other investment banking and financial service headquarters. Ray’s office is at the end of a corridor, with no waiting area outside or administrative assistants positioned to limit access. There is no private dining room or bathroom.
At exactly 8 A.M., I was taken from the reception area to Ray’s office and offered coffee, breakfast, and a seat. Ray’s office, like the rest of the Bridgewater headquarters, is very modest—just large enough to accommodate a wide desk and three small modern chairs for visitors. Instead of the usual CEO office adornments—pictures with politicians, sports stars, and entertainers, and autographed sports memorabilia from Super Bowls or Masters Tournaments—there was an array of family pictures.
I was informed that Ray was running five minutes late. In a few minutes, I observed him coming down the hall. He was bent forward, walking with long strides. He had no entourage. He was wearing dark cotton chinos, a gray Bridgewater long-sleeved polo shirt covered by a dark gray, Bridgewater zippered top, and casual shoes that resembled Dr. Martens. Entering the room, he thrust out his hand and said: “I’m Ray.”
“I’m Ed,” I said, and thus began two fascinating days.
Ray started the conversation by asking me about my history—where I’d come from and how I had gotten to where I was. He was engaged and curious, and came across as authentic; it didn’t feel like he was just going through the motions. As we used to say in my days in rural Oklahoma working with big cattle feedlot barons—when I looked him in the eye, it was clear that there was “someone at home.” And I was struck by how Ray phrased his points; he almost always prefaced them with, “I may not be right but…” He never said “I think…”; instead, he said: “I believe…”
As we finished our two-hour talk, Ray asked: “You know why you are here?”
“Yes,” I said, “To learn.”
“And,” Ray added, “To tell me what we are doing wrong and what you think we can improve. I want direct honest feedback—don’t worry, you can’t offend me. OK?”
“OK!” I answered.
Before sharing what I learned during my visit to Bridgewater, I think it would be helpful for you to know a little about Ray. Understanding his upbringing and education, as well as his early steps both in and out of the financial world, can shed light on his unique approach to the hedge fund business and show how he set himself on the path to build the biggest and most successful hedge fund in the world and become the thirty-first richest American according to Forbes magazine, with a net worth of $12.9 billion in 2013.
Behind Bridgewater’s unique and successful learning organization is a successful person who learned how to mitigate his personal weaknesses; how to be very good at what he does; and to learn what he truly valued, which is: “meaningful work and meaningful relationships that are obtained by striving for truth and excellence with great people.”2
Ray’s Story
Ray was born in 1949 and grew up as an only child in a middle-class Long Island family. He was, in his words, “an ordinary kid.” His father was a jazz musician and his mother was a stay-at-home mom. Ray was not a good student; he was not good at rote memorization of facts. He had an independent streak, and if he didn’t see the relevance or meaningfulness of something, he didn’t see the need to learn it.
Ray earned spending money by working odd jobs. He delivered newspapers, mowed lawns, shoveled snow, washed dishes in a restaurant and, at age twelve, became a caddy at a private country club3—where he learned about much more than just golf. The players he caddied for were mainly wealthy businessmen who talked a lot about making money in the stock market—and there was good money to be made in that postwar decade, a time of economic growth and confidence. Ray listened to the golfers and thought that investing in stocks could be an easy way to make money, so at age twelve he bought his first stock: Northeast Airlines. He picked that stock because it was cheap and he could buy more shares—and he got lucky, making a lot of money, relatively speaking, on the investment. However, he also quickly learned that these “easy” gains could be just as easily lost. That experience spurred him to learn more about how to pick stocks and how the stock market worked. He realized that he had to get knowledge from other sources. Because he didn’t have a lot of money, he needed to find easy, cheap ways to learn and he did. He started ordering the free public annual reports of companies and devouring them. Looking back, it’s clear that this was a precursor to what became one of Ray’s fundamental ways of looking at the world—as a set of “machines” whose inner workings could be determined and understood through careful observation and research. In this case, Ray had to figure out how he could make a consistent profit buying stocks. And this is what he would devote himself to in his young adult years and, basically, for the rest of his career.
After graduating from high school, Ray attended college at Long Island University and continued his investing. He became interested in trading commodities, as they had low margin requirements. Trading was a humbling experience for Ray. Many times, when he was certain he had picked a winner, it turned out to be a loser. He internalized this experience, and it was the beginning of his wariness of overconfidence.
While in college, inspired by the Beatles’ trip to India, Ray also learned about meditation, which is still part of his life. I hypothesize that some of the values that underlie meditation and mindfulness that we discussed in chapter 6 went on to inform and shape Bridgewater’s unique culture: Radical Transparency, permission to speak freely, a relentless search for the truth, and having the courage to confront reality by acknowledging and openly discussing personal weaknesses, mistakes, and failures. To excel at Bridgewater and in meditation, one needs the courage to experience reality, humility, discipline, and perseverance. One needs to learn to be in the moment and process reality without allowing one’s emotions to “hijack” one’s experience.
Unlike in high school, Ray was a good student in college and graduated from Long Island University in 1971. During the summer break, before starting MBA studies at Harvard University, he worked as a clerk on the New York Stock Exchange. A global monetary crisis that occurred that summer piqued Ray’s interest in how the currency markets worked, and currency markets and hedging currency risks would go on to become key parts of Ray’s investing and advising career.
Ray flourished at Harvard Business School, largely because professors there used the case method of teaching in which students are given complex fact situations—almost like puzzles—that call for a decision. With this method, learning comes from advancing one’s ideas and the ensuing critical debate, through which one learns to be open-minded, to think logically, to weigh alternative solutions, to assess probabilities, and to make arguments. The case method is in complete opposition to the rote memorization of facts, and this type of teaching tapped into and honed Ray’s strengths: his independence and his drive to make good decisions to win in the stock market.
During Ray’s two years at Harvard, world events fueled a high demand for commodities traders that far exceeded the supply of experienced traders on Wall Street. It had created an opportunity for someone young with commodities trading experience like Ray. As a result, upon graduation, Ray became the director of commodities at a small brokerage firm. He soon left that firm to join a big Wall Street firm as director of its institutional hedging business, but he was quickly fired. In his writings, Ray has stated that the firing resulted from “insubordination.” Two articles, one in The New Yorker4 and one in aiCIO,5 suggest he was fired for slugging a superior and hiring a stripper to entertain some farming clients in California—two big mistakes. In any case, at nearly age twenty-six, Ray was out of work.
He decided that what he needed to do was work for himself, and he was able to convince a few of his former clients to retain him as an adviser, trader, and risk manager. In 1975, he began what ultimately would become Bridgewater out of his small New York City apartment. From that day on, Ray, the independent kid and thinker, was the independent entrepreneur relying on his abilities to outthink the competition in order to win in a game where winning or losing was a transparent and fast, daily feedback loop.
In trying to understand Bridgewater and how it learns, we need to understand Ray—how he learns, what he values, and what themes seem to have had a big influence in his life. The first step in this exploration is to look at how Bridgewater was built and what caused aiCIO to be so bold as to headline a 2011 article: “Is Ray Dalio the Steve Jobs of Investing?”6
The Business
When Ray started his business in 1975, he had just a few clients and focused on providing money management and consulting services in the credit and currency markets, including the hedging of currency risks. Early on, he started writing down his reasons for placing a trade, a daily tabulation of the results and why the trade did or did not work. Twenty or so years later, those notebooks became the foundation for the beginning algorithms that drove Bridgewater’s global investment platform.
In effect, Ray was trying to understand root causes, and his use of after-trade reviews was his early career way of doing the kind of After Action Reviews that were discussed in chapter 7. His notes and his attempts to understand conceptually how the market worked also formed the beginning of his “machine” theory about the economy and his business. Also, from the beginning of his business, he focused on making lots of small bets and hedging those bets. He was and still is a big believer in reducing the risk of loss to nil.
A big inflection point came in 1985, when the World Bank gave him the opportunity to manage $5,000,000 of its employee retirement fund. That was the start of Bridgewater’s institutional asset business. In describing her decision to invest with Bridgewater, Hilda Ochoa-Brillembourg, who was then head of the World Bank Pension Fund, said “Ray was one of the few macroeconomic analysis services that wanted to turn analysis into actionable decisions.”7 Kodak followed the World Bank by investing with Bridgewater in 1989.
In 1991, Bridgewater introduced its Pure Alpha fund. That fund is now reputed to be the most successful hedge fund in history, generating more returns for its investors than any other hedge fund. Bridgewater currently manages two other funds in addition to the Pure Alpha fund and all operate on Bridgewater’s fundamental belief of diversification through lots of small, uncorrelated bets. Bridgewater’s investment objective is to produce consistent and uncorrelated returns, and today it uses investment algorithms built over a forty-year period to invest in over 100 liquid asset classes globally.
With those investment objectives, Bridgewater focuses on building investment portfolios based on risk allocations rather than capital allocations. And it advises clients to separate strategic investment decisions from tactical investment decisions. In a required form filed annually with the Securities and Exchange Commission, Bridgewater described its investment philosophy this way:
Bridgewater believes investors can dramatically improve their portfolio’s overall results by separately creating a well-diversified beta portfolio (asset allocation) that is balanced against environmental biases and calibrated to one’s targeted returns, and by creating a well-diversified alpha portfolio (tactical investments) that reduces systematic biases calibrated to one’s targeted returns.8
Bridgewater’s business is based on a “search for the truth,” in a scientific way. The firm’s Research Group—composed of professionals with backgrounds in such fields as mathematics, the sciences, and economics—debates how cause-effect linkages in markets should work, and then mines historical data trying to find high probability that their logic actually shows to be true in a “timeless and universal way” (i.e., shown to exist throughout time and across different countries). If a particular rule passes those tests, it goes into the investment machine and its results are constantly reviewed to make sure it performs as expected. Bridgewater was one of the first investment advisers to expand this kind of search globally as well as backward into history.
Fueling this process is Ray’s belief that history repeats itself; thus, one can learn what worked and did not work historically and use that data to test forward-looking ideas and make better decisions in similar future situations. Charlie Rose once asked Ray what book he thought all investors should read; Ray answered, The Lessons of History by Will and Ariel Durant, a book of only 102 pages published in 1968.
Ray’s focus on global and historical data has been a key client value proposition. Ochoa-Brillembourg has stated: “Ray’s true innovation is a steadfast attention to the granularity of macroeconomic data. His firm, more than any other, is getting into the nuts and bolts of data analysis. Not data mining, but he does mine the macroeconomic data to a breadth and depth that no other firm mines it.”9 The depth of research and data analysis Bridgewater does is impressive, even to Paul Volcker, former chairman of the Federal Reserve, who described the degree of detail underlying Bridgewater’s work as “mind-blowing” and said of Ray, “He has a bigger staff, and produces more relevant statistics and analyses, than the Federal Reserve.”10
Another Bridgewater differentiator is how it relentlessly engages its clients in conversations about investment ideas and strategies. It publishes the industry-leading Daily Observations, which can run up to thirty pages. Bridgewater also publishes monthly updates, quarterly performance reviews, and an annual strategic report. It has frequent calls and meetings with clients. Those engagements are strategic investment discussions, not just a review of results. Over 150 professionals work in Client Services, serving around 350 clients.
What makes Bridgewater successful? Well, it’s the right people in the right learning environment using the right learning processes. Underlying that are the fundamental principles and values on which Bridgewater’s culture and learning processes were built.
The Principles
As is clear from the way he’s approached his investing from the age of twelve on, Ray is a conceptual thinker, and he loves finding patterns, looking for cause-effect rules and synthesizing data. He looks at the world and tries to understand how it works. How does the economy work? How does world class recruiting work? How do people make good decisions? All of us build conceptual models of the world; quite frankly, however, Ray’s models are evidenced-based and rigorously reviewed frequently. This constant searching forms the foundation of his Principles.
Just as Ray’s investing practices are informed by a rich catalog of historical data, his Principles are, as he puts it, “concepts that can be applied over and over again in similar circumstances as distinct from narrow answers to specific questions.”11 His Principles are ways of thinking, acting, and conversing that have become the common Bridgewater objectives or aspired to processes and behaviors.
Underlying these Principles are Ray’s goals and his beliefs. Ray frequently states that his primary goal has never been to make the most money. He explains:
I have been very lucky because I have had the opportunity to see what it’s like to have little or no money and what it is like to have a lot of it…. I do know that for me, having a lot more money isn’t a lot better than having enough to cover the basics. That’s because, for me, the best things in life—meaningful work, meaningful relationships, interesting experiences, good food, sleep, music, ideas, sex, and other basic needs and pleasures—are not, past a certain point, materially improved upon by having a lot of money.12
Ray’s motivation is to live life fully, which, as he says above, he believes requires meaningful work and meaningful relationships.
As Ray sees it, achieving one’s goals is more likely to occur if one strives to be an independent thinker by learning. That, in turn, requires one to be honest about one’s strengths and weaknesses and to deal directly with one’s weaknesses by accepting them, seeking and being open to feedback, and creating workarounds that mitigate one’s weaknesses.
Ray constantly teaches his employees to stress test their thinking by seeking the opinions of smart or smarter people. A key concept in Ray’s world is “knowing what you don’t know.” He once explained it this way: “Our greatest power is that we know that we don’t know and we are open to being wrong and learning.”13
He also encourages his employees to get past their ego barriers and look at their weaknesses objectively, so they can then figure out how to design around their weaknesses and be successful.14 Because ego barriers also get in the way of people engaging in thoughtful disagreement, Ray urges himself and others to ask themselves: Is it true? Does it make sense?15 He says his most fundamental Principle is: “Truth—more precisely, an accurate representation of reality—is the essential foundation for producing good outcomes.”16
Socrates is reputed to have said: “I know one thing, that I know nothing.”17 Stuart Firestein, noted research neuroscientist and chairman of the Department of Biological Sciences at Columbia University, has asserted in his short book Ignorance: How It Drives Science that great scientists don’t focus on what they know, but rather on what they don’t know. In other words, great science focuses on research findings that generally illuminate more ignorance not less. Much science occurs in a natural world that is driven by biological and physical laws. Interestingly, biology plays a big role in Ray’s conceptual system too, especially with respect to adaptation and system interdependency.
Understanding Ray’s beliefs helps us understand Bridgewater, which the rest of this chapter explores. Yes, Bridgewater is more than Ray, but Ray’s beliefs underlie its culture and ways of doing business. As you read through some of Ray’s Principles, you may find it thought provoking to ask yourself, “Do I believe that?” Not to see whether you agree with Ray, but to help you figure out your own core principles and beliefs.
Beliefs
Here are some representative statements by Ray taken from Principles, his writings and talks, and from my interviews.18
I also believe nothing is certain. I believe that the best we can hope for is highly probable.
I believe that having questions is better than having answers because it leads to more learning.
I believe mistakes are good things because I believe most learning comes via making mistakes and reflecting on them. I fail every day and all over the place.
While most others seem to believe that finding out about one’s weaknesses is a bad thing, I believe that it is a good thing because it is the first step toward finding out what to do about them and not letting them stand in your way.
I believe that [psychological] pain is required to become stronger.
I believe that the desire to evolve, i.e., to get better, is probably humanity’s most pervasive driving force.
The most important quality that differentiates successful people from unsuccessful people is the capacity to learn and adapt.
The quality of our lives depends on the quality of the decisions we make.
I believe that you can probably get what you want out of life if you can suspend your ego and take a no-excuses approach to achieving your goals with open-mindedness, determination, and courage, especially if you rely on the help of people who are strong in areas that you are weak.
I learned that failure is by and large due to not accepting and successfully dealing with the realities of life.
I learned that there is nothing to fear from truth.
I learned that I want the people I deal with to say what they really believe and to listen to what others say in reply, in order to find out what is true.
I learned that everyone makes mistakes and has weaknesses and that one of the most important things that differentiates people is their approach to handling them.
I learned that being totally truthful, especially about mistakes and weaknesses, led to a rapid rate of improvement and movement toward what I wanted.
Also, I don’t derive satisfaction or angst about how good or bad I am as much as I derive satisfaction and angst about the rate at which I am getting better.
Operate as a meritocracy of ideas not as a bureaucratic hierarchy.
Deal with extreme openness with each other in the pursuit of excellence.
I want Bridgewater to be a company in which people collectively…
…come up with the best independent opinions they can muster.
…stress-test their opinions by having the smartest people they can find to challenge them so they can find out where they are wrong.
…are wary about overconfidence and good at not knowing.
…wrestle with reality, experiencing the results of their decisions, and reflecting on what they did to produce them so that they can improve.
Treat mistakes as learning opportunities.
Don’t worry about looking good—worry about achieving your goals.
Get over “blame” and “credit” and get on with “accurate” and “inaccurate.”
Motivation to get better has to be higher than the motivation to be right.
We end this part of the Bridgewater story with a list of Ray’s five fundamental personal choices or decisions that he believes every employee must make to flourish at Bridgewater. Ray’s Principles force every employee to intentionally or by default make these five key choices. They really determine whether he or she will be successful at and fit into the Bridgewater culture.
RAY’S 5 BIG “FORKS IN THE ROAD”
First: | BAD…Allow pain to stand in the way of progress |
GOOD…Understanding how to manage pain to produce progress | |
Second: | BAD…Avoid facing “harsh realities” |
GOOD…Face “harsh realities” | |
Third: | BAD…Worry about appearing good |
GOOD…Worry about achieving the goal | |
Fourth: | BAD…Making decisions on the basis of first-order consequences |
GOOD…Making decisions on the basis of first-, second-, and third-order consequences | |
Fifth: | BAD…Don’t hold yourself accountable |
GOOD…Hold yourself accountable 19 |
Conclusion
In closing section 1 of this chapter, I hope you have an understanding of Ray and the foundational Principles and beliefs that underlie Bridgewater. Now it’s time to look at how Ray operationalized those Principles inside Bridgewater. It is an opportune time to consider this, because, as I mentioned, for the last five years Ray has been on a mission to institutionalize his Principles and beliefs to increase the likelihood of Bridgewater enduring as a private, employee-owned business past his lifetime. Already, Ray has stepped down as CEO and now holds the title “Mentor.” He also has created a Management Committee charged with managing day-to-day business. Although he is still very engaged in the business, Ray realizes that someday he won’t be and that Bridgewater, like everything else in life, will evolve. That’s one of Ray’s beliefs about how the world works.
Section II: The Machine and the Culture of Bridgewater
In the first section of this chapter, we focused on background material about Bridgewater’s business and Ray’s codified beliefs, goals, and processes that underlie the firm’s spectacular success. Those beliefs include Ray’s conceptualization that systems and businesses, just like the human body and the environment, can be thought of as machines. In this section, we explore this idea further and examine how it has shaped the firm’s business model, learning processes, and culture.
The Machine
Ray views the Bridgewater business as a machine that, if properly designed to include the right people in the right culture using the right processes, will likely produce outcomes that move the organization toward its goals. “I believe,” Ray says, “that to have a great company you have to make two things great—the culture and the people. If these two things are great your organization can navigate the twists and turns to get you where you want to go.”20
At Bridgewater, the Management Committee manages the “machine.” The Committee’s job is to determine how well the machine is running by comparing the machine’s outcomes with organizational goals. If the performance is not optimal, the problems are diagnosed and addressed to increase positive results. This is what Ray calls the “feedback loop.”21 The rate and quality of an organization’s improvement and learning is highly dependent on how effectively and quickly it can process feedback loops. Feedback loops are learning opportunities. Ray’s concept of feedback loops as learning opportunities goes back to his early investing days, when he would keep a written log of every stock investment and the reasons why he made that investment. He would then evaluate the investment upon selling and making a gain or loss. He then took the result—the feedback—and tried to learn what worked and what didn’t work. For investments that didn’t work, he learned lessons to apply going forward. He changed his future behavior based on learning from the feedback of the market.
The feedback loop mechanism relies on what Ray calls his most important Principle: “Truth—more precisely, an accurate understanding of reality—is the essential foundation for producing good outcomes.”22 Ray believes that the difference between bad and great organizations is generally the frequency, quality, and management of these feedback loops. That quality relies directly on being brutally direct, drilling down to the truth—the root causes—and confronting head on the ego defenses and/or emotions that can hijack one’s thinking processes. A real diagnosis of the root causes requires acceptance by the responsible party and high-quality decisions on how to improve the outcomes.
Every issue diagnosis meeting I attended or reviewed followed this five-step process:
1. Either someone asked who the person responsible for the meeting was or the responsible person announced herself as such. Bridgewater is not big on “we” or “they.” Everything comes down to personal ownership—be it of a meeting, task, problem or result—and because personal accountability is critical, specific names are used.
2. Everyone agreed on what type of meeting was about to occur. Is it a debate? Is it a discussion? Is it teaching? Debates occur among people of roughly equal experience. Discussions are more open-ended and include people of varying experience levels. Teaching moments involve people of different levels.
3. At various times, someone would ask something along the lines of: “Does what I am saying make sense to you? Do you agree that it is true? If not, why not?” Bridgewater cares as much about one’s reasoning—one’s critical thinking—as it does about the answer. Is the thinking logical? This step is meant to stress test the speaker’s thinking. These questions are part of Ray’s Principle to “Constantly get in synch”; this Principle is further discussed in section 3 of this chapter.23 Notice that the questions do not focus on a person being right or wrong; they are designed to encourage people to be independent thinkers who come to their own conclusions. The goal is truth based on the current reality.
4. If the conversation resulted in a “to-do,” the group designated a responsible person, who then agreed with the group to a “contract” outlining specifically what that person would do within what time frame. Have you ever left a corporate meeting wondering what was decided or wondering what the next steps were? Bridgewater works hard to eliminate those types of results.
5. At the end of every meeting, the participants evaluated the meeting and put “tidbit comments” into a database regarding any person’s performance in the meeting. All of these inputs flow into a massive data system that contains algorithms designed to look for patterns that could help people understand their strengths and weaknesses. These personal reviews are ultimately aggregated and rolled up, along with other employee data, into a real-time scorecard—a “Baseball Card,” discussed in more detail in section 3 of this chapter.
This five-step process reminds me of an airplane flight checklist. Even when a pilot has flown thousands of flights, she completes a checklist each time the cockpit is entered. Think of the five steps as Bridgewater’s flight checklist. This process is how Bridgewater structures its learning conversations.
In making the diagnoses at meetings like this, Bridgewater tries to understand whether the deviations between actual outcomes (reality) and desired outcomes are a design problem or a people problem. Design problems can be either a structural or a process issue. A structural issue, for example, can be having the wrong group working on the problem or not having the right members of the team. A process issue, for example, could be that the wrong plan was created to do the task or the wrong data was used in making the decision. People problems can be: (1) a mismatch between task needs and people’s abilities—a bad fit; (2) a bad performance produced by either lack of experience or training; or (3) a lack of alignment between Bridgewater values and personal values. The first two people problems can likely be solved; the last usually requires exiting the firm.
To determine what the real problem is, a small group of people must engage in high-quality, collaborative, and honest conversations. The diagnostic conversations at Bridgewater that I witnessed or reviewed always contained a directive from Ray or another leader to “take your thinking to a higher level” and “get above yourself and the problem to look down on the machine and yourself objectively.” “Getting above yourself” helps one reduce ego defenses and emotional hijacking.
Typically, drilling down to the real root cause of a negative outcome will mean focusing on a responsible party’s design or execution. In such cases, there is a natural tendency to want to minimize the discomfort and to end the “painful” part by coming up with a quick solution. Bridgewater understands that quick solutions can lead to bad decisions, which leads to another of Ray’s fundamental Principles: Pain + Reflection = Progress.24
The diagnosis process should lead to a root cause of the problem. Then the question is whether the problem is a one-off occurrence or part of a bigger problem or a pattern. Just like in any scientific endeavor, Bridgewater is wary of making decisions based on too few occurrences. Sample size is important. Do we have enough data to make a big decision, assuming the root cause is a big issue? Ray’s approach to the quantity of data is his concept of triangulation, which means having multiple kinds of data from multiple sources that confirm a pattern.
Bridgewater is also wary of having only one or two people making decisions, especially if one of them is the party responsible for the performance. Small groups of three to five people make better diagnoses, because it is easier for those not directly involved to engage in the process unemotionally and without ego defenses. Once again, we see the power of small teams in learning.
Bridgewater believes that everyone involved in the diagnosis who has a thoughtful point of view should contribute to the conversation; however, not all opinions or thoughts are equal. Some people are more believable than others. One’s believability depends on one’s experience and track record. Everyone at Bridgewater, including Ray, has an evolving “Believability Index” grade—a number mathematically determined by one’s experience, performance reviews, and the composite daily feedback ratings from peers and managers. The opinions of people with a higher Believability Index have more weight in the ultimate decision made in the diagnostic process.
Hundreds of feedback loop conversations take place at Bridgewater every day. These conversations take place in most of Bridgewater’s seventeen functional groups:
Account Management—Client Service—Compliance—Core Management—Core Technology—Corporate Counsel—Counterparty and Client Relations—Facilities—Finance—Human Resources—IT—Marketing—Operations—Recruiting—Research—Security—Trading
As stated earlier, one of the goals of this process is to create more logical, independent thinkers who make good decisions based on good data. The root cause diagnosis process is a key step in that process. Likewise, we have seen how Ray uses teams and the Believability Index to further that goal. What is left to look at are Ray’s basic decision Principles. One of Ray’s Principles is to “Make all decisions logically, as expected value calculations”; another is: “Considering both the probabilities and the payoffs of the consequences, make sure that the probability of the unacceptable (i.e., the risk of ruin) is nil.”25
Ray is a hyperrealist and not a big risk taker. His approach to decision making is to try to make all decisions small decisions—decisions that do not have big downsides. He believes in making many—fifteen or more—small, uncorrelated bets. He also believes in the 80/20 rule. In his words: “Since 80% of the juice can be gotten with the first 20% of the squeezing, there are relatively few (typically less than five) important things to consider in making a decision.”26 He also says, “Think about the appropriate time to make a decision in light of the marginal gains made by acquiring additional information versus the marginal costs of postponing the decision.”27 Moreover, he says, “Make sure all the ‘must do’s’ are above the bar, before you do anything else,” and he adds, “Remember that the best choices are the ones with more pros than cons, not those that don’t have any cons.”28
These rules deal with the reality that in most cases one does not have all the data that exists. They address the issue of whether to proceed and how to proceed. Ray’s approach to minimize risk by making small bets is the same one that underlies the experimental learning process called “Learning Launches,” discussed in chapter 7.
Ray accepts the reality that there is much more we do not know than we know. As such, people should frequently ask themselves the following four questions before making any important personal or business decision that could impact many people:
1. What do I really know?
2. What don’t I know?
3. What do I really need to know that I don’t know?
4. How do I learn that?
Culture
It is not surprising that the Bridgewater culture mirrors Ray’s Principles and his beliefs and values. This is usually the case when an entrepreneur is able to personally grow as his or her company grows and, thus is able to remain the driving force for decades. This was or has been the case at IDEO, Gore, Room & Board, Southwest Airlines, Intuit, and UPS. The Bridgewater culture is lived out daily in the multitude of meetings that occur where the first act is turning on the tape recorder. It is evidenced by the décor of Bridgewater’s buildings, the casual and business casual dress, the modest size of executive offices and the deep friendships among colleagues.
As I like to remind my students, I have lots of “miles on my personal tires.” I have been very fortunate in my career journey to experience lots of business environments and leadership styles. I was struck by some consistent themes I experienced at Bridgewater.
TRUTH/HONESTY
Bridgewater people freely volunteered to me (a relative stranger) their personal weaknesses. At Bridgewater, everyone—including Ray—has an announced No. 1 weakness called a “burden,” and it was normal to discuss it. It seemed that because they had learned about everyone else’s weaknesses, there was nothing to be ashamed of. They had learned that Bridgewater’s culture is built on being honest with yourself and others. Some even volunteered to me matter-of-factly—knowing that our conversation was being taped—that they planned to leave Bridgewater in a year. It was refreshing, but it was a new interview experience for me.
Three very experienced people openly told me that they had outgrown their current jobs and were ready for a new one at Bridgewater, but they didn’t know if one existed or would be a good fit. If necessary, they said that they would move on. Still, no one appeared or sounded anxious. Their attitudes were that they’d be OK no matter what happened. It seemed to me that being OK was broader than being OK financially; it meant that they were confident entering the unknown. Everything didn’t have to be mapped out; it could evolve. As one person stated, “The unknown does not scare me.” That is self-efficacy.
Conversations I observed at Bridgewater, even the difficult ones, were calm—no raised voices. In some, you could see the stress on people’s faces or in their body language or hear it in their voices, but they remained civil and focused. In one memorable instance, after a personal review, an individual said that he had to leave the meeting and needed some space to process what had been said. But even in that case, tempers didn’t flare. Later, the person came back and requested that the meeting continue. It did and everyone agreed progress was made.
Were there disagreements in conversations? Yes. Disagreements are encouraged because it is the process of wrestling through disagreements and stress testing one’s thinking and beliefs that one gets to the truth or a better place. One senior manager told me “I don’t like conflict. But I deal with it here because it has rational benefits.” The search for “truth” is not about being nice or liked or making no mistakes. In one of the prep videos I watched, CEO Greg Jensen stated: “There is a constant pull of people to move away from truth. It is a constant personal and organizational battle to be great at seeking the truth. We want to think better than other companies.”29
MEANINGFUL RELATIONSHIPS
Searching for the truth and confronting one’s personal weaknesses in a radically transparent environment builds personal relationships. Every person I met who had a Bridgewater tenure longer than two years made the point that deep bonds and friendships were made at Bridgewater because of what people endured together. One senior person told me that these close personal relationships were even more important than the generous benefits and compensation at Bridgewater. Like nearly everyone I met at Bridgewater, this person did not wear his feelings on his sleeve, but when he said his colleagues were like family, I remembered Ray’s personal goal of “meaningful work and meaningful relationships.” I felt the emotions beneath that person’s statement and said, “It sounds like you love your close friends here,” and he responded, “Yes, I do love them.”
TEAM
Bridgewater’s team culture does not accommodate arrogance or a “star” self-image or personality. It reminds me of the U.S. Marine Corps and the work I did with the Leadership Faculty at Marine Corps University. The Marine Corps is a values-based organization with a culture of excellence, team focus, and permission to speak freely. The Marine Corps leadership model is one of “servant leadership.” A Marine Corps general once told me that what the Corps does is “take lots of ordinary people and transform them into teams that perform at the highest levels under the most difficult circumstances.”30 Maybe what Bridgewater does is take very bright people and transform them into the best thinkers in its industry.
Further support for the military analogy is provided by one of the previsit study videos that Bridgewater sent me. It was a talk given to Bridgewater employees by a Navy SEAL commander about SEAL recruitment and training. The commander described the transformation that occurs with new SEALs as they learn the process of managing their fears and preventing emotions from hijacking their thinking. Clearly, those processes align well with those of Bridgewater.
One of the experienced, new employees that I interviewed at Bridgewater had recently joined the training team that runs Bridgewater’s New Hire Boot Camp. Can you guess where he had worked prior to joining Bridgewater? That’s right—he was a recently retired Navy SEAL commander. Why in the world, I asked, would a Navy SEAL come to work at Bridgewater? Was the transition hard?
His answers were thought provoking. He told me that he had had several wonderful offers, but had chosen Bridgewater because the culture of the firm and the Navy SEALs “overlapped.” He said that both organizations focus on learning, adaptation, recruiting high caliber people, and teaching them to be better thinkers and to relentlessly pursue constant improvement. Both explore action alternatives based on probability and scenario analysis, while being fanatical about mitigating risks. The SEALs, like Bridgewater, have a culture of brutal honesty, transparency that enables frequent hard conversations and confronting one’s mistakes. The SEALs view mistakes as learning opportunities and strive not to make the same mistake twice. The SEALs also try to manage emotions (fear) in executing missions.
I am not saying that Bridgewater is just like the Navy SEALs. Making the best investment decisions is not analogous to executing a Navy SEAL mission; however, it’s clear that there are common threads between the cultures of these two high-performance but very different organizations. The fact that some of the same learning mindsets, capabilities, and processes apply in high-change environments, both business and nonbusiness, is compelling. It demonstrates that in high-change contexts, the human learning fundamentals are similar. Business leaders can learn from educational and military learning leaders and vice versa.
PERMISSION TO SPEAK FREELY
The Bridgewater culture of Radical Transparency gives all of its people the power to speak openly and honestly. In fact, there is a duty to do so. One accompanying rule is never to speak about someone behind his back. This was illustrated to me in one of the previsit films I studied. Unexpectedly, a conversation in a meeting turned to evaluating someone’s performance. Quickly, someone said, “We can’t talk about him unless he’s here,” so they called up the particular person and asked him to join the meeting. In Principles, Ray states that next to being dishonest, talking behind someone’s back is the worst thing you can do at Bridgewater.31
Another rule at Bridgewater is that everyone has the right to ask questions and understand what makes sense, and no one has the right to hold back a critical (thoughtful) opinion.32
CONDITIONAL PERMISSION TO MAKE MISTAKES
In the business sphere, especially in larger companies where the prevailing model is scale and efficiency (operational excellence), managers wake up each morning with a mission to eradicate variance. The goal of those “machines” is 99 percent defect-free output. Have you ever worked in a place where management said that mistakes were learning opportunities? I believe that this is the biggest issue every organization that wants to learn better or learn faster faces. Many people were raised and educated in the United States where the dominant culture teaches them to view mistakes as bad and as something to be minimized. This can lead to the mindset that a successful personal strategy is to avoid mistakes at all costs and to take as few risks as possible.
In “knowledge” businesses especially, all companies try to recruit employees with the highest academic test scores. Many of those successful students have made few mistakes in their lives, and their self-worth is dependent on not making them. These are the types of people Bridgewater also recruits. Think of the challenge those types of Bridgewater recruits face coming into a radically transparent, high-accountability culture that focuses on mistakes and personal weaknesses as opportunities for improvement. All of a sudden, the game has changed. If one stays at Bridgewater, one cannot avoid learning that one is not as good or as smart as one thought. These new hires must learn how to thrive in the Bridgewater way and become part of the Bridgewater machine.
It’s a big challenge, and it’s not for everyone. Mistake-based learning does not occur quickly. It takes effort and a manager’s time to go through the learning process with an individual. People are not machines; they have emotions, feelings, and history. It’s also a big challenge because learning is not an efficient process—it takes time and lots of conversations and reflection.
The bar at Bridgewater is set high and stays high. Many people leave at various stages of their careers. One senior person who had come from another firm said that working at Bridgewater was a “try-out forever,” and that he isn’t evaluated on a financial metric—a “financial P&L,” but on his thinking—his “idea P&L.”
The issue of conditional mistakes is so critical to the Bridgewater learning machine and culture that Ray devotes nine of the Management Principles in Principles to explaining the cultural concept of the conditional permission to make mistakes. I have inserted them almost verbatim below because they are so critical to Bridgewater’s operating and learning model and because I think Ray says it better than my summary ever could. You’ll notice that these Principles strikingly illustrate the concepts discussed in chapters 2, 3, and 4, especially mastery versus performance and approach versus avoidance mindsets, fear of failure, and how one’s ego gets in the way of learning.
I say that the permission to make mistakes is “conditional” because, according to Ray, mistakes are acceptable if and only if they are identified and analyzed and learning occurs. Bridgewater’s goal is better learning, individually and operationally. In my consulting with companies, I have found this issue to be quite difficult for leaders and managers to accept because of their belief that accountability would be diluted. Bridgewater, Gore, UPS, IDEO, and Intuit demonstrate that dilution is not a given.
Ray’s Management Principles on Making Mistakes
The easiest way to read the following excerpts from Principles (in Ray’s words, except where I added some transitions to make them flow as a narrative) and get the impact is to assume Ray is speaking directly to you:33
[At Bridgewater, we created] a culture in which it is OK to make mistakes but unacceptable not to identify, analyze, and learn from them. [Recognize that e]ffective, innovative thinkers are going to make mistakes2 and learn from them because it is a natural part of the innovation process. For every mistake that you learn from you will save thousands of similar mistakes in the future, so if you treat mistakes as learning opportunities that yield rapid improvements you should be excited by them. But if you treat them as bad things, you will make yourself and others miserable, and you won’t grow. Your work environment will be marked by petty back-biting and malevolent barbs rather than by a healthy, honest search for truth that leads to evolution and improvement. Because of this, the more mistakes you make and the more quality, honest diagnoses you have, the more rapid your progress will be. That’s not B.S. or just talk. That’s the reality of learning.3
Do not feel bad about your mistakes or those of others. Love them! Remember that (1) they are to be expected, (2) they’re the first and most essential part of the learning process, and (3) feeling bad about them will prevent you from getting better. People typically feel bad about mistakes because they think in a short-sighted way that mistakes reflect their badness or because they’re worried about being punished (or not being rewarded). People also tend to get angry at those who make mistakes because in a short-sighted way they focus on the bad outcome rather than the educational, evolutionary process they’re a part of. That’s a real tragedy.
I once had a ski instructor who had taught Michael Jordan, the greatest basketball player of all time, how to ski. He explained that Jordan enjoyed his mistakes and got the most out of them. At the start of high school, Jordan was an unimpressive basketball player; he became a champion because he loved using his mistakes to improve. Yet despite Jordan’s example and the example of countless other successful people, it is far more common for people to allow ego to stand in the way of learning. Perhaps it’s because school learning overemphasizes the value of having the right answers and punishes wrong answers. Good school learners are often bad mistake-based learners because they are bothered by their mistakes. I particularly see this problem in recent graduates from the best colleges, who frequently shy away from exploring their own weaknesses. Remember that intelligent people who are open to recognizing and learning from their weaknesses substantially outperform people with the same abilities who aren’t similarly open.
Mistakes serve another useful purpose. One should
[o]bserve the patterns of mistakes to see if they are a product of weaknesses. [I call this connecting t]he dots without ego barriers. If there is a pattern of mistakes, it probably signifies a weakness. Everyone has weaknesses. The fastest path to success is to know what they are and how to deal with them so that they don’t stand in your way. Weaknesses are due to deficiencies in learning or deficiencies in abilities. Deficiencies in learning can be rectified over time, though usually not quickly, while deficiencies in abilities are virtually impossible to change. Neither is a meaningful impediment to getting what you want if you accept it as a problem that can be designed around.
Do not feel bad about your weaknesses or those of others. They are opportunities to improve. If you can solve the puzzle of what is causing them, you will get a gem—i.e., the ability to stop making them in the future. Everyone has weaknesses and can benefit from knowing about them. Don’t view explorations of weaknesses as attacks. A person who receives criticism—particularly if he tries to objectively consider if it’s true—is someone to be admired.
[Likewise, d]on’t worry about looking good—worry about achieving your goals. Put your insecurities away and get on with achieving your goals. To test if you are worrying too much about looking good, observe how you feel when you find out you’ve made a mistake or don’t know something. If you find yourself feeling bad, reflect—remind yourself that the most valuable comments are accurate criticisms. Imagine how silly and unproductive it would be if you thought your ski instructor was blaming you when he told you that you fell because you didn’t shift your weight properly. If a criticism is accurate, it is a good thing. You should appreciate it and try to learn from it.
Get over “blame” and “credit” and get on with “accurate” and “inaccurate.” When people hear, “You did XYZ wrong,” they have an instinctual reaction to figure out possible consequences or punishments rather than to try to understand how to improve. Remember that what has happened lies in the past and no longer matters, except as a method for learning how to be better in the future. Create an environment in which people understand that remarks such as “You handled that badly” are meant to be helpful (for the future) rather than punitive (for the past). While people typically feel unhappy about blame and good about credit, that attitude gets everything backwards and can cause major problems. Worrying about “blame” and “credit” or “positive” and “negative” feedback impedes the iterative process essential to learning.
[This is very important: d]on’t depersonalize mistakes. Identifying who made mistakes is essential to learning. It is also a test of whether a person will put improvement ahead of ego and whether he [or she] will fit into the Bridgewater culture. A common error is to say, “We didn’t handle this well” rather than “Harry didn’t handle this well.” This occurs when people are uncomfortable connecting specific mistakes to specific people because of ego sensitivities. This creates dysfunctional and dishonest organizations. Since individuals are the most important building blocks of any organization and since individuals are responsible for the ways things are done, the diagnosis must connect the mistake to the specific individual by name. Someone created the procedure that went wrong, or decided we should act according to that procedure, and ignoring that fact will slow our progress toward successfully dealing with the problem.
Write down your weaknesses and the weaknesses of others to help remember and acknowledge them. It’s unhealthy to hide them because if you hide them, it will slow your progress towards successfully dealing with them.
When you experience pain, remember to reflect. You can convert the “pain” of seeing your mistakes and weaknesses into pleasure. If there is only one piece of advice I can get you to remember it is this one. Calm yourself down and think about what is causing your psychological pain. Ask other objective, believable parties for their help to figure it out. Find out what is true. Don’t let ego barriers stand in your way. Remember that pains that come from seeing mistakes and weaknesses are “growing pains” that you learn from.4 Don’t rush through them. Stay in them and explore them because that will help build the foundation for improvement. It is widely recognized that (1) changing your deep-seated, harmful behavior is very difficult yet necessary for improvement and (2) doing this generally requires a deeply felt recognition of the connection between your harmful behavior and the pain it causes. Psychologists call this “hitting bottom.” Embracing your failures is the first step toward genuine improvement; it is also why ‘confession’ precedes forgiveness in many societies.5 If you keep doing this you will learn to improve and feel the pleasures of it.
Be self-reflective and make sure your people are self-reflective. This quality differentiates those who evolve fast from those who don’t. When there is pain, the animal instinct is “fight or flight” (i.e., to either strike back or run away)—reflect instead. When you can calm yourself down, thinking about the dilemma that is causing you pain will bring you to a higher level and enlighten you, leading to progress. That is because the pain you are feeling is due to something being at odds—maybe it’s you encountering reality, such as the death of a friend, and not being able to accept it. If when you are calm, you can think clearly about what things are at odds, you will learn more about what reality is like and how to better deal with it. It really will produce progress. If, on the other hand, the pain causes you to tense-up, not think, feel sorry for yourself, and blame others, it will be a very bad experience. So, when you are in pain, try to remember: Pain + Reflection = Progress. It’s pretty easy to determine whether a person is reflective or deflective: self-reflective people openly and objectively look at themselves while deflective people don’t.
Managers need to “[t]each and reinforce the merits of mistake-based learning”:
We must bring mistakes into the open and analyze them objectively, so managers need to foster a culture that makes this normal and penalizes suppressing or covering up mistakes. Probably the worst mistake anyone can make at Bridgewater is not facing up to mistakes—i.e., hiding rather than highlighting them. Highlighting them, diagnosing them, thinking about what should be done differently in the future, and then adding that new knowledge to the procedures manual are all essential to our improvement.
Ray’s passion about the power of mistakes being learning opportunities comes through loud and clear in these Management Principles. No one can argue with Bridgewater’s consistent high performance over decades. I believe that every organization can learn from Bridgewater because the principles underlying its way reflect the best of the science of learning that we know at this point. No matter what business you are in, the principles of learning are the same.
Conclusion
The Bridgewater story is interesting and challenging. I suggest to you that Bridgewater has created its way (not the way) to mitigate the fact that we as humans are speedy and efficient processors of information in a way that affirms our stories about our world and ourselves. Bridgewater understands that high-quality thinking and learning requires more deep and critical thinking, which is helped by high-quality conversations with others.
Likewise, Bridgewater understands that working around ego defenses, and modifying our stories about how we see the world and ourselves, is hard to do alone. This type of learning is a team sport. For others to help in this process there must be open, direct, and honest communications. That in turn requires trust that one will not be punished for trying to help. It also requires trust that the system will not punish weaknesses unless they are not improved. Fear of speaking honestly, fear of making mistakes, and fear of looking bad all inhibit learning in organizations. These fears can never be eliminated totally; however, Bridgewater demonstrates that the right culture, the right processes, the right leadership behaviors, and a lot of hard work can reduce them materially.
Bridgewater has confronted the “truth” about how individuals usually think and how their ego defenses and emotions can inhibit learning. It has put in place a culture and critical thinking and learning conversation processes to improve the frequency and quality of Bridgewater’s learning. Now let’s explore another part of the Bridgewater story: the people part.
Section III: People
Bridgewater is currently involved in a major initiative to make hiring more of a science. Historically, about 25 percent of new hires leave within twelve to eighteen months. In some groups that number approaches 50 percent. Bridgewater’s overall turnover rate has averaged 19.6 percent since 2007. Bridgewater is not pleased with those retention numbers. It has always focused on hiring for cultural fit, but now it’s looking to make hiring more of a science to increase retention rates. Tenure is close to being evenly split with each of the following tenure groups comprising one-third of the total workforce: 0–2 years, 2–4 years, and over 4 years. Average tenure is 3.5 years. Company turnover rates typically are hard to find, but in a recent article about Amazon.com and its founder Jeff Bezos34 the average employee tenure rates were listed as 1 year for Amazon, 1.1 years for Google, 4 years for Microsoft, 4.3 years for Intel, and 6.4 years for IBM. This provides perspective on Bridgewater’s average tenure.
Ray views turnover as a hiring design problem. As he sees it, Bridgewater’s processes are not currently designed well enough to identify people with the highest probability of flourishing at Bridgewater. The process has been good enough for Bridgewater to produce its phenomenal investment results over the last twenty-five years, but the hiring issue has become a bigger focus now that Ray’s mission is to create the best, most enduring organization possible.
Ray has stated that the challenge is to find enough smart people who believe in Radical Transparency, and who are able to get through the transformation process that Ray and Bridgewater expect of each hire. Ray calls this process “getting to the other side.”35 It takes about eighteen months on average for people to adapt to Bridgewater’s Radical Transparency environment and its constant feedback process, and to go through the personal process of accepting one’s weaknesses, mitigating one’s ego defenses, and engaging in personal work to make progress in mitigating or managing one’s weaknesses. Not everyone makes it through the process. As mentioned, turnover at Bridgewater is higher than Ray wants, which is why he wants to identify the types of people who are most likely to get to the “other side.”
Of course, part of the challenge is that those with the best knowledge base for the job often also have traits that can make this transformation difficult. Bridgewater’s new hires, both the young and the more experienced, generally fit the following description. They are smart graduates of elite, top-tier schools who:
• Have track records of success;
• Have experienced little failure, if any;
• Have rarely if ever received negative feedback;
• Have strong self-images of being better than most;
• Work hard to avoid looking bad or appearing stupid;
• Have rarely, if ever, had difficult conversations about themselves; and
• Dislike confrontation and work hard to be nice and well liked.
Bridgewater’s objective is to transform its people into independent, critical thinkers who:
• Have an open mind;
• Subject their thinking willingly to stress testing;
• Accept and work to improve their weaknesses;
• Accept and work to mitigate and manage their ego defenses;
• Admit freely their weaknesses, being wrong, and not knowing; and
• Believe a career is a journey of learning and self-improvement.
People are complex. Each comes to Bridgewater having been molded by various environmental experiences and genes. They are an amalgamation of “nature and nurture.” All have learned how to succeed in their world and thus, have learned how to “play the game.” That is the rub: the game at Bridgewater is different. Radical Transparency, acknowledging personal weaknesses, embracing mistakes, and being comfortable in a hyperevaluative organization is challenging. What are the values, attributes, and abilities of the kind of people who will embrace and succeed in the Bridgewater culture?
This question takes us back to chapter 4 and the discussion of motivation and mindsets. In the past few years, Ray has engaged with the Navy SEALs to understand what types of people pass that organization’s arduous training process. He has studied the biographies of Albert Einstein, Benjamin Franklin, and Steve Jobs and talked with countless psychologists and consultants. He then has determined that he wants to recruit people with a growth mindset: curious people who want to master their worlds and are not afraid of failure, risk, uncertainty, or the unknown. Their inclination is to approach, not to avoid. Their strongest motivations are intrinsic, not extrinsic. They are more inner-directed than outer-directed. They are more open-minded than close-minded. “Getting to the other side” requires living and behaving in accordance with Bridgewater’s values and culture. And it requires engaging in a constant evaluation process that illuminates what must be improved to get to the other side.
Every company I have worked for has had some kind of leadership development program with the obligatory leadership competencies, including standard training or courses for managers to take. Many used a few psychological tests and all engaged in the standard annual review and development plan conversation. In my twenty plus years of business work experience primarily in the financial services industry, however, I never received a critical review or had a discussion about weaknesses that had to be overcome. I never was part of a 360-degree review process. Now, I am not saying that I was that good. What I am saying is that no organization even came close to the level of Bridgewater’s engagement in each person’s development.
What makes Bridgewater so interesting is the frequency and quality of feedback that employees receive (whether they request it or not). When employees join Bridgewater, they are signing up for that level of engagement for the purpose of accelerating their personal growth. What is the organizational objective? To help every employee become the best independent thinker he or she can be, because a company of the best thinkers is Bridgewater’s competitive advantage.
To achieve this objective requires a carefully designed process. Bridgewater’s process includes multiple kinds of reviews, Radical Transparency, and intensive engagement of management in the development of each individual, which is made possible by a structure that limits direct reports to five to ten people. That limit is intended to make it possible that every manager can know his or her direct reports very well, and vice versa. Out of that eighteen-month transformation process comes meaningful relationships and deep bonding.
The more time I spent studying and talking with people at Bridgewater, the more I was reminded, yet again, of my work with the Leadership Faculty at the Marine Corps University in Quantico, Virginia. The Marine Corps “machine” is designed to create “Maneuver Warriors.” That requires leaders who are mentally agile and creative and have the ability to think critically.36 The Marine Corps believes that to build a cohesive organization requires shared training experiences, shared ways of doing business, and shared values—honor, courage, and commitment. The Marine Corps learning process is called “The Transformation,” which begins at the recruiting stage (i.e., assuring a cultural fit) and continues throughout a recruit’s career.
Leadership training in the Marine Corps is designed to be stressful and to test people. That testing is followed by extensive, direct, immediate feedback. The Marine Corps describes its transformation process as taking “raw iron” and turning it into “polished, magnetized steel.”37 As one Marine Corps general stated to me years ago: “We take average people and transform them into cohesive teams that consistently perform exceptionally well in the most difficult of circumstances.”38 This has striking similarities to the type of transformation that is expected of new hires at Bridgewater. In the following sections, I discuss some of the tools Bridgewater uses to guide its employees through this transformation, and help them “get to the other side.”
Employee Evaluations
Ray’s Principles about employee evaluation, at all levels, can be summarized in one overriding phrase: “Evaluate people accurately, not ‘kindly.’”39
That is hard work. Evaluating people accurately takes time and deep thinking. It takes time and deep thinking to assess data, come to tentative conclusions, and reflect on those conclusions before talking with an employee. Delivering bad news is hard, and no one wants to be disliked for doing it. Having spent this time getting to the truth, Bridgewater managers have to be careful not to water it down or deliver it in a wishy-washy manner that makes understanding even harder. Also, because rarely does a person see his or her weaknesses the same way as the reviewer does, there are likely to be disagreements that can become emotional. The reviewed employee usually needs time to reflect and to come back for more conversation(s) until the parties agree on the issue.
Then they have to determine whether the issue is part of a pattern or a one-off problem. If the issue is determined to be part of a pattern, then the reviewer and employee must discuss whether it is a design or personal issue. If the former, the party responsible for the relevant part of the machine must be called in to discuss how to fix the design. If it’s the latter, then it becomes a question of whether it is a job mismatch or a training issue. Again, a solution has to be agreed upon.
Even in the best of cases, this process is lengthy, and it is obvious that Bridgewater invests significant time in every employee’s evaluation and in trying to get everyone in a role where they can succeed. Any company that views people as its most important asset will face similar challenges. Most of the organizations that I have worked in, consulted with, or researched do not, however, pursue this level of engagement or analysis.
Even with the right principles, the right evaluation tools/tests and the right data analytics, it still comes down to human beings taking the time and doing the hard work to analyze, critically think, and come to thoughtful conclusions that are then stress tested with the employee in multiple conversations, all with the goal of personal improvement and fulfillment. Most managers and leaders are not trained in psychology or clinical counseling, and so a big challenge for Bridgewater is that its managers and leaders must execute excellently in these difficult conversations.
In Management Principle 106,40 Ray urges Bridgewater’s employees to provide constant, clear, and honest feedback, and encourages discussion of this feedback. He tells them to put their compliments and criticisms in perspective for the other person. Because people tend to blow negative feedback out of proportion, he stresses the importance of clarifying and drawing attention to people’s strengths, too. He also constantly reminds people of why Bridgewater focuses intensely on mistakes and weaknesses—it’s not for spite’s sake, but because they are growth opportunities and they help Bridgewater get everyone in the right position.41
“Personal evolution,” Ray states, “occurs first by identifying your strengths and weaknesses, and then by changing your weaknesses (e.g., through training) or changing jobs to play to strengths and preferences.”42
He says, “Typically it takes six to twelve months to get to know a person in a by-and-large sort of way and about eighteen months to change behavior.”43 He also says that there is a difference between “‘I believe you made a bad decision’ and ‘I believe you are a bad decision maker.’”44 One of his Management Principles is “Don’t believe that being good or bad at some things means that the person is good or bad at everything. Realize that all people have strengths and weaknesses.”45
In coming to judgments about people, Bridgewater stresses that those judgments need to be based on a large enough sample of high-quality data that is then discussed with the employee in an open-minded, fair manner. Principle No. 111 cautions: “Remember that when it comes to assessing people, the two biggest mistakes are being overconfident in your assessment and failing to get in synch on that assessment.”46
Employees’ Personal Growth Tools
Bridgewater has created a series of tools for use in evaluating employees and for employees to use to manage their personal growth. Bridgewater uses different psychological tests: Myers-Briggs Type Indicator, Team Dimensions Profile, Work Place Personality Inventory, and a values inventory based on Elliott Jaques’s Stratified Systems Theory.
These tests are just the beginning. We have already discussed how, after every meeting, participants give evaluations on the responsible person and other participants as they see fit and that anyone at any time can submit feedback on any other person. All of this is transparent and accessible by every employee. Each employee has a computed Believability Index based on experience and feedback evaluations that give “appropriate” weight to different people’s feedback. All of this feedback is automatically updated daily and available on each employee’s Bridgewater iPad.
Bridgewater uses a number of other tools to frequently give all employees feedback on their strengths and weaknesses and to help them grow and develop. All of these tools are contained on every employee’s Bridgewater iPad. To give you a sense of how extensive and detailed this evaluation process is I discuss four tools: the Dot Collector and Dot Connector, Issues Log and Issue Log Diagnosis Card, Pain Button, and Baseball Card.
THE DOT COLLECTOR AND DOT CONNECTOR
The “Dot Collector” is the tool that allows every employee to give any other employee performance feedback based on personal observations, meetings, conversations, or teamwork experiences. The rater can give feedback on any of the seventy-seven behavioral or attitudinal “attributes” that Bridgewater measures. (More detail on and a list of some of those attributes are included in the discussion of the Baseball Card below.) Raters can also give feedback on how well an employee’s performance adheres to the Bridgewater Principles. At the end of every meeting of any kind at Bridgewater, participants are given time to use the Dot Collector to input any evaluations or feedback they want on any person involved in the meeting. Sometimes, the meeting’s designated leader will also directly ask the participants to give feedback on a particular participant’s performance. In addition, it’s not unusual for a participant to create a poll on Dot Collector with several questions pertaining to how the meeting was conducted or its effectiveness. All of that feedback is completely transparent to every Bridgewater employee under the Bridgewater Principle of Radical Transparency.
The Dot Connector is the output of the feedback received—basically a database of feedback every employee has received from anyone, excluding formal manager reviews over long periods of time. The data is grouped according to the relevant seventy-seven attributes. The data is then summarized to give every employee a “picture” of his and her feedback, by strengths and weaknesses and by attributes. The Dot Connector not only shows the employee how everyone else rated him or her, but it collects and summarizes all the dots given by the employee to others by recipient and attribute. The Dots are graphically displayed by numerical rating and by the rater’s Believability Index so that the evaluated employee and his manager can give appropriate weight to individual ratings and to the overall ratings by attribute.
The Dot Connector is an employee’s real-time feedback database that can track feedback trends and the number of attributes needing improvement. The Dot Connector is statistically designed to illuminate a rater’s biases because it allows the rated employee to easily access that rater’s ratings of any other employee in the firm with respect to that attribute. This way, if an employee receives a low rating on an attribute and can see that the rater also has given everyone but himself a low rating, then the employee has data to interpret the credibility of the rating in addition to the rater’s overall Believability Index. The Dot Connector also allows any employee to take his overall ratings on an attribute category and compare that to overall firm statistics and to drill down and see who has the same rating and who has a higher rating. This gives an employee data to identify other employees who best role model the behaviors that he needs to improve.
The Dot Connector also allows an employee to see all the ratings data on any other employee, including those who rate that employee similarly to her. Bridgewater uses algorithms to triangulate employees’ Dot Connector ratings with their test scores and their formal performance feedback reviews from their designated managers—everyone has a designated manager. This whole process has three overriding purposes: to provide an accurate picture of a person’s strengths and weaknesses, to track performance trends over time, and to use that data to place people into positions that play to their strengths. All employees at Bridgewater, including Ray, know where they stand—there are no surprises come review time.
The Dot Connector data on each employee is the starting point for the other Bridgewater tools. Because every human being has weaknesses, and the Dot Connector will illuminate them. What happens next? It is not surprising that Bridgewater asks each employee and his or her designated manager to go through a root cause analysis process to discover what’s causing the problem. That analysis is the purpose of the Issues Log and Issue Log Diagnosis Card.
ISSUES LOG AND ISSUE LOG DIAGNOSIS CARD
As part of correcting or improving the process and people issues that can lead to suboptimal performance of the Bridgewater “machine,” the firm uses an Issues Log and a diagnostic process. The Issues Log is just that—a list of all the various personal or process issues related to a specific individual. The company has a centralized Issues Log, which managers use to understand the people and process issues in their area, working with each person to diagnose the root causes of the most important issues. The diagnosis methodology used by Bridgewater is reflected in the Issue Log Diagnosis Card (see figure 9.2).
The diagnostic process determines if a mistake was caused by a “machine” design issue or a personal weakness. If it’s the latter, then the process determines whether the weakness represents a pattern for this person and/or is the result of a lack of ability or training. The last step is for the manager and employee to determine what steps (design and/or personal) need to be taken to solve the problem long term and to reduce the probability of it reoccurring. In some cases this means putting a development plan in place for the individual, and in others it can mean that the individual may not be fit for the role and needs to be removed from that position. All of this contributes to the ongoing picture of an employee at Bridgewater and is documented on the Baseball Card—the root cause and the plan to ameliorate the cause or improve the weakness.
These cards are transparent to all employees. Everyone can know everyone else’s weaknesses, which has two positive effects. First, it makes transparent that everyone has weaknesses. Second, it makes transparent how the firm deals with weaknesses or problems in a way that can lead to trust in the system, empathy for others, and personal humility.
THE PAIN BUTTON
Do you remember Ray’s formula: Pain + Reflection = Progress? “Pain” represents the psychological struggle of confronting and acknowledging one’s weaknesses and taking steps to mitigate them. The Pain Button is an app on every employee’s Bridgewater iPad. Unlike all of the other tools, the Pain Button has a feature that allows an employee to restrict access to only himself or only to designated employees. The Pain Button can be used like a personal journal. Because pain is a signal that something may be going wrong, the purpose of the app is for one to write down and reflect on the “pains” one is experiencing in order to understand what’s causing them and to deal with those causes effectively.
Figure 9.2
Source: “© 2014 Bridgewater Associates, LP.” Used with permission.
The first step is “Documenting the Pain”—either in accordance with Radical Transparency or privately—by describing the experience that caused the pain and listing the people (up to four employees) that were involved and all the emotions felt during the experience, as well as the relative intensity of each. Examples of emotions that might be listed are anger, sadness, hurt, anxiety, fear, and the urge to fight or flee. It’s a personal decision whether to share this information with anyone else.
The second step is “Reflecting on the Pain.” This is the process of thinking deeply about what created the pain and what facts or events led to the pain. If the pain was caused by feedback from others, the employee is encouraged to try to understand through reflection how the person giving the feedback came to the conclusions she did. What facts was the feedback based on? What beliefs did the other person espouse? Then, just as in the assumption unpacking process discussed in chapter 7, the employee is encouraged to try to understand why he felt the pain—that is, to understand the underlying beliefs he has that triggered the feelings and emotional responses in that moment. This process usually involves employees confronting their ego defenses and their fears as discussed in several of the earlier chapters. The employee is then encouraged to log in some reflections and thoughts just as if writing in a personal journal. If an employee doesn’t log in such reflections, he or she will see a personal reminder of this as long as no reflection input is logged. That reminder is for the specific employee’s eyes only.
The reflection part of the Pain Button also has an outcome or solution section where the employee can create a plan to remedy the pain by reflecting on the question: “Who should do what differently?” The employee can then decide whether to implement that change or not and can then track their progress in the “Progress section,” where they can see whether their pains reoccur or whether the solutions they are implementing are alleviating these pains effectively over time.
BASEBALL CARD
The last tool we discuss is a card that on one screen contains an employee’s overall evaluation summary. Every Bridgewater employee, including Ray, has a “Baseball Card” that includes his or her picture, an overall performance rating based on formal performance reviews, and a “thinking” rating based on psychological tests and assessments of behaving in accordance with Bridgewater’s Principles. The card also contains the employee’s grades with respect to the seventy-seven attributes, which fall under seven categories. The Bridgewater Baseball Card is proprietary, but Ray has been gracious in allowing me to share some of the key categories of attributes, as well as a number of the attributes under each category:
• The Five Step Process includes six attributes, three of which are:
Problems—perceiving them
Problems—not tolerating them
Diagnosing the root cause
• Values Fundamentals includes four attributes; true to Bridgewater’s culture, three of them are:
Living in the truth
Driven to achieve excellence
Integrity
• Management Fundamentals includes fifteen attributes, five of which are:
Matches people to the job design
Probes deeply to know how the machine is working
“Cuts through it”
Is willing to touch the nerve
Holds people accountable
These attributes represent fundamental processes that are necessary for Bridgewater to achieve its desired outcomes. Probably one of the hardest management fundamentals is to execute well the large number of high-quality feedback conversations that are necessary for the Bridgewater machine to work.
• Thinking Qualities includes seventeen attributes, seven of which are:
Knowing what (s)he doesn’t know and what to do about it
Linear thinking
Lateral thinking
Logical reasoning
Seeing multiple possibilities
Dealing with ambiguity
Empathy
• Other interesting attributes that Bridgewater measures are:
Manages conflict to get to the truth
Quick to learn from mistakes
Comfortable accepting what (s)he is really like and building on it
Listens well
Takes the bull by the horns
Proactive
The grades on each attribute are derived from evaluations by the employee’s manager and people who work closely with the employee, as well as from evaluations by any other employee concerning a specific meeting or work project. The grader’s Believability Index weights all feedback. The Baseball Card also includes the employee’s self-ratings on all seventy-seven attributes.
Grades are computed daily and thus represent real-time, evolving ratings. The attribute scores also contain two summary charts. One chart, titled “Rely On,” designates attributes with respect to which the employee has a strong enough grade that the employee can be placed in positions or on assignments that require those attributes. The other chart, titled “Watch Out For,” designates attributes that represent an employee’s weaknesses and should be monitored if the employee’s assignments or positions rely heavily on those attributes.
The Baseball Card contains the data to be used in determining job or assignment fit. The Card also can be used to identify behavioral trends and track progress on improving weaknesses. Those progress trends are compiled as part of a formal performance review and given to each employee as a “Rate of Change” numerical grade. All of this data is then used to give each employee an overall grade that is a designated “Belt Color.” Every employee is also given a grade that designates the level of management for which she is currently qualified. Every employee’s Baseball Card is publicly available for viewing inside the firm.
Where does all this data come from? As stated, every meeting ends with participants grading other participants in a process called “Dotting.” Those grades go into the Dot Connector database that was discussed above.
An obvious question about these tools is: Do employees feel comfortable enough to give tough grades to their bosses or senior leaders? My data is limited to having viewed a few senior leaders’ Baseball Cards, including Ray’s, but the answer from that limited data is yes. For example, I reviewed a detailed e-mail written to Ray by a manager who criticized Ray’s performance in a client meeting. It was direct and negative. From memory, in substance it said that Ray came across as unprepared and that the points he made were unclear and disorganized. Both this e-mail and Ray’s response were public. Ray’s response was not defensive. He was accepting and thankful for the feedback, and he talked about what he would do to ensure that such a performance would not occur again. He apologized for letting the team and the firm down.
Have you ever experienced anything like that in any organization where you have worked? I have not. Have you ever experienced a CEO publicly apologizing to employees? I have not. Have you ever worked for a manager or leader who openly talked about weaknesses? I have not.
One may wonder whether there are ever instances of tough grades being given out of self-interest or malice. Yes, it is possible, but Bridgewater has two processes that give every employee the right to “appeal” any rating that he thinks is unfair. Culturally, Bridgewater is an idea meritocracy. Every idea or judgment can be subjected to probing and stress testing. Everyone has the right to question any judgment, probe for the reasons behind the judgment, and determine whether the reasons stand the test of truth. If the probing does not end in the parties being “in synch,” then the employee has the right to “escalate” or appeal the judgment to a higher-level third party. Bridgewater calls this automatic right of appeal its judicial system. In discussing this issue with Bridgewater employees, I was reminded that the firm’s entire culture is built on the “search for truth.” The intentional submission of a nontruthful evaluation would be grounds for dismissal because such behavior is so anticultural.
The Process of Getting to the Other Side
Of course, knowing what weaknesses need to be improved is just half the struggle; the crucial other half is the transformation process—the “getting to the other side.” To explain how this happens at Bridgewater, in the following examples I have created scripts and analysis from Bridgewater films I reviewed and interviews I conducted. Because of the personal nature and confidentiality of the data, I have used fictitious names and weaknesses.
NOT KNOWING IS LIBERATING
For Morgan, the transformation process was difficult. She described it as like “running full speed into a wall,” and identified it as a turning point in her life. Morgan learned how liberating it was “not to know” and to admit it. Once she accepted the fact that “not knowing” wouldn’t make her stupid or appear stupid to others, she could get on with really solving the problem. No one knows everything.
Remember that Bridgewater recruits are generally superstar students who excelled at elite institutions. Their grades depended on knowing. Their status and self-image depended in part on being perceived as smart and, in large part, on what others thought. That required them to constantly manage how they came across. It also meant avoiding conflict and being as agreeable as possible.
By contrast, to succeed at Bridgewater, employees have to admit that they do not know everything and are not as smart as they once thought they were. And they have to do so publicly. As Morgan stated: “This changes your whole way of thinking. That is hard because your ‘old’ way of thinking produced lots of personal success and recognition.”
Morgan has since progressed to being a manager but still gets direct negative feedback all the time. As a manager, Morgan also has to give such feedback and has had to develop the emotional intelligence to do it in a way that helps the employee deal with and evaluate the feedback. Morgan has learned to give such feedback by observing others, by trial and error, and by “deep caring”—in other words, by having the ability to empathize with the person receiving the feedback.
This process is hard. It’s hard to deliver negative feedback and it’s hard to receive it. One Bridgewater employee stated: “It is much easier to give the truth than to receive the truth.” And Morgan described the transformation process as: “Going against human nature and being human at the same time.”
GET ABOVE YOURSELF—LOOK DOWN ON YOURSELF
We are wired to perceive conflict or negative feedback as a threat. This threat goes to our core: it challenges our self-image and can be perceived as personal failure. Our response to a threat is both physical and emotional, which affects our ability to think logically. In many cases we have one of two reactions: fight or flee. In many cases, anxiety is high. Those reactions inhibit being open-minded, cognitive processing, and seeking to understand feedback. Instead one’s automatic reaction is to defend, deflect, and deny. One can feel frustrated, demoralized, and miserable.
To counter those automatic responses at Bridgewater, there is a lot of talk about “getting above yourself.” That means trying to get above the emotions and look down on yourself as if you were a machine. It means listening to the feedback as if it was a description of a malfunctioning part of a machine. “Getting above yourself” is a metaphor for forcing the conscious, logical part of your mind to take control of the unconscious part of your mind that is driving emotional reactions. In other words, it means: Don’t let your emotions hijack your thinking. Take a deep breath or two. Remember that you are with good people who care about you.
I heard this kind of discussion frequently. As I reflect on what I saw at Bridgewater, acknowledging that this is based on a limited data set, the common weaknesses addressed involved intellectual arrogance, intellectual stubbornness, the inability to consider other points of view, fear of failure, fear of looking bad, and defining personal success as having to always be the one with the right answer.
Two employees who worked as a team stated: “The real battle was with ourselves. Egos, blind spots and letting our subconscious self control us. We needed other people to help us recognize our weaknesses, get past our egos and see things we cannot see. What we learned is that by holding each other accountable, we are helping each other to be great.”
YOU DON’T KNOW WHAT YOU DON’T KNOW
Sometimes the conversations at Bridgewater are adjourned for reflection—a chance to get out of the moment and let emotions subside. Reflection is the process of trying to understand what has been said, why various people gave the feedback they did, and the feelings one felt as well as their relative intensity. Sometimes it takes multiple conversations for people to really hear and consider feedback. In some cases, it takes a “wake-up call”—a direct statement. One such conversation with an employee I’ll call Bryan started with a statement like this:
We have these four instances where you did not perform. We have a pattern. Why did you not perform? We think it’s because you are so defensive. You have way too many inaccurate opinions. You have a strong opinion about everything. You don’t know what you don’t know. You don’t have a sound basis for many of those opinions but you fight to the bitter end because you won’t consider that you don’t know. Everyone has weaknesses. Everyone makes mistakes. You are not a bad person for having weaknesses and making mistakes. You are human. The most successful people are the ones who learn from their mistakes and have a healthy regard for what they don’t know and seek to fill in the missing gaps. Every thought you have is not going to be like a well thought-out, good opinion. You are not that smart. No one is. You don’t have to know all the answers. You have to just get the answers. You can’t even fathom that you don’t know. You are opinionated. You are arrogant about your opinions.
Faced with this direct feedback, Bryan struggled, and responded: “My confidence is shattered. It is scary not knowing. I don’t know what to do if I don’t know.” That led to a conversation about how one compensates for not knowing. Learning that there are steps that can reduce “not knowing” was a relief to Bryan. These kinds of conversations are hard, but Ray says that he has seen countless employees “work through them” successfully. This particular conversation ended with Ray saying: “Bryan, you are invaluable. You are so strong in so many, many ways. I truly want to help you work through this.”
Bryan and the team, including Ray, met several days later. Bryan began the meeting saying: “I agree I have failed at some of my responsibilities. I am not qualified to do some of them.” The group then discussed how to either design around these weaknesses or get Bryan training to learn how to do the troubling parts of the job.
I am happy to report that Bryan is still at Bridgewater and flourishing in an important role. I met Bryan and asked how the transformation experience affected him outside of work. This response from Bryan was interesting: “I am a much better parent. I don’t treat every little mistake my child makes as something bad but rather as a learning opportunity. I am trying to teach him that it is ok to try new things and fail and to admit mistakes and not try to hide them.”
DO YOU EMBRACE YOUR TRUE SELF?
The Bridgewater transformation process is an inward extension of Radical Transparency. Being honest about strengths and weaknesses allows employees to play to their strengths and surround themselves with trusted cohorts that complement them by covering for their weaknesses. Arguably, this allows employees to operate at a higher level than if they were expending energy playing the traditional success game, which requires them to appear super human, with no weaknesses, and to always be the “go to” person no matter the issue.
I suggest that this inner Radical Transparency is similar in many ways to mindfulness and the meta skills discussed in previous chapters, including metacognition, metaemotions, and metamessaging. These are competencies that help manage one’s thinking, emotions, and how one sends messages to others.
ARE WE IN SYNCH?
After a person reflects on feedback conversations at Bridgewater, the “getting in synch” process starts to take place. It takes varying amounts of time for “getting in synch” to finally happen. This is the process of looking as objectively as possible at the issue and coming to agreement on what the truth is.
Agreeing that what another person has said is true is what Ray calls getting in synch with that person. Many times, getting in synch takes time and patience, especially when someone has to confront a weakness or poor performance. (Remember Ray’s formula: Pain + Reflection = Progress.) Sometimes a meeting does not end in synch because further reflection is needed.
Here’s the story of a representative meeting I witnessed at Bridgewater.47 The responsible person was a senior technology manager, and the purpose of the meeting was a discussion of the evolution of Bridgewater’s iPad tools and a redesign of the user interface.
As the discussion ended, Ray turned to one of the participants48 and said, “Jane, I would like to talk about why we are not in synch.” A difficult conversation ensued before the entire group. At one point, CEO Greg Jensen intervened to try to clarify the conversation, because it was clear that Jane and Ray were talking past each other. Ray agreed with Greg that he was not being effective, and Greg took the lead in trying to clarify what he was hearing. Interestingly, everyone seemed to understand that once “one of those” conversations starts, it will continue until the parties are in synch or it becomes obvious that more reflection is needed. This particular discussion took about forty-five minutes and ended with Jane acknowledging and accepting that a personal weakness was getting in the way of her facing the facts of the situation. Ray praised Jane and encouraged her to keep working through it.
I share this story to point out that Ray and Jane’s conversation did not involve anything that occurred in that particular meeting, but rather concerned an unresolved issue. It would have been easy for Ray to let the issue slide; however, Bridgewater’s cultural value of Radical Transparency and Ray’s Principle that no problem is too small to avoid meant that this personal conversation had to occur. The fact that it occurred in front of others and was being recorded for review by any employee emphasizes the magnitude of Bridgewater’s Radical Transparency.
I witnessed three of these difficult, getting-in-synch conversations in just the two meetings I attended the morning of my second visit to Bridgewater. In such situations, Ray facilitated a conversation with the goal of reaching agreement on the facts surrounding a problem. Then the conversation moved to trying to determine the root cause of the problem. In Bridgewater’s “machine” paradigm, there can be only three possible root causes: poor design, lack of capabilities, or failure to perform because of a lack of training.
Below is another, more detailed example of how the getting-in-synch process goes. The participants in this scene were Ray and an employee I’ll call Sam:
RAY: “We are not in synch. Let’s try and figure out why. OK?”
SAM: “OK.”
RAY: “Let’s discuss the facts.” (Ray lays out the facts.) “Do you agree with the facts? If not, why not?”
SAM: “I am not comfortable, but I don’t know why.”
RAY: “Suspend your point of view and try to understand. Do the facts seem logical? Is there a body of evidence here?”
SAM: “I am struggling with your mechanical way of thinking. I resort to my default way.”
RAY: “You have to go to a higher level of thinking. Go above yourself—take Sam out of this conversation. Look at the facts as if they were about someone else. They are not about you. Now, what do you see?”
(A few minutes pass.)
RAY: “Do you agree with the facts?”
SAM: “I agree.”
RAY: “Let’s talk about what each of us thinks the problem is that is causing these facts.”
(A good back and forth conversation takes place.)
RAY: “Let’s both think about this. How much of the issue is a design issue—you being in the wrong position? How much of the issue is a Sam issue—things you have to work on? Our goal is to figure out how you can be more successful. We both want that.”
SAM: “I agree.”
RAY: “We are in a good place. Let’s come back to it at a future date.”
These types of conversations have occurred at Bridgewater for years, and I suggest that the more often one views the process, the more likely one understands that it happens to everyone, which could reduce the feeling of being singled out. Nonetheless, few of the managers with more than five years at Bridgewater that I interviewed said the conversations became any easier with experience, but they all admitted to getting more comfortable and gaining the confidence to handle them. They also agreed that the potential personal and organizational upside justified the pain.
THE PURPOSE OF THESE DIFFICULT CONVERSATIONS
Having difficult conversations with employees is hard for managers. It doesn’t come naturally to most people. Some Bridgewater managers go through another transformation process when they find that they are scared to have these types of conversations. One manager stated: “People are much too chicken.” Ray and the other senior leaders mentor managers on this process, but every person will conduct it differently. Staying calm, talking slowly, not raising one’s voice, and watching out for body language, facial expressions, and voice modulations provides information about how to proceed and how long the first or second conversation can go. It’s important to be caring and to let people know that everyone involved wants to help them work through the issue.
Repeatedly in these types of meetings, Ray says something like: “We can’t avoid painful conversations. We are all fighting against our egos, our blind spots and our subconscious selves. We need others to help us recognize our weaknesses, to get past our egos and see things we can’t see by ourselves. What we’re really doing by holding one another accountable is helping each other be great.”
GETTING THE RIGHT PEOPLE IN THE RIGHT SEATS
Ray defines a successful organization as one with both happy people (meaningful relationships) and excellent outcomes (meaningful work). To achieve this, the organization must put the right people in the right roles. Because even if you get the right people and help facilitate their transformation process, all will be for naught if they’re put in the wrong roles.
Thus, once the right people are hired, a major Bridgewater initiative is to determine how to place them in a job that best matches their attributes and abilities. This isn’t easy to do, and takes a lot of work. In order to do this, Bridgewater exercises continual analysis and builds position profiles to determine the “people requirements” of each job. Then comes the even more challenging task of getting good data that illuminates people’s attributes and abilities.
Ray believes that each individual is a unique mix of attributes, abilities, values, and built-in psychological inclinations. How can Bridgewater make the matching of the right people to the right jobs more scientific—more data based—instead of a “gut reaction”? That ultimately comes down to using the best data available to make a judgment, but it also requires that Bridgewater not lose its humanity, that is its “meaningful relationships” objective. People cannot become fungible objects or “widgets” to be fit into the machine.
At Bridgewater, Ray continually emphasizes that people’s differences—their unique ways of thinking and seeing the world—are good, because all jobs are not the same. It is those differences that bring together different ideas and the different perspectives necessary to stress test ideas and create the best outcomes for an organization. The challenge is to educate people to embrace each other’s uniqueness and independent thinking.
Ray expresses this sentiment in Management Principles Numbers 44 and 45 when he says to “recognize that people are built very differently” and to “think about their very different values, abilities and skills.”49 According to Ray:
Values are the deep-seated beliefs that motivate behaviors; people will fight for their vales and values determine people’s compatibility with others. Abilities are ways of thinking and behaving. Some people are great learners and fast processors; others possess common sense; still others think creatively or some think more logically…it is important for you to know what mix of qualities is important to fit each role and, more broadly, with whom you can have successful relationships.50
Ray exhorts his management team to “always be on guard against a Bozo implosion.” As companies grow and especially when they grow quickly, they should take their time in hiring and hire right. It’s best for everyone involved because dealing with hiring mistakes is a difficult process that no one enjoys.
In addition to Bridgewater’s initiatives to properly define what is needed for each type of position and to create an accurate profile of each employee through a collaborative, evaluative, radically transparent process, a third project underway is to select multiple exemplar employees currently in each position and create an anonymous composite profile of their values, attributes, abilities, and psychological inclinations that can be used in hiring and matching people to jobs.
This “exemplar employee profile” has two uses. First, it’s a quality control check on the job profiling process. If the profiles of exemplar employees for a specific job classification differ from the job profile created by the managers, then there is a design problem. Second, the anonymous exemplar profiles can be used in the hiring process to compare candidates’ psychological profiles and interview evaluations against the exemplar profile. In other words, for a particular job the question becomes: Is this particular candidate like “Jane” or “Bob” from the exemplar composite profile?
Some other organizations attempt this scientific type of job recruiting and placement. What is interesting about Bridgewater’s approach is the depth and triangulation of the data they collect on each employee. The data on an exemplar employee is high in quantity and quality and can be compared to other exemplar employees in similar positions. I have not seen any other organization make this type of investment in the collection of so much individual employee evaluative data on so many attributes. Nor have I seen any other organization stress test the results through as much triangulation. Bridgewater in effect is trying to create hiring algorithms that increase the probability of hiring the right people for the right position and for placing or promoting existing employees into positions where they can best utilize their strengths.
Conclusion
At the beginning of part II, I encouraged you to keep an open mind, and suggested that you read the company stories with two questions in mind: What can you as an individual learn that helps you be a better learner? As a team member, team leader, manager, or leader of any organization, what can you learn that would help your organization be a better learner and more effective in achieving its mission?
I hope this introduction to Bridgewater has given you some good food for thought in considering these questions. The Bridgewater story is fascinatingly different from most people’s work experiences. It challenged my MBA students so much that their visceral, negative reactions seemed to drive their conclusions that they would not want to work at Bridgewater. Many of my students have similar backgrounds as Bridgewater employees. They reacted emotionally with anxiety about how they would perform in the Bridgewater environment. Did you do the same thing?
If you are truly interested in the science of learning, the kind of environment that enables learning, and how to mitigate the inhibitors of learning, Bridgewater provides a great example of an organization that has put this into practice. It is the only business organization that I have found—after a study of over 100 high-performance companies over the past ten years and after reading hundreds of research papers and hundreds of books written by leading researchers and CEOs—that has squarely faced our “humanness.”
Understand that Bridgewater is not perfect by any means. It is still a work-in-progress. Quite frankly, it always will be because of its desire to constantly improve. Based on its performance, however, Bridgewater has succeeded in taking organizational and individual learning to a higher level. As two Bridgewater employees said (I am combining their statements): “Bridgewater is a grand experiment of going against human nature and being human at the same time.”
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
1. Excerpts from Principles and all related materials produced and provided by Bridgewater are protected by copyright and are quoted and reprinted here with express permission from Bridgewater Associates, LP and/or Ray Dalio.
2. Thomas Edison said about failure: “I have not failed. I’ve just found 10,000 ways that don’t work.” “I am not discouraged, because every wrong attempt discarded is another step forward.” “Results! Why, man, I have gotten a lot of results. I know several thousand things that won’t work.” “When I have fully decided that a result is worth getting I go ahead of it and make trial after trial until it comes.” “Many of life’s failures are men who did not realize how close they were to success when they gave up.”
3. A good book about this is Einstein’s Mistakes: The Human Failings of Genius by Hans C. Ohanian.
4. If you recognize short-term failure as a step toward long-term success, which it really is if you learn from it, you won’t be afraid of it or made uncomfortable by it and you will approach all of your experiences as learning experiences, even the most difficult ones.
5. Ego often stands in the way of acknowledging your weaknesses (which is the essential first step in overcoming them), like being afraid to ask a question because people might think you’re stupid because you don’t know something. Yet acknowledging those weaknesses (e.g., “I know I’m a dumb shit, but I’d just like to know…”) helps you move beyond ego toward learning and improving.
Intuit, Inc.: “It’s Time to Bury Caesar”
Frequently, CEOs or directors of successful companies ask me questions like: “How can we change employees’ behaviors so all of us can be better thinkers?” Changing behaviors and ways of thinking in a successful company is a challenge because many employees will revert to a mentality of “if it’s not broken why change it?” Intuit1 is a very successful public company that for the last seven years has been engaged in that type of major change initiative. Intuit has created a company-wide innovation culture and made experimentation the key process component of its decision making. To do this has required Intuit to establish new learning processes, change how and at what level decisions are made, and change how its leaders behave. Those were not small steps or easy tasks—especially given that Intuit is a public company and was neither facing a crisis nor in extremis when it decided to push for a transformation. I encourage you to keep this in mind as you evaluate how Intuit implemented its transformation.
Intuit has over $4.2 billion of revenue and over 8,000 employees. It develops and sells financial, tax, and accounting software solutions to consumers, small businesses, accountants, and financial institutions. Its products include Quicken, QuickBooks, and TurboTax. Intuit generates profit margins higher than 30 percent, and for the last ten years, it has been voted one of the best companies to work for in the United States. Intuit is a consistent market leader and a high-performance company. Its current growth initiatives include expanding its SaaS (software as a service) offerings to its customer segments, expanding into mobile solutions, and moving its offerings to the cloud.2
Cofounder Scott Cook—a graduate of Harvard Business School who’d previously worked at Procter & Gamble and as a consultant with Bain & Company—came up with the idea for Intuit in 1982. He’d noticed how frustrated his wife, Signe Ostby, was with the time required to pay and track their bills. He and Ostby’s sister started talking with others about bill paying, and they found that many people had similar frustrations. That led Cook to hire Tom Proulx, a Stanford University engineering student, to write the software that became Quicken. Cook and Proulx founded Intuit in 1983 and took it public in 1993.3
From the beginning, Intuit has been a customer-driven, product development company. This owes in part to Cook’s experiences at Procter & Gamble, where he’d been trained to follow the customer home, so to speak—to gather consumer insights from empathetically watching customers and talking to them about how they use products or perform tasks, in order to discover “pain points.” Growing from this mindset, Intuit’s focus has been to make financial, accounting, and tax processes easy to use by consumers and small businesses, and its stated mission is: “Improving people’s financial lives so profoundly that they can’t imagine going back to the old way.”4
Initially, Intuit’s key customer value differentiator was “ease of use.” In the early 2000s, however, Intuit found that usability was not as strong a product differentiator as it had once been. This insight came from Intuit’s Net Promoter Score (NPS)—the metric that represents the probability that a current customer will recommend a product to a friend. Intuit’s NPS wasn’t increasing as much as executives wanted.5 This forced Cook and other Intuit executives to step back and reassess. Did Intuit need to take its game to a higher level? If so, how would it accomplish this transformation?
The Intuit leadership team decided that a transformation was indeed necessary and that the company needed to deliver more to its customers in order to maintain its market leading position. Intuit needed a more compelling product differentiator. Ease of use was still necessary, but no longer sufficient. Intuit had to rethink how it approached product development and had to find different processes to drive a new way of thinking and learning.
A few key executives, new to Intuit, became integral to the transformation story—CEO Brad Smith and Vice President of Design Kaaren Hanson. Smith came to Intuit in 2003 from ADP, where he’d been senior vice president of Marketing and Business Development. Prior to ADP, Smith had held sales, marketing, and general management positions at Pepsi, Seven-Up, and Advo, Inc. Hanson, who has a Ph.D. in experimental psychology from Stanford University, joined Intuit in 2002. By 2007, she was chosen to lead the development and scaling of the new learning processes that Intuit needed to install to undertake the company-wide transformation. Hanson and her team were ultimately responsible for creating Intuit’s transformative tools—Design for Delight and its important component of rapid experimentation.
Design for Delight
Design for Delight came out of the first step in Intuit’s transformation process. Hanson had been asked to serve on a small team to help define a new product differentiator, and from those small team meetings and subsequent meetings with the executive team, came four big decisions. First, Intuit’s new product development goal would be to create products that would “delight” customers emotionally. Second, “design thinking”—a methodology traditionally used by design professionals to explore, discover, and create innovative new products, services, or solutions—would be the learning process Intuit would use to discover delight. Third, they would call this new initiative Design for Delight (D4D) and make it integral to the company’s new product development process. Fourth, D4D would be scaled throughout Intuit. Intuit’s stated goal was to create customer-driven innovation—to “find an important problem that we and those we enable can solve well with durable advantage.”6 D4D aimed to achieve that goal by “evoking positive emotions throughout the customer journey by going beyond customer expectations in delivering awesome product experiences that people want to tell the world about.”7
Critical to the success of D4D was the complete buy-in and active engagement of Cook and Smith. Intuit had many different product development and program management processes. Its engineers knew these well, were comfortable with them, and understood them. Getting them to take on a D4D mindset and add design thinking tools to their repertoires wouldn’t be easy. Changing processes is hard enough, but changing how people think is even harder. And changing how people behave is even harder than that, especially when the “old way” of behaving has brought them personal success.
Design thinking is different from the widely used product development stage gate or waterfall processes. The goal is to help explore and discover often unstated customer needs and to use design techniques to create innovative solutions. My academic partner in Darden’s growth and innovation academic core, Professor Jeanne Liedtka, is one of the leading luminaries in the movement of design thinking into the business world. She has consulted with many companies and authored three leading design thinking books,8 which are a great place to start if you want to learn more about this process. Design thinking is not a linear, bottom-line analytical thinking process; it requires a different way of thinking that’s learned over time by practice. Eventually, design thinking becomes part of one’s repertoire and can be tapped in the appropriate situations. However, a full transformation to a design thinking-driven process, as Intuit hoped for, takes years and requires patience, perseverance, and engagement at the senior leadership level to make it successful.
Hanson’s Design Innovation Group knew this. Hanson was confident that design thinking could be a “wow,” eye opener for many and that using design thinking in itself would create “delight.” However, her group also wisely understood that in order to get people to apply the design thinking tools, the tools needed to be easy to use. As a trained psychologist, Hanson also knew that changing people’s habitual ways of thinking would be easier if the required learning was chunked into just a few key concepts. The hardest step would be getting people to try it. Design thinking could only be learned and appreciated by actually using the tools.
Hanson was systematic about instituting the process. She began by choosing ten people from the company to serve as design thinking coaches, facilitators, and mentors for other Intuit employees. They were called “Innovation Catalysts.” The Innovation Catalysts program was piloted for a year, and then, under the leadership of Suzanne Pellican, it grew to a team of more than 200. In addition, Intuit took a systems approach to ingraining D4D among its employees. First, its senior leadership actually participated in D4D training. Second, it renamed Intuit’s culture an “innovation culture,” emphasizing the importance of innovation as its core principle. Third, it gave employees unstructured time to pursue innovation ideas. Fourth, it held “Idea Jams” and gave awards for the most promising ideas. Fifth, on the Intuit website, the company created an “innovation network” for capturing innovation stories, interviews, templates, and frequent blogs by Cook and Smith.
The D4D developed into a three-pronged process that included:
1. Gaining deep customer empathy: being open-minded, suspending judgment, and managing individual egos in order to better observe and act on customer needs;
2. Going broad before going narrow: gaining better customer insights and exploring a wide range of alternatives in an open, unbiased manner before settling on an answer; and
3. Rapid experimentation: quickly and cheaply testing new ideas, and pursuing further development of those ideas that proved most successful in early stage experimentation.
Observing, listening, and collaborating are necessary skills at each step of the process. In addition, Hanson’s team created a number of customized D4D design thinking tools to help achieve “deep customer empathy” and to go “broad before going narrow.” If you are interested in learning more about these processes, I highly recommend Professor Liedtka’s books.9
What I want to focus on now is the process that Intuit put in place to test new growth ideas—“rapid experimentation”—because it can be easily used in your business even if you do not put in place the design thinking idea creation processes.
Rapid Experimentation
Although D4D generated lots of good ideas, Intuit also needed a process to test those ideas quickly and cheaply. Further, the testing of new ideas had to be designed to promote iterative learning so that the best ideas could rise to the top for further development and ultimately new product rollouts. Intuit called the method it designed for testing ideas “rapid experimentation.” The goal was to institutionalize hypotheses testing as Intuit’s decision-making tool. As Hanson put it, “Everything is an experiment.”10
The idea behind rapid experimentation came from Eric Ries’s book: Lean Start-Up: How Today’s Entrepreneurs Use Continuous Innovation to Create Radically Successful Businesses (New York: Crown Business, 2011).11 Ries is a protégé of Steve Blank, a successful entrepreneur, and himself an author and coauthor, respectively, of two books, whose premises are that successful entrepreneurship is dependent on doing fast and cheap experiments with customers as soon as possible.12 Hanson and her team took the Lean Start-Up concept and, using Intuit’s “ease of use” core principle, designed Intuit’s version of a customer cocreation experimental process that was simple, easy to use, and easy to scale throughout Intuit. The basic concepts underlying the lean start-up methodology, Intuit’s rapid experimentation process and the Learning Launch process discussed in chapter 7 are the same: testing ideas quickly and cheaply with potential customers. Such a process requires the “unpacking of assumptions,” also discussed in detail in chapter 7.
In 2012, Cook explained the importance of rapid experimentation this way:
To flourish in the innovation age, companies must change how decisions are made and change how leaders lead. To do so you must change how decisions are made to what I call leadership by experiment. Moving from politics and PowerPoints to enabling the idea to prove itself. From boss votes with their opinion, to the customers vote with their feet. From the hierarchy sets the agenda, to the innovators set the agenda.13
The…role of leaders in the information age is to install the systems and the culture to enable anyone, even brand new employees, to be able to run experiments, real experiments, on real customers, fast and easy. Now, this means that companies have to remove the barriers that naturally exist to prevent people from running experiments on real customers. That means large groups across the company have to participate in removing these barriers.14
Let’s reflect for a moment on Cook’s statements. He uses the interesting phrase “leadership by experiment” even though companies, investors, and employees yearn for leaders who bring stability to a business. However, I don’t think Cook is saying that stability is not an objective in the business world today; rather, I believe what Cook is saying is that Intuit is going to be a continuous learning company using experiments as a key learning process. And as his statement about moving “from politics and PowerPoints to enabling the idea to prove itself” clearly indicates, Intuit is trying to create an idea meritocracy. Interestingly, remember that Bridgewater prides itself on being exactly that.
The evolution of the language used by Cook and Smith since 2007 to communicate the Intuit transformation is fascinating. In a statement about burying the “modern day Caesar”—the kind of boss who gives thumbs up or down on all decisions—Smith explained Intuit’s management changes: “At Intuit we are asking all of our leaders to work to create and embrace systems that empower any employee to run fast, cheap experiments. You make decisions through experimentation. The best ideas can prove themselves.”15
Cook’s push for innovators to set the agenda was particularly relevant to the story of how a team of young employees in India responded to the company’s request to generate ideas to improve the financial lives of people in their country. This is one of Cook’s favorite examples of the changing Intuit culture. The innovative team came up with an idea to focus on farmers, which make up half of the population in India. The bosses in India were not interested. Under Intuit’s new “Caesar is dead” principle, however, the young employees did their research and spent time with farmers to understand their business challenges.
They learned that farmers didn’t know which market to take their farm products to in order to get the best price. Instead, they simply guessed, and because of a lack of transportation, once they committed to travel to one market, there was no way to attend another market on the same day. And once they got to market, they had no information about the market price and had no negotiating position.
The team asked if there was a way to get pricing info and send it to farmers by text messages. They still received no positive encouragement from their bosses—only reasons why their idea would not work. The team persevered anyway and began to experiment. They ran more than ten experiments and found that wholesalers would quote prices to a researcher, and farmers could use the information to attend better markets and negotiate higher prices. Higher prices would translate directly into higher family income and opportunity.
Today, Intuit offers this product, called “Intuit Fasal,” to farmers for free. Currently over 1.6 million farmers use it. Fasal sends customized information concerning prices and markets for relevant crops to the farmers in their regional language. In addition, Intuit is now creating a free Fasal marketplace where buyers and buyers’ agents can match their buying needs directly with farmers’ products and lock in product and pricing, thus disintermediating the wholesalers and creating more income for the individual farmers. Intuit continues to offer this free service daily to a growing number of rural farmers by selling advertisers the opportunity to market their products to these rural farmers using the Fasal database network.
In this example, senior management in India told the young innovators they were, in effect, wasting their time, but the young innovators conducted the experiment anyway. Cook and Smith have made this a prime example of how line employees can be innovative and how the D4D process can quickly and cheaply create new ideas that can lead to products that materially improve people’s lives. Intuit’s new culture empowered these employees to use the D4D processes.
Clearly, rapid experimentation is a good way to immediately start testing good ideas, but how exactly does the rapid experimentation process play out? Intuit’s rapid experimentation process differs substantially from the traditional business planning processes used by many companies to determine which ideas are to be funded. A traditional business plan process usually focuses on market analysis and creating a detailed financial projection to justify an allocation of investment dollars. The focus is analysis to justify an investment. The process is usually colored by risk adversity.
In comparison, rapid experimentation is a fast, low-cost experimental process driven by the need to learn from customers quickly. Its focus initially is deep customer engagement, not financial analysis. Detailed financial analysis is deferred until much later in the process. Small teams use Intuit’s rapid experimentation process to test new ideas. As illustrated in figure 10.1, the process has four distinct steps: (1) the Idea, (2) Leap of Faith, (3) Experiment, and (4) Learn.
The Idea step seeks to answer three questions: Who is the customer? What is the problem? What is the possible solution?
The Leap of Faith step requires the team to “unpack” and agree on the most important customer behavior that must be true in order for the idea to work. This unpacking process is like the Learning Launch unpacking process, the Toyota 5 Whys, and the Bridgewater root cause analysis processes.
The Experiment step requires designing a quick experiment that is the minimum required to test the leap of faith assumptions. It requires documenting the hypothesis: “If we do X, then Y percentage of customers will behave in way Z.” Before conducting the experiment, the team has to set minimum numerical success criteria—what behaviors they expect and in what quantity. Setting a minimum threshold for the numerical success criteria has the good purpose of preventing experimenters from ending data collection too early. But it also has a risk: experimenters may become more focused on hitting the number than on the quality of the data. That risk has to be managed.
Figure. 10.1
Source: Kaaren Hanson, “Creating a Culture of Experimentation,” BRITE Conference Presentation, March 4, 2013, SlideShare, www.slideshare.net/IntuitInc/creating-a-culture-of-experimentation. Used with permission.
Intuit’s Learn step refers to reviewing the data gleaned from the experiment with an emphasis on why a hypotheses has been proven, or not; what surprises occurred; and what customer insights can be drawn from any surprises. That’s the learning part. Next comes deciding whether to change the idea (pivot) or continue (preserve) it with additional experiments or abandon it.
Intuit not only acknowledges but embraces the fact that many experiments will fail in that they will not prove the original hypotheses. To make this point clear to its employees, Intuit’s Field Guide to Rapid Experimentation explains that the purpose of experiments is to facilitate learning that enables better decision making—not simply to validate assumptions.16 Specifically, the Field Guide lists the following reasons for experimenting: It is a way to change opinions into facts; it will either prove or disprove assumptions; it allows one to discover surprises about customers; it generates data that leads to more informed decisions; and the data can be used to create stories about the idea.17
Cook is especially keen on the importance of surprises. An early surprise played a key role in the evolution of Quicken to QuickBooks. Cook and his team “knew” Quicken was a product for consumers. However, they were surprised to discover that many users of Quicken were small businesses. The team had overlooked that fact for years. Finally, they confronted the data and created QuickBooks to better serve that huge customer segment—small businesses. At a recent conference, Cook said, “One of the key benefits of experiments is it allows you to get surprises early…. By having small versions where you are testing key hypotheses early, you get surprises…and you want those surprises as early as you can get them.”18 I suggest that surprises can come from learning that one’s assumptions are wrong.
Intuit has worked to transform the experimental goal of disproving key hypotheses to one of uncovering surprises. Surprises provide unexpected data that may be valuable. Cook embraces the value of surprises and has stated that, “Surprises happen and sometimes that is the market speaking out to you, telling you something you didn’t know.”19 Cook’s philosophy about surprises is consistent with Klein’s “insight” process discussed in chapter 7.
Recognizing the value of surprises requires having a receptive audience. This sometimes requires reeducating leaders and managers who have to learn how to play a key role in maximizing the value of surprises. It’s critical that the disproving of a hypothesis not be treated as a personal failure. That is, leaders must lower the personal costs of suggesting that ideas don’t work. At Intuit, the attitude and culture necessary for rapid experimentation is one where there is no failure so long as the company learns something from the experiment. Failures can lead to new insights that can lead to new experiments.
Smith has said he uses the following questions when he explores the results of experiments with employees:
1. What surprised you on the upside, and what did you learn that drove the upside versus expectations?
2. What surprised you on the downside, and what did you learn that caused the downside surprise?
3. What barriers are getting in the way of what you are trying to achieve?20
Smith’s questions emphasize another key point about experimentation. In most cases we have lots of ideas. Ideas are like sand on a beach—plentiful. Innovation is a giant funneling process, taking the hundreds of ideas to produce lots of experiments that produce a few growth initiatives that may produce one big new S curve, or as one of the CEOs with whom I have worked referred to it, one “needle mover.” Because our ideas are just ideas, there’s a lot we don’t know. In most cases the unknowns exceed what is known. The purpose of doing an experiment is to discover and find data that reduce the number of unknowns. As Smith teases out with his questions, the discovered data can be positive or negative.
In the rollout of rapid experimentation, Hanson said that she realized the only way to really learn the process was by actually doing experiments. “Learn by doing” became the mantra at Intuit.21 My experience with Learning Launches confirms this. I found that it takes a team doing about three Learning Launches before they’re comfortable with the process. If you want your senior management to truly understand your experimentation process, then have them use it to do experiments, too. Intuit did this. Rapid experimentation was the focus of an officer off-site meeting and an off-site meeting of the leadership team. Engaging leadership “in the doing” was critical from several perspectives: culture, language, and buy-in.
Cook has emphasized repeatedly that experimentation has to become Intuit’s core decision model, and it appears that Intuit has made progress toward scaling rapid experimentation. Intuit conducted over 1,200 experiments in 2012 and over 2,400 experiments in 2013. Several product groups and other nonproduct departments, such as legal, human resources, and other service functions, also have conducted rapid experiments, demonstrating that customers can be internal as well as external to Intuit.22
Learning Starts at the Top
Another important takeaway from the Intuit transformation story is Cook’s personal learning journey. Cook is adamant that learning starts at the top and that leaders and managers have to model the behaviors that they ask of employees. In a blog post, Cook stated: “The most important person to be learning and growing in a company is the CEO…. If you don’t, your company will die.”23 Cook’s statement resonates with me, and my experience confirms this: The most successful learning organizations have leaders who are passionately curious and love learning.
In the same blog post, Cook went on to say: “You’ve got to get somebody who gives you unvarnished truth and consequences.”24 Here Cook was agreeing with Jim Collins’s argument in Good to Great that great companies have to “confront the brutal facts.”25 It’s particularly important for leaders to invite feedback—including uncomfortable feedback—by creating a culture of mutual accountability and permission to speak freely. Cook explained his own journey in getting comfortable with feedback:
You need to get full Technicolor on your own performance…. If you’re a CEO, you’re not getting that today….Your employees won’t do it. That’s just not the way employees treat their boss…. It could be a Board member…. It could be an outsider…. It could be an Executive Assistant or someone who has everyone’s ears and has the boldness to actually tell you the truth….We had an Executive Coach we were using to help some of our execs grow…. Eight years ago now…I asked for the same treatment that this outside Executive Coach gives, so he went and did a “360,” talked to those that I work with…and then talked to me about it…. It hit me like a ton of bricks. There was a lot of deferred maintenance…. I was screwing up big time…. I went out and told the teams I worked with, hey, I am committed to change…. I need your help. They weren’t of that much help…most people cannot say anything negative to a boss…. So I’ve worked with [the Executive Coach] ever since. We meet about once every two months now.26
How often have you heard a CEO state that he was floored by his 360-degree feedback and admit to the world that he “had a lot of deferred maintenance”? How many top management teams even subject themselves to a rigorous 360-degree review process? And yet this process strikes me as being so important, because it helps devalue the ridiculous idea that any leader is “all knowing” and has the “right answers.” And it should result in some humility, which helps in both System 2 thinking and System 2 conversations.
Like Cook, Smith had to develop his own personal approach to fostering this new learning environment at Intuit. He has described his approach to meetings at Intuit this way: “People need to know reaching out for help is a sign of strength not weakness…. Bad news should travel faster than good news.”27 To get that message across to his team, Smith said he asks them these questions in team meetings:
1. This will be a good meeting if _____? (Team members complete the sentence.)
2. Where is the team struggling or having the least amount of confidence?
3. Where can I be most helpful?28
In June 2013, Smith wrote a company blog post describing how he tries to allocate his most valuable resource: time. It’s revealing. He calls his plan his “40–30–20–10 Plan.” It means that he tries to spend 40 percent of his time running the business; 30 percent of his time building organizational capabilities and leaders’ development; 20 percent of his time going outside the company to learn from others; and 10 percent of his time on personal growth and development with his personal coach and mentor. To hold himself accountable, Smith measures and grades himself quarterly.29
All together, Smith seeks to spend at least 30 percent of his time learning from others and on self-development. That’s very interesting. How much time do you spend going out and learning from other companies? How much time do you spend working on your specific leadership weaknesses? There are similarities here to Bridgewater where Ray Dalio—just like everyone else—has an Issue Log Diagnosis Card and a Baseball Card. His issues are as “radically transparent” to everyone in Bridgewater as the issues of the youngest employee. He subjects himself to the same rigorous processes that everyone else engages in.
In their own ways, Cook, Smith, and Dalio understand their limitations and are comfortable enough in their own skins to admit to themselves and the world that they aren’t good enough. As important, they talk about that fact and behave differently than a Theory X leader behaves. If you want to be part of a learning organization or a learning team inside an organization, I suggest you look in the mirror and face your reality. Are you a good learner? Do you dedicate time to working on your weaknesses? Have you subjected yourself to review processes by your employees as Cook and Dalio have? If not, why not?
I’ve spent a lot of time talking about 360-degree reviews with senior management teams. It’s a moment of truth. Most are scared of the results. Most don’t have the courage to go there. When I interview CEOs before I begin working with them, I ask: What are your objectives? What behaviors are you trying to change or enable? Many answer: “I need help fixing my people.” In my experience, CEOs who have that approach are reticent to talk about fixing themselves. We have learned that failure to confront the brutal facts about yourself is an ego defense that inhibits learning.
Conclusion
Intuit has embarked on a mission to learn better and faster throughout its 8,000-person organization. Its leadership is passionate about the necessity for this, and shows this through its engagement in the process. Intuit and its leadership have embraced D4D and rapid experimentation as key learning processes. Intuit’s story is instructive for several reasons.
First, it demonstrates that cultural change in successful companies takes time and that such change will only succeed if top management is passionately committed and involved as role models of the desired new behaviors. Cook and Smith themselves seek to personally learn from others. They reject the patina of an “all knowing leader.” They don’t view lack of knowledge as a weakness. They actively seek feedback from others to learn how they can be better. They, like Ray Dalio, embrace the fact that surprises (failures) are learning opportunities.
Second, the story shows that conducting fast, cheap experiments is a low-risk way to scale learning in an organization. At Intuit, rapid experimentation helps manage financial risks and mitigates employee career risks if experiments do not work.
Third, the story demonstrates that learning is an iterative process that requires the competencies we already have discussed, including high-quality thinking, high-quality learning conversations, being open-minded, and managing one’s emotions and ego defenses.
Think about the types of leaders Cook, Smith, and Dalio are. Are they transparent? Authentic? Humble? All-knowing? Theory X or Theory Y? Elitist? Engaged with employees in meaningful ways?
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
United Parcel Service, Inc.: Being “Constructively Dissatisfied”
You are by nature, a man of inquiring mind and you see much in your job and elsewhere in the company that should be improved. You are impatient to have these defects corrected. You are far more interested in improving what is bad than in crowing about what is good. You are, in a word, constructively dissatisfied.
—JIM CASEY, FOUNDER OF UNITED PARCEL SERVICE, INC. (1956)
Whereas the Intuit case discussed in the last chapter concerned a company’s transformation, this chapter on UPS illustrates the development and scaling of a High-Performance Learning Organization (HPLO) from its humble start more than 100 years ago to its current status as a publicly held, global behemoth.1 I chose UPS for this book because the company is a powerful example of how scale and operational excellence can be achieved through a system that, enabled by employee-centric policies and technology, drives constant learning, improvement, and adaptation. The company’s employee-centric culture was built to meet the human need for autonomy and for personal growth. In this regard, UPS is like Gore and Toyota in that all three have made an implied contract with their employees, under which employees earn the opportunity to advance and grow through high performance. Promotion-from-within policies at UPS and Gore implement that potential of upward job mobility.
UPS began as a messenger service in Seattle in 1907 and rose to become the world’s largest package delivery company, with $54.1 billion in revenue in 2012. UPS’s ability to constantly learn and adapt is unique given the company’s massive size and complexity. To give you a sense: UPS has nearly 400,000 employees and has an integrated global network on the ground, in the air, and across the oceans. The company ships packages to more than 220 countries and territories, including every address in North America and Europe. UPS operates the world’s ninth-largest airline, handles 16.3 million packages a day to and from 8.8 million customers, and coordinates those operations with the world’s largest DB2 relational database and an IT infrastructure consisting of ten mainframes, 18,230 servers, and 194,483 laptops and workstations. The UPS website processes an average of 39.5 million tracking requests daily. It provides supply chain and freight services through 800 facilities in more than 120 countries. Its customer-contact points include 4,741 UPS retail stores, 13,000 UPS authorized outlets, and 40,000 UPS drop boxes.
The foundation of UPS’s consistent high performance corresponds directly with the research findings set forth in chapter 5: high employee engagement, relentless constant improvement, and humble, values-based leaders who are stewards of the business. Covering the company’s 100 plus years of history in a short chapter has required me to focus on two aspects: (1) UPS’s ability to continuously learn, improve, and adapt and (2) its ability to cultivate a highly engaged, massive workforce that produces that constant improvement and adaptation.
The UPS DNA: Learn, Improve and Adapt
Underlying UPS’s DNA are four primary strands: (1) mutual accountability implemented through a maniacal focus on measurements; (2) constructive dissatisfaction; (3) a legacy of industrial engineering process improvement; and (4) an employee-centric culture supported by HR policies that result in a highly engaged, loyal, and productive workforce. These levers drive a strict adherence to operational policies and procedures; military-like organizational structure and discipline; and a set of traditional business values bequeathed by late founder Jim Casey, who started the company with little more than $100 and a bicycle. Casey’s insatiable demand for operational improvement, personal accountability, and humility among employees at all rungs of the organizational ladder still permeates the company. Casey once said, “For no matter how well conceived our plans may be, they will fail unless administered by people of high motives and honest hearts.”2 Along with this steadfast allegiance to 100-year-old business values is UPS’s equally extraordinary ability to transform itself in the face of ever-changing customer demands and global realities.
It’s important to understand the company’s history in order to grasp how fully learning and adaptation are baked into its DNA. UPS’s first area of growth was geographic as it expanded from an intra-city retail package delivery service in 1913 (from department stores to consumers) to, starting in 1919, an intercity one, extending its services to deliveries between cities. Even in the midst of that growth when business was going well, however, the company never settled for the status quo.
For example, during this same period of geographic expansion, UPS also began to build a business of consolidating deliveries (i.e., combining packages for several customers in one delivery vehicle). Unsure about this new process, Casey and his managers wrote to more than 100 delivery companies across the United States to ask how they made a profit. A few years later, they studied and benchmarked against the processes of competitors and other industries to find more efficient ways of doing business, both from a systems engineering perspective and a human resource one.3 They toured and studied production processes at a Ford plant in Michigan, the steel mills of Pittsburgh and the Armour & Company meatpacking plant in St. Louis. Of this time, Casey once said, “We found no singular idea that was really revolutionary. It seemed a matter of learning as we went along, and that is about all that we have done.”4
By the postwar era, Casey and his partners foresaw a significant decline in the retail delivery business caused by major changes to the American lifestyle, including the advent of the interstate highway system and the development of the suburban shopping center. They realized that in order to survive, UPS needed to transform itself into a “common carrier”—a delivery service from business to business—with the ability to deliver nationwide. The company faced incredible obstacles both legal and logistical to do so—from state and local regulations that restricted deliveries across borders to the near monopoly held by the U.S. Postal Service.
It took nearly three decades, but through what has become characteristic relentlessness and persistence, the company chipped away at legal and logistical limitations. It created a nationwide network city by city, state by state, and region by region, until 1975 when it became the first package delivery company to achieve the “golden link” (i.e., the ability to provide service to any address in the forty-eight contiguous United States). By 1977 it had added air service to Alaska and Hawaii.
UPS is not a linear growth story, and learning from failures was part of the journey. In fact, while discipline and a constant pursuit of improvement helped the company ensure the efficiency and reliability of its ground-based services, such supreme focus also led to some losses and missed opportunities in the late 1970s and early 1980s. One of the most significant examples of UPS having to learn from failure is with respect to air service.
UPS had experimented with air service on a small scale early in its history, but never with much success. From the 1950s through 1970s, UPS made do with an air business that utilized chartered airline flights that relied on inefficient passenger routes. This allowed several competitors to take preeminence and left a gaping window for an innovative new company called FedEx to blast onto the scene and revolutionize the industry with overnight delivery in the late 1970s and early 1980s.
When the market for expedited air delivery became clear, UPS set about rectifying its ground-based myopia and created a nationwide overnight air delivery network through outsourced carriers by 1985. And when that system proved clunky, UPS launched its own airline in 1988, navigating the complexities of air operations, inculcating a new kind of workforce, and achieving FAA certification faster than any other airline in history.5 Currently, UPS has a fleet of 235 aircraft, charters another 293 aircraft, and maintains air hubs throughout the United States, Europe, the Asia-Pacific region, Latin America and the Caribbean, and Canada.
What’s so crucial here is how well UPS has confronted mistakes and learned from them. The company has made robust course corrections when necessary. As a former UPS COO put it in the case of air delivery: “We discovered that we’d better wake up. Customers clearly wanted international shipping, package tracking and overnight service.”6 At UPS mistakes are admitted and the need for change recognized because the culture is about the relentless pursuit of constant, incremental improvement. Dissent, inquiry, questioning, challenging, and critiquing are all valued and encouraged because they help UPS to improve.
Another area in which UPS was forced to combine operational excellence with adaptability and a willingness to fail was in going after international markets. Because of its focus on perfecting ground service nationally, by the 1970s, UPS was way behind competitors in the international delivery market. And when it finally did venture overseas, growing the international business proved a slog that took twenty-eight years to become profitable. UPS learned the hard way that building a global business from scratch and imposing a one-size-fits-all approach was an unsuccessful strategy, and the company’s earliest expansions in Canada and Germany became drags to the bottom line. But rather than bowing to internal pressure to stop the losses, UPS held fast to its expansion plan but pulled back on volume to lessen the blow in the short term.7 Undoubtedly it helped that the company was still privately held at this time.
The company’s willingness to learn from failure paid off. Going forward, the company switched from a start-up strategy in international markets to an acquisitions-based one, and to a policy of loosening the reins on global operations and using American expatriates sparingly. In 2012, among full-time management employees, less than half of 1 percent came from outside the country where they work (only 202 expatriates out of 45,527 full-time managers).8
By taking the long view and focusing on incremental improvements, UPS found its international footing. It entered the Asia-Pacific Region in 1988 and Latin America in 1989. By 1995, it had entered China. In 2005, UPS launched the first nonstop delivery service between the United States and Guangzhou, China and acquired the interest held by its joint venture business partner, giving UPS access to twenty-three cities that cover more than 80 percent of the country’s international trade. In 2012, UPS derived 25 percent of its revenue internationally.
UPS went through a parallel learning process when it realized it had to vastly improve its IT infrastructure. Since 1921, when Jim Casey hired the first industrial engineer to conduct efficiency, time, and motion studies,9 UPS has been measuring, modeling, and simulating every aspect of the delivery business to optimize the movement of people and packages. This drive for constant improvement has been enabled by exacting standards and a company-wide commitment to the mantra: “In God we trust. Everything else we measure.”10 After having had so much success with the manual delivery processes developed by its much-lauded industrial engineers, however, UPS found itself trailing competitors in information technology. By the mid-1980s, UPS made a decision to catch up fast.
Between 1986 and 1991, UPS spent $1.5 billion on technology improvements, which enabled tracking of all ground packages by 1992. By 1995, UPS offered its customers online tracking of packages in transit from its website. By 2007, UPS had spent more than $10 billion integrating its processes and technology to make the company a real-time, 24/7, 365-day operation.11 Today, UPS employs 4,292 technology workers and now uses its vast technology infrastructure not only to increase operational efficiencies but also to create customer-focused and user-friendly, shipping, e-commerce, logistics management, and visibility tools.
UPS now has its delivery and logistics operations literally down to a science, from how every delivery driver holds his keys, to the maximum number of inches he should have to move to select the next package (it’s 30, incidentally).12 But the company strives to do ever better. Expressing the purpose of this improve-everything mentality, Vice President of Engineering Jim Holsen said, “We’re never satisfied with the way things are, if they can be improved.”13
As an example, the handheld Delivery Information Acquisition Devices (DIADs) that link every delivery driver (in UPS speak: “driver service provides” or “DSPs”) to the UPS network for up-to-the-minute data communication, were revolutionary when developed in the 1990s. Today, math whizzes in the operations research division continue to devise algorithms to shave milliseconds off delivery times, and new DSPs attend a high-tech training program where drivers can practice UPS’s “340 methods” for safe and efficient deliveries with a scale-model UPS truck until they can perform them with the automaticity and consistency of a robot.14
Recently, the process management experts at UPS began rolling out a new revolutionary tool designed to further optimize DSP efficiency by plotting the shortest delivery routes. The system, called ORION (on-road integrated optimization and navigation), incorporates roughly eighty pages of math formulas to calculate the astronomical number of possible route combinations one driver could make in a day, while also leaving room for drivers to improve upon the computer-suggested plan with additional knowledge gained from accumulated experience.15 Considering that a simple step, such as decreasing the distance that every UPS driver travels in a day by even one mile, could save the company tens of millions of dollars, UPS’s demand for soldier-like precision and constant pushing of its processes and human capital to ever-faster and more efficient standards makes sense.
One of its newest offerings for the retail e-commerce market is “UPS MyChoice,” which leverages the ORION tool to allow customers to direct the timing and circumstances of their deliveries. Fast Company magazine named UPS to its annual list of the fifty most innovative companies in 2012 due to the success of this feature.
UPS technology efforts also have helped UPS become a recognized leader in innovative corporate sustainability practices. UPS developed proprietary telematics technologies—an integration of telecommunications and informatics—to monitor the behavior and performance of its package delivery trucks and DSPs. The technology uses sensors to gather data, test ideas, and assess performance on the efficiency and fuel usage of deliveries and turns the trucks into “rolling laboratories” for customizing vehicle maintenance, reducing idling times, and optimizing routes.16 In 2011, this technology—along with proprietary advanced route-planning tools—reduced the number of miles driven by 85 million, which resulted in a savings of 8.4 million gallons of fuel and 83,000 metric tons of CO2 emissions. These efforts, together with UPS expansion of its fleet of alternative fuel vehicles, earned UPS the highest score on the 2012 Carbon Disclosure Project’s Leadership Index of S&P 500 companies.17
Another example of the company’s continuous learning occurred in the 1990s, when UPS realized that in order to continue to grow it would need to expand beyond the shipping business by selling new, complementary services to an existing customer base and improving the customer experience. As senior management saw it, UPS’s expertise in shipping and tracking positioned it well to become an “enabler of global commerce” by facilitating the flow of goods, information, and capital.18
In 1995, UPS formed UPS Logistics Group to provide customized supply chain management solutions and consulting services. In 1998 UPS advertised its new strategy as “Synchronized Commerce,” and then CEO Mike Eskew declared, “Our new mission is ambitious. It propels us from a $90 billion market into a $3.2 trillion market.”19
Challenging its longstanding practice of employee ownership, UPS made another transformative move in 1999, by selling 10 percent of its equity in an initial public offering (IPO), in part to fund acquisitions that would support its new business strategy. Raising nearly $5 billion, it was the biggest IPO in the history of the New York Stock Exchange at the time. Since then, UPS has acquired forty companies to effectuate this new business model and expand its capabilities beyond transportation, including provisions of trucking and air freight, retail shipping and business services, customs brokerage, finance, and international trade services.
By 2010, the company was in another transformation mode when it launched a new branding campaign called “The New UPS Logistics” and a new advertising campaign with the tagline “We Love Logistics.” Whereas UPS’s original strength had been in measuring and perfecting its operating processes to the extent that every customer received the same reliable service (with emphasis on “same”), now, as CEO Scott Davis explained in the company’s 2012 Annual Report: “We’ve been inventing solutions to efficiently deliver customers whatever they need, wherever they need it, whenever they need it.” The company now segments its business and pursues revenue growth in six industry verticals: Government, Industrial & Automotive, Professional & Consumer Services, Healthcare, High-Tech, and Retail and reports its financial results in three segments: U.S. Domestic Package, International Package, and Supply Chain & Freight. UPS’s business vision is now guided by the following strategies: deploying technology-enabled operations; providing unique, industry-specific customer solutions; expanding the global network; and serving end users’ needs around the world.20
Over the years, UPS has shown its proclivity for not only finding the best way to do something, but also finding a new way to do it. In similar fashion to the U.S. Army’s dual focus on precision and adaptability, UPS’s contrasting abilities have everything to do with the paradoxical priority it places on both its intense commitment to cultural traditions and proven business methods as well as continuous learning and improvement (e.g., Casey’s standard of being constructively dissatisfied). All of this has been enabled by a loyal, highly productive workforce.
Highly Engaged Employees
Jim Casey built UPS over a fifty-year period with a distinct and well-defined culture that embraced the values of integrity, quality, dignity, respect, stewardship, partnership, equality, and humility. To understand UPS means to understand Casey, a man who went to work at the age of nine when his father fell ill, and started his messenger company at nineteen. Casey was a self-made success who rose above his humble background but never forgot his roots, treating every individual and employee with the dignity and respect he felt each deserved. He built the business on a few core themes: high performance, mutual accountability, constructive dissatisfaction, and employee-centric policies, including a focus on stewardship and the opportunity to be an equity owner of the business. UPS has had employee stock ownership and compensation plans since 1927, and right after its IPO, former and current employees and their families still owned 90 percent of the company. Today that ownership percentage is less than 30 percent due to stock sales by employees, retirees and the foundations formed by the founders to diversify their holdings.
Casey often wrote and spoke about the type of company UPS should be and the values it needed to foster, and he left his imprint on UPS by teaching these values to every new employee. UPS executives are taught that their duty is to make sure those values, those ways of doing business, and those ways of taking care of employees continue. The richness of the UPS culture is evidenced by the policy manual that every employee receives and the compendium of Casey’s speeches that the company compiled into a book called Jim Casey: Our Legacy of Leadership. These speeches show that Casey wanted to build a business where employees could take pride in working for a company that acts as an outstanding corporate citizen.
Just like the founders of Gore, Casey didn’t have a Theory X view of management and employees. Casey knew that to achieve consistent high performance, employees had to be engaged emotionally, which meant that the organization needed to meet human needs of autonomy, effectiveness, relatedness, affiliation, and growth. Casey viewed employees as partners and promoted the opportunity for employees to actually become owners of the business. He viewed leaders and managers as accountable to employees just as employees are accountable to each other and to management, advising managers that “One measure of your success…will be the degree to which you build up others who work with you. While building up others, you will build up yourself.”21 He also said: “Good management is not just organization. It is an attitude inspired by the will to do right. Good management is taking a sincere interest in the welfare of the people you work with. It is the ability to make people feel that you and they are the company—not merely employees.”22 Casey took steps to ensure that humility was the rule, not self-promotion or glory-seeking. On the subject of future leaders, Casey said:
Who will those leaders be? They will be people who now, today, are forging ahead—not speculating or with fanfare but modestly and quietly. They are the plain, simple people who are doing their best in their present jobs with us, whatever those jobs may happen to be. Such people will not fail us when called on for bigger things. It is for them, our successors, to remember that all the glamour, romance, and success we have in our business at any stage of its existence must be the product of years of benefiting from the work of many devoted people. And there can be no glamour, no romance, and no truly great success unless it is shared by all.23
Maintaining those values over decades has required the company to maintain a high retention rate and build a deep bench of long-tenured employees who have found the UPS way meaningful. UPS has achieved continuity within its workforce and has deeply embedded its fundamental tenets. Many employees have spent their professional careers rising up the ranks from package loaders to district managers and beyond, through UPS’s long-standing promotion-from-within and other employee-centric policies. As compelling evidence of that, the nine members of its management committee have on average spent thirty-three years at UPS, with six of them starting as part-time employees or as drivers. Roughly 56 percent of the firm’s full-time drivers were once part-time; nearly 73 percent of full-time managers—including most vice presidents—once held nonmanagement positions; and 40 percent of full-time managers have more than twenty years of service with UPS.24
Although UPS’s global retention rate for full-time employees has been decreasing in recent years, it still remains relatively high at 90.2 percent in 2012, especially considering the range of positions covered, from front-line package handlers to senior executives, over 294,000 employed under various unions and collective bargaining agreements, and 76,000 employed internationally. In 2012, 27.4 percent of the U.S. management team and nearly 45 percent of the total U.S. workforce came from diverse backgrounds.25
The company’s approximately 100,000 full- and part-time drivers hold esteemed positions in the company, but outsiders to UPS have often viewed its drivers literally marching to beats dictated by the industrial engineering eggheads at “Big Brown” headquarters and have taken this as evidence that the company is rigid and impersonal. UPS’s history of transformations indicates a much different reality. And what becomes clear from looking up and down the organization—from package preloaders to the executive team, and from operations in Indianapolis to those in Istanbul—is that UPS human resource policies are employee-centric and democratic.
UPS executives are fond of reminding the public of their egalitarian polices such as having an “open door” for employee input both literally and figuratively (as Casey always did), of only using first names throughout the organization, and of never eating at their desks (out of respect for field workers without such a luxury). These cultural practices are important, but it’s the deeper, long-standing human resource policies that have made the difference. UPS’s system of performance measurements and rewards is based on key performance indicators and a long-standing company policy against egoism and favoritism. Compensation plans promote long-term stock ownership for employees, whether full-time or part-time, management or nonmanagement, union or nonunion,26 and an employee “free agent” program allows any UPS employee to move anywhere in the company and advance.27 The company provides full-time benefits to part-time employees, including medical and dental coverage and tuition assistance, and leads the industry in salaries and benefits for employees across the organization.28
When he was still senior vice president of Sales and Marketing, Kurt Kuehn (now Chief Financial Officer) described the UPS culture to me as one of “mutual accountability” and said, “Everyone is accountable to everyone else for performance—doing what’s right and doing it well.” And he added, “With our measurement system, we try to take personalities and politics out of judging performance.”29
Backing up that statement is the relatively egalitarian organization at the UPS headquarters in Atlanta, Georgia. When I visited the headquarters, all of the top twelve executives at UPS had offices on the fourth floor instead of the top floor of the headquarters building. All the executives had offices of the same size, and almost all shared senior administrative assistants. These executives were not provided with limos or drivers. There was no executive dining room. It was rare to see Italian suits, French cuffs, or made-to-order shirts on the fourth floor.30
UPS’s growth and learning as an organization is also a testament to the significant investments it makes in continually growing and developing its employees. Since early in its history, UPS has cultivated a culture of mentorship to foster leadership development in support of its promotion-from-within policy. In the 1960s, UPS launched formalized, instructor-led training programs. By 2008, however, it was clear that a static approach to training and leadership development was no longer working for an increasingly global workforce—less than 20 percent of whom work in an actual office building.31 The company embarked on an ambitious plan to consolidate all of its training into an online learning system on a global scale. By 2012, “UPS University” began offering a broad range of content on an electronic platform that enables learning and development to take place anywhere, anytime. It also provides the flexibility for both management-directed training and individual development plans by employees.
“We believe the people we bring on, who learn the business and run the business, understand more about the business than people we could hire fresh off the streets to replace them,” Anne Schwartz, vice president of leadership and development at UPS, told CIO magazine. “Investing in our employees is a hallmark of our business, and we invest in employees with learning opportunities to reflect that.”32
Senior managers also realized that UPS’s traditional instructor-led, lecture-based training program for new drivers was no longer working for the generation X and generation Y hires who were increasingly comprising the bulk of new drivers. “We realized we needed to make an adjustment when our younger drivers began requiring significantly more time to become proficient, and more of them were leaving the company during their initial training period,” said Mary Kay Kopp, global learning network director at UPS.33
With a $1.8 million grant from the U.S. Department of Labor and partnerships with leading technical universities and an animation company, UPS developed an interactive, hands-on training program called UPS Integrad, which is located in a $5.5-million, 11,500-square-foot training facility in Landover, Maryland. The program incorporates a mix of computer-based training, simulations, virtual learning, and self-study. Already UPS has experienced a sharp increase in driver proficiency and a reduction in first-year injuries and accidents.34
UPS has created a unique organization that’s not for everyone. It’s an operational excellence behemoth managed through measurements and enabled through technology. Yet it hasn’t lost its human essence, which is grounded in its founder’s beliefs and values. UPS has created a learning system, aligning culture, leadership behaviors, measurements, and rewards to drive relentless constant improvement and constructive dissatisfaction. So far this has warded off complacency, arrogance, and elitism—common killers of consistent high performance, but two recent developments—the fact that part-time employees make up a large percentage of the ranks (45 percent in 2012), and a 2013 decision to cease providing medical benefits to full-time employees’ spouses eligible for coverage under their own employers—raise the question of whether organizational DNA dilution has begun.
UPS also faces several new and continuing challenges to its business model—including increased competition as a result of new e-commerce strategies of major U.S. retailers, such as Amazon with its growing network of distribution warehouses, and Wal-Mart and Best Buy, which are shipping more online orders straight from stores. Also, UPS has staked much of its current model on industry growth in China, but rising fuel costs, increased wages, and intellectual property piracy are making the outsourcing of manufacturing to China less favorable.
In light of these realities, UPS has focused its future growth on (1) emerging markets, particularly in Asia; (2) industry-specific distribution and logistics, particularly health care; and (3) global omni-channel retailing and B2C solutions.35
The success of this strategy internally will depend on the company’s ability to maintain its commitment to its people, its learning environment, and its processes, which have formed the foundation of its adaptability so far. Considering the demonstrated strength and alignment of the company’s culture, leadership behaviors and employee-centric policies—which collectively have enabled the desired learning behaviors crucial for an HPLO—it’s likely that the company will continue to recognize the long-held company values and ideals of its founder—ideals such as one stated by Casey almost seventy years ago: “Our company has grown because our people have grown, and our people have grown because our company has grown. And so it will be in the future.”36
Reflection Questions
1. What did you read in this chapter that surprised you?
2. What are your top three takeaways that you want to reflect and/or act on?
3. What behaviors do you want to change?
In the introduction I stated that one of my objectives in this book was to lay out a blueprint for creating a learning organization. As I conclude, I’d like to revisit some of the foundational points to keep in mind as you strive to build a learning organization.
Learning basically is the process by which each one of us creates meaningful stories about our world—with the aim of making these stories ever more accurate so that we can act ever more effectively. That process is enhanced by three mindsets. First, we have to accept the magnitude of our ignorance. Second, we must realize that everything we think we know is conditional and subject to change based on new evidence. Third, and most important, we have to define our self-worth by striving to be the best learner we can be—not by what we believe or think we know. Utilizing these three mindsets can help us counteract our ego defenses and the automatic 3Ds—denying, defending, and deflecting—and our persistent cognitive and emotional search for confirmation and affirmation that gets in the way of confronting brutal or disconfirming facts. Arrogance and fears of failure, of not being liked, of not being accepted, of looking stupid, and so on, all inhibit learning.
Learning requires three good meta self-management skills: metacognition, metacommunicating and metaemotions. We need to be aware of when to take our thinking and communicating to a higher, more intentional and deliberate level—when, in other words, to move from System 1 to System 2. We need to be aware of the messages we’re sending through our emotions, body language, and voices. We also need to adopt the three mindsets mentioned above in order to manage our fears of failure, punishment, and not being liked, all of which inhibit critical inquiry, debate, collaboration, and learning.
All of this applies not only to individual learning, but to organizational learning as well. The most successful learning organizations are those that create an environment that fosters and promotes these learning behaviors and mindsets.
Transforming an existing organization into a learning organization requires the change to start at the top. Intuit is right—“It’s time to bury Caesar.” Leaders must understand and promote the importance of learning. They must be authentic and humble and wear their humanness on their sleeves. Elitism in leadership’s attitudes and behaviors needs to be buried, too. The UPS, Gore, and Bridgewater mutual accountability models should rule—leaders should earn their respect behaviorally everyday rather than thinking they’re owed respect by positional authority. Mindfulness, reflective listening, being open-minded, being fair-minded, and being an emotionally positive enabler of learning with Learning Leader Capabilities shown in the figure on the previous page are critical behaviors for every leader and manager.
Those behaviors have to be measured by 360-degree feedback and rewarded at the leader/manager levels all the way to the top. Having a leader with these characteristics is the first step to creating a learning organization.
The next step is designing a “learning system” and work environment that seamlessly aligns the organization’s culture, structure, leadership behaviors, HR policies, measurements, and rewards to enable and promote those desired learning behaviors. The learning system works best if it encourages employees to be driven by intrinsic motivation and helps them meet their needs for autonomy, effectiveness, relatedness, personal growth, and affiliation.
The meeting of such needs requires that people feel authentically respected, cared for, and trusted, and this trust and accountability must be mutual—leaders and the organization must earn the trust of the “learners” and be accountable, too. A learning system grounded in these principles can result in “meaningful relationships and meaningful work” as the systems do at Bridgewater and at Gore. The learning environment has to consistently send the right messages to employees via culture, leadership behaviors, measurements, and rewards. UPS does this exceptionally well.
Crucial to these systems is the understanding that learning requires change, from both people and organizations. Change is cognitively and emotionally hard. It usually requires help from others. Learning is a team activity, and it’s through small teams that individual needs for autonomy, relatedness, affiliation and effectiveness can be met. In order to change, people have to overcome their fears and feel safe in admitting mistakes, weaknesses, and ignorance to teammates. How you treat people and how they feel they are being treated are important aspects to consider, if you truly want an effective learning organization. A people-centric, emotionally positive environment, buttressed by leaders who model learning behaviors, can help negate learning inhibitors. Permission to speak freely and permission to fail as long as there is learning (or, as at Gore, there is an observed “waterline”) is key.
The power of positivity comes through loud and clear from the research. A positive emotional work environment enables high employee engagement and learning, and positive individual emotions enable personal learning. The U.S. Army’s major initiative to bring positive psychology into its training of over 1,000,000 soldiers is once again a leading indicator of where businesses must look if they want to maximize employee adaptability, learning, and resiliency. Clearly, these types of positive work environments are not necessarily “soft.” All of the businesses discussed in this book have a track record of consistent high performance. High performance, high accountability, and positivity are not mutually exclusive.
Another key point coming from the research laid out in this book is the congruity of findings between the field of education regarding what produces high engagement learning and that of business regarding what creates high employee engagement. Upon reflection, that congruity is not that surprising because both areas of study involve figuring out the type of environment and the teacher/manager/leader behaviors that enable people to be more effectively engaged. Those findings can lead us to conclude that high employee engagement, as defined by the Gallup Q12®, is required to be a great learning organization.
After establishing the right learning system and environment, the next component in building a learning organization is to institutionalize critical thinking processes and learning conversations. A culture such as Bridgewater’s, which is based on a “search for truth,” facilitates this by recognizing that fundamentally, none of us is as smart as we believe we are, nor are we as good at thinking or communicating as we think we are. That is why processes help. Root cause analyses, unpacking and stress-testing beliefs and assumptions, Learning Launches, PreMortems, and After Action Reviews are all core learning processes.
The following four critical thinking questions would make a nice laminated checklist for a desk:
• What do I truly know?
• What don’t I know?
• What do I need to know?
• How do I learn what I need to know?
Likewise, the following questions should be institutionalized as part of everyday decision making: What do I believe? What facts support that belief? What facts disconfirm or question that belief? What assumptions am I making? Are those assumptions supported by facts? What inferences am I drawing from my assumptions? Are they reasonable? These questions help illuminate ignorance and doubt. Ignorance and doubt should lead to learning.
Can You Build an HPLO?
Several people in the past year have asked me whether these research findings are scalable in a big company. My answer is: It depends. A private company built by an entrepreneur who aims to create an enduring business (like Gore and Bridgewater) has a good chance if the company executes its model well. Gore has scaled its model to over 10,000 employees globally, because maintaining the “Gore Way” has been a passionate pursuit of the successor leadership teams. Leadership succession coming from inside is critical. McKinsey & Company is another good example of a private business that has scaled and not lost its founder’s essence. Is it easier to do this in a private company? Yes, it is. The key is successful leadership succession from within. That is the challenge Bridgewater is tackling now.
Regarding public companies, UPS has scaled its high employee engagement and operational excellence model to over 400,000 employees, because Jim Casey’s philosophy is still alive in UPS. If successor leaders grew up in the culture and have lived the values for years, scaling is possible. Other good examples of public companies that have achieved this are Costco, Corning, Inc., Sysco, and Southwest Airlines. Keeping the founder’s culture alive is the key, and that is difficult if an organization doesn’t build an internal leadership succession pipeline that keeps that culture alive. That is a challenge facing many good learning companies today, for example Starbucks, Amazon, and Google.
I submit that scale, efficiency, and learning are not mutually exclusive. Examples are the U.S. Army, Navy, and Marine Corps, UPS, and Toyota. Are those organizations perfect? No. In today’s world, no organization will be perfect, because it’s made up of human beings who make mistakes. One can question the examples of the U.S. Army, Navy, and Marine Corps. Aren’t they “command and control”? I contend that if you look deeply inside those organizations, you will find strong command, but you will also find high soldier engagement and learning driven by small unit structures. You will find strong, meaningful values of duty, honor, courage, and service that meet individual soldiers’ needs for autonomy, relatedness, affiliation, effectiveness, and personal growth. As important, you will find those organizations actively engaged in learning and improvement initiatives based on the science of learning.
How about existing public companies that don’t have founders involved that want to create a learning organization? That’s harder. The nature of U.S. capital markets, with their nonscientific, one-dimensional focus on short-term shareholder value creation, makes building great public learning companies hard. In my previous book Smart Growth I espoused the view that the dominance of short-termism in our public capital markets inhibits growth and innovation. The average public company stock holding period is below twelve months. We no longer have stock ownership; we have stock renting. Likewise, short termism is evidenced by the fact that the average tenure of Fortune 500 public company CEOs is less than 5 years—4.6 years, to be exact. The probability of transforming an existing public company into a great learning organization in 4.6 years is very small, absent a major crisis situation like the one Lou Gerstner inherited at IBM in 1993. Even if a CEO can’t transform an existing company into a great learning company in 4.6 years, however, she can begin the journey to create a great learning company and see benefits during her tenure. Likewise, an existing public company can put in place critical thinking, discovery, and experimentation processes and After Action Reviews—but the effectiveness of those processes depends on the adoption and systematization of the key learning enablers discussed above.
If you’re a leader, manager, or a teammate and you want to change your organization, the best advice I can give you is to change yourself first. Then, start to work on your sphere of influence, those whom you can influence, or those to whom you look for guidance or leadership. Get to know each person individually and emotionally. Understand their hopes, dreams, fears, and concerns. Then help them learn more so they can be more. Put in place a code of learning conduct for yourself and your team that treats people with respect and dignity and gives them permission to speak freely without fear of punishment. Create a respectful, mutually supportive and accountable, positive team culture.
Role model how to think and communicate better. Admit your ignorance and your mistakes. Be authentic. Act with caring humility. Engage people so they feel like they have some control over their destinies. Be honest, have high standards, and hold everyone, including you, to those standards. Follow a Gore tenet—be the kind of person people want as a leader. Manage your thinking, your emotions, and how you communicate. Be aware and mindful. Strive to be fully engaged in every communication and focus on having a positive impact.
If we sit back together and think critically about the findings set forth in this book, I submit that they challenge the continued viability of the dominant management model and organizational model resulting from the Industrial Revolution—big command and control structures with Theory X leaders. If we want adaptable learning organizations, we need to humanize our management models, and that requires many companies to fundamentally change attitudes and behaviors toward employees. That ultimately means we would have to humanize the capital markets too. Or we need to form new capital markets to support the building of enduring, value creating, people-centric, learning companies. I find it interesting that many of the businesses that are engaged in the journey of creating an adaptable learning organization are privately owned or are public companies with engaged founders who have significant ownership positions or voting rights.
In addition, management and the capital markets have to accept the fact that the learning process is not efficient. Collaboration takes time. Creating and sustaining high emotional engagement takes hard work and time. Organizations like Bridgewater, Intuit, IDEO, and Gore demonstrate that the time investment and the hard work at learning can create consistent value.
One of the points that this book makes is that the commonly espoused managerial choice between high employee accountability and high employee emotional engagement is a false dichotomy. Consistent high performance requires both high employee accountability and high employee emotional engagement. Likewise, a forced choice between operational excellence and innovation is a false dichotomy, too. Both operational excellence and innovation are dependent upon learning. Both require the HPLO formula with the key difference being the tolerance for failure.
I like to tell my students that business is not “rocket science.” Business principles are pretty simple—the difficulty is in the execution, because execution involves people. The same can be said about the principles of creating a high-performance learning organization. The science of learning and learning processes are in many ways the easy part. The hard part is the disciplined daily execution of the principles. I asserted in chapter 1 that learning better and faster was a strategic imperative. Learning can be positively transformative, individually and organizationally, and I believe that institutionalizing and maintaining that positive transformative process can be a sustainable competitive advantage.
A learning journey is a people journey. It is both a continuous “search for the truth” and an emotional journey. One of your roles as a leader or manager or teammate is to “invite, include, and inspire”1 others to join you in the learning journey.
Good journeys, my friends!
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