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INTRODUCTION:

The Unmistakable Signs of a Rising Star




Andrea Jung graduated from Princeton University in 1979 with a bachelors degree in English literature, and took a job at Bloomingdales, participating in its management-training program. After distinguishing herself at Bloomingdales, she eventually took executive positions at I. Magnin and then Neiman Marcus. But in 1993, Avon came calling, asking Jung to work as a marketing consultant. Within a year she was made head of Avons product marketing division, with a primary missionto help modernize the company.

Avon had been a successful, profitable company since it had been started in 1887, but by the early 1990s, the cosmetics company had badly slipped in the marketplace. Company research pointed to a persistent, potentially serious problem that had developed with the brand, which was viewed by many as a line of cheap cosmetics that only grandmothers wore.

This public perception and the companys lagging sales required that Avon make significant changes to improve its product lines and brand image. But one of the first, most crucial steps was to communicate this strategy to the local Avon sales representatives in order to help them understand and buy into the changes. Avon had been started as a company that helped women empower other women. It used a direct-sales approach that depended on local representatives who worked, often part-time, to sell the products to their friends and neighbors. Without the sales representatives support, any change initiative that was passed down from corporate headquarters was doomed to failure.

Andrea Jung knew that this was where her mission had to begin. She had to help the Avon saleswomen understand and buy into the plan to upgrade the brands positioning in the market. But this was no easy task. Although the companys market share was declining, many of the local saleswomen were still making decent moneymoney their families depended on.

One of the first major product changes to be instituted was the replacement of an older line of fragrance with a new, more expensive one. Andrea Jung explains further:


When I first came into Avon, in a marketing role, the consumer research said that we were seen as being cheap. Cheap and inexpensive are different things. According to our research, this difference regarding our products had become blurred. So we needed to correct this image problem.

One of the first things we did was to introduce a new, higher-end fragrance line. The average Avon fragrance was selling for between $10 and $12, and our sales representatives were selling millions of units every year. And here we were coming to replace that with a new fragrance line that sold for $18.50.

There was tremendous negative resistance. All of our Avon Ladies worried that it was too expensive, and that they would lose all their Christmas money, because the old fragrance was something reliable that they were able to sell every year, particularly during the holidays. But we needed them to take this leap to modernize the company.



While market trends and research showed corporate management that they had a serious problem on their hands, Avons front-line people found it hard to believe that the answer to the companys woes was to take away one of their most dependable selling items.

As a result, Jung was put in a difficult position. She knew that forcing the change through top-down edicts was likely to backfire, because she needed these Avon Ladies, the faces of the company to its customers, to actually buy in, otherwise there was little hope that this strategy would be successfully executed in the field. This was particularly crucial, since the introduction of the new fragrance line was just the first in a planned series of similar product changes.

So Jung and her team personally met with groups of Avon Ladies and tried to explain the need to make these changes. Despite their rigorous presentation of market research data showing that the reps would make more money if they sold a more upscale product line, there was tremendous resistance. Many protested that the plan was a terrible idea and could not understand why management was trying to upset the apple cart. As Jung recalls:


I was looking around the room at all these frustrated faces and it suddenly dawned on me that these women were no different from our customers. After all, they were selling our products to their friends and family. So I asked them a simple question:

How many of you really wear our fragrance? Forget about what you sell. Do you even use our products? Compared to the fragrance classics, do you keep coming back and using Avon? The room was silent.

Once we explained our reasoning from a perspective that our representatives could understand, they realized what we were trying to do and why. They had to face up to the fact themselves that Were not even proud to wear the products we sell. That was the key to getting them to see the need for our new strategy.

When we later heard that these same representatives had started saying to others around the company, I get what they [management] are trying to dothat was the most important communication we could achieve. Because the spreading of support for this initiative had to come from themonly they could do it.

From there, a cascading understanding of the issue and the soundness of our solution began to flow through the company. That was a crucial turning point.



Jungs handling of this situation showed her to possess a particular, rather uncommon ability, and her talent was not lost on Avons senior leadership. It was this type of highly skilled thinking that ultimately landed Jung in the top spot, becoming Avons CEO after only six years at the company. Since Jung took charge in 1999, Avons sales have jumped 45 percent, from $5.3 billion to nearly $8 billion; the companys stock has risen 164 percent, with five consecutive years of double-digit growth, including earnings growth of 25 percent between 2002 and 2005. Avons turnaround is obvious and impressive.

Andrea Jung has become one of the most respected CEOs in the world, sitting on the board of directors for General Electric and the International Advisory Board for Salomon Smith Barney. The power of her clear thinking is readily apparent to anyone who meets her. Yet, she never went to business school nor had any traditional business training. So what is it about Andrea Jung and other exceptional executives that gives them such brilliant, instinctive business acumen? They obviously possess a rare kind of intelligence, one that is at the heart of star managerial performance. It is that intelligence that this book is all about.







    

The Beginning


Everything he says makes senseand franklyfinding someone like that is a rarity.

WARREN BUFFETT, 2002, TALKING ABOUT JIM KILTS, CEO OF GILLETTE1






Early in my career, I was working on a large-scale research study with one of the most prestigious international consulting firms. I was the only outside consultant on a team with eight partners and associates, all of whom had graduated from very elite academic institutions.

As an objective observer of this group, I quickly noticed that most of the best thinking and ideas were being generated by one person. Her name was Barbara.* She was the only woman in the group, and while she was not the most aggressive or charismatic person in the room, she consistently saw, with exceptional clarity, what needed to get done and how best to do it.

Because of her less aggressive personality, she was not always credited with contributing the groups best thinking, though even to the most casual observer it was clear she was the source.

Given that Barbaras academic record and work experience were on a par with those of the other members of the team, clearly what she possessed was a distinct type of intelligence, one that couldnt necessarily be identified on the basis of academic pedigree. After all, her colleagues had graduated from the same prestigious schools. Yet of the eight employees in the room, she was the one to most consistently come up with the best answers.

This observation perplexed me; after all, how, in an institution that prided itself on hiring only the finest minds, could one persons insights so clearly stand out from the rest? I took these questions to my mentor, Michael Scriven, whose distinguished academic career has spanned more than five decades. After Id spoken excitedly and animatedly, telling him about this mysterious phenomenon I had discovered, he chuckled and remarked, just noticed that, did you?

He went on to explain that this ability has been known about and commented on for decades. He then went into a lengthy critique of the research that had been done on the topic to date. Seeing my disappointment on learning that this amazing discovery had already been discovered, he offered a hint of encouragement. Justin, obviously many people have delved into this topic before, he said. But there may be room for you to do something new. Youll just have to go in a different direction. You might consider the role that critical thinking and intelligence have in all of this.

And so, I began to study the individual components of critical thinking and intelligence, and their roles in business decision-making. I was surprised to learn that just as Scriven had hinted, very few other researchers had tried to understand how certain aspects of IQ could provide the answer.



*Name changed






    

What Every Business Needs




Jim Collins, one of the worlds most influential management researchers and commentators, calls them the right people.1 Jack Welch, arguably the most successful CEO of the twentieth century, says theyre stars,2 while famed author and professor Peter Drucker, pictures them as masterful conductors.3 These experts are describing the people who truly determine whether an organization thrives or fails.

But what makes these star executives so effective? If we knew, we could identify these traits in others and, more important, develop them within ourselves. The problem is that nobody has accurately identified the fundamental characteristics that make someone a masterful conductor.

There have been literally hundreds of books and thousands of theorists that have tried to answer this question. At various times weve been told that the secret to management success is the ability to: lead, anticipate change, be entrepreneurial, break all the rules, communicate, be compassionate, compensate for ones weaknesses, foster diversity, express empathy, encourage teamwork, get everyone on the same page, introduce innovation, practice intrapreneurialism, manage logistics, hone marketing expertise, master the value chain, play to ones strengths, put employees first, put employees second (and the customer first), stick to ones knitting, develop subservient leadership, instill values, communicate a visionand thats just a partial list.

Its a mind-numbing inventory, yet it does nothing to illuminate the core drivers of success. As a result, these theories constitute a costly distraction from identifying what really causes leadership excellence. So, if we are to effectively populate our executive ranks with the right people or if we are to become one of them ourselves, we need to discover the essential components that make someone a star.

It turns out there are specific cognitive aptitudes that to a large extent determine whether an executive succeeds or fails. And it is these aptitudes that form the foundation of a new theory of intelligence. Not the type of intelligence that determines success in school, but rather the cognitive skills specific to the business environment. We call this new theory Executive Intelligence.

This book


	Introduces the cognitive abilities that top business performers have that make them different from the rest of us

	Critiques how experts have overlooked these critical abilities, flooding the market with methods and theories that are gravely inadequate when it comes to differentiating business talent

	Reveals how Executive Intelligence is measured

	Explains how Executive Intelligence can be taught



Relying upon extensive empirical research as well as exclusive interviews with some of the worlds most accomplished business leaders, this book will reveal a new, substantive understanding of the right stuffthat which actually differentiates star leaders from everyone else.







    

Where Things Went Wrong




In many ways this book is a condemnation of the world of management science, a world of which I am a part. Management science is a massive industry that is responsible for identifying the best leadership practices, but the field has become overrun by faddish and unproven ideas.

As we will see in this book, researchers have for too long been enamored with attributes, such as personality and style, that are only tangentially related to how well executives actually do their job. For example, while it may be nice for a leader to be very likable or charismatic, these qualities have nothing to do with their ability to get to the right answer. Getting to the truth of what is really going on is the primary responsibility of any manager, and the capacity to do so is largely determined by their level of intelligence. Therefore, assessing and cultivating this ability must be made a primary focus of leadership research.

Yet, in our hiring and training practices, we do not pay nearly enough attention to ensuring that we are getting smart people, though there is absolutely no doubt that intelligence is a key determinant of success. We can quibble about what precise percentage of performance it accounts for, but no one can seriously question that smartnessthe intellectual ability to do the jobis one of the primary determinants of whether someone succeeds or fails at managerial work.

In fact, even the crude application of IQ tests, which were not even designed to measure business intelligence, remain among the most accurate means of predicting managerial success.

Research has shown that administering a twelve-minute IQ test can predict job performance nearly as well as the best two-hour job interview;1 so obviously, IQ tests measure something important. This fact has been proven numerous times, with the most recent demonstration being presented in 2004, when two of the most respected researchers in assessment methodologies, Professors Frank Schmidt of the University of Iowa and John Hunter of Michigan State University, published a comprehensive study comparing the predictive power of IQ tests to that of other assessment methodologies. Combining the results of 515 independent studies involving over 100,000 employees, they declared that cognitive ability (IQ) tests predict occupational performance better than any other ability, trait, or disposition, and better than job experience.2

Cognitive ability tests have repeatedly been proven to be a highly effective means for predicting work performance in virtually any profession. Moreover, research has demonstrated that as the complexity of a job increases, so does the predictive validity of these tests. So for managerial positions, considered the most complex of all occupational groups, cognitive-ability measures have been shown to be among the most powerful predictors of success.3

Yet nobody has attempted to first determine what makes IQ tests so predictive and then to build upon that understanding as the basis for a theory of business intelligence. Of course, managers need other qualifications. There are thirty-year-olds who score in the genius range on intelligence measures, but it would be irresponsible to make one a CEO of a Fortune 500 company just on that basis. Nonetheless, we should never lose sight of the fact that executives do not lead companies with their hands; they lead them with their minds. So without possessing the requisite amount of cognitive ability for the workplace, a leader has little chance for success.

And yet we almost never measure how much intelligence someone has before we either hire or promote them. It is easy to understand why, since to date we have not had a form of cognitive-ability assessment that is acceptable to executives. Though IQ tests are powerfully predictive, these instruments have too many shortcomings to be used with a modern, managerial population.

For instance, it is hard to see the immediate relevance of the typical test question to workplace tasks. A question like Man is to ape as butterfly is to what? appears totally unrelated to any decision an executive actually confronts.

Further, many researchers have challenged the accuracy of these traditional intelligence measures by suggesting that the tests themselves are often so biased and flawedin terms of race, gender, or economic backgroundthat they do not accurately reflect the amount of intelligence that a particular person possesses.4

The reservations many hold about the validity of IQ testing for professional assessment have created a situation where IQ is almost never used as a screening tool for executives. Whats more, the unfavorable reputation of intelligence testing has inhibited leadership experts from trying to understand the lessons that can be learned from them. This has created a dilemma: businesses are demanding a means to identify and develop star leadership talent, yet they have been provided with no tools to ensure that individuals have the smarts required to excel.

But, instead of correcting the problems with intelligence testing we have gone completely in the other direction. We attempt to use gut feel, personal beliefs about leadership (she should be charismatic or likable), or emotional intelligence measures to identify the people, who, in Peter Druckers words, will be masterful conductors.5

The key to solving this problem is to bring the concept of intelligence back into the business arena in an acceptable form. That is what has given life to the notion of Executive Intelligence. Instead of crudely adapting tests that were originally designed to measure the academic potential of schoolchildren, I have sought to develop a new theory of intelligence that is appropriate for a business settingone that can yield an accurate measure of a managers relevant cognitive strengths or Achilles heels.

Executive Intelligence can provide a benchmark that allows a comparison of individuals on the business smarts that are essential for performance. Even more important, the theory makes specific the aptitudes that allow some managers to make the right move time and time again. Identifying and understanding those fundamental skills provides us with an opportunity to improve them in ourselves and others.









    
SECTION I:

WHAT IS EXECUTIVE INTELLIGENCEAN OVERVIEW






    

CHAPTER 1


Part One: Making the Invisible Visible




In todays workplace, an individual cannot become a star executive without possessing a unique type of business smarts that we call Executive Intelligence. Historically, business smarts has been a bit like the word indecency. As Supreme Court Justice Potter Stewart once said when asked to define the latter, I cant tell you what it is, but I know it when I see it.1 Still, we have all caught glimpses of this kind of intelligence, even in everyday situations, as the following example illustrates.

A truck was jammed underneath a highway overpass, and the fire department and a tow-truck driver were attempting to free the vehicle. But despite their earnest efforts, the truck remained stubbornly lodged. A motorist, annoyed by the delay, approached the fire chief and asked what the problem was. The bridge is not high enough, the chief responded impatiently, so the truck is wedged, and were having trouble getting it out.

The gentleman responded, It seems like the problem is that the truck is not low enough to get through. The fire chief laughed. Yes, I guess thats another way to say it. The motorist persisted, What I mean is, why dont you make the truck lower by letting the air out of the tires. Ten minutes later the truck was freed from the tunnel and traffic was moving again.

This kind of logic often appears to observers to be as clever as a magic tricka mysterious act with an impressive outcome. But just seeing the result does not get us any closer to understanding how the feat was accomplished. And if you do not know how the trick was performed, you cannot replicate it or teach it to others.

To create a useful understanding of the concept of business smarts, we need to pull back the curtain and show how the magic trick is done. Whats more, we need a consistent and reliable way to recognize and measure this kind of intelligence if we are to develop it in ourselves and also ensure that decision-making responsibilities are assigned to those best qualified to handle them.

So how do we define Executive Intelligence? In its simplest form, it is a distinct set of aptitudes that an individual must be able to demonstrate in three central contexts of work: the accomplishment of tasks, working with and through other people, and judging oneself and adapting ones behavior accordingly.

On the job, executives are constantly pursuing a variety of goals. They must decide which tasks to accomplish, in what order to do them, and how best to carry them out. They must find ways to meet their goals through the efforts of and cooperation with other people. And always they must actively evaluate themselves, identify their own errors, and make adjustments to correct them.

The more proficient an individual is in all three of these areas, the higher his or her level of Executive Intelligence. Obviously, Executive Intelligence does not consist of a single ability or isolated skill. Rather, it is a blend of critical aptitudes that guide an individuals decision-making process and behavioral path.

Executive Intelligence has its roots in what is commonly known as critical thinking, but it is not the same as the abstract-logic and reasoning skills often associated with that subject. Instead, it is an expanded and applied type of critical thinking; specifically it is how an individual skillfully uses the available information as a guide to thought and action.

This type of intelligence permeates every aspect of managerial work. A close analysis reveals a set of consistent, interrelated skills that form the very foundation of smart executive behavior. In a sense, the theory of Executive Intelligence pulls back the curtain and reveals the magic behind exceptional leadership performance.

We will go into greater detail about the components of the three areas of Executive Intelligencetasks, other people, and oneselflater in the book. But the following examples will give you an idea of the essential role Executive Intelligence plays in business.







    

Part Two: Executive Intelligence in Real LifeAccomplishing Tasks




Do you think most senior-level leaders demonstrate the Executive Intelligence required to make good decisions? Think again. When it comes to accomplishing tasks, the lack of Executive Intelligence is a pervasive problem in the most senior ranks of corporate America, and it is responsible for some of its most catastrophic business failures. Heres one real-life example:


In the 1980s General Motors was struggling with terrible labor relations. Strikes and the high costs of unionized labor were taking a terrible toll on GMs profitability. At the same time, U.S. manufacturers were losing market share to more efficient Japanese competitors. GMs CEO, Roger Smith, boldly decided to confront this problem head-on. Rather than submit to a long-term erosion of GMs competitive position, he decided to transform the way GM built cars. Smith believed that by making use of the latest robotic technology, he could replace much of the labor force throughout all of GMs plants. He thought this would allow him to address both his labor-relations and his plant-efficiency problems with one elegant solution.

By the end of the 1980s, however, GM had spent more than $45 billion on plant automationa sum that at the time would have been enough to purchase both Toyota and Nissanyet more market share had been lost and plant productivity had fallen every year following automation.2



How did this seemingly logical solution go so wrong? Roger Smith demonstrated a severe lack of Executive Intelligence in his analysis. First, he failed to consider that while labor is indeed expensive and often problematic, relying upon machines alone may not be less so. In Executive-Intelligence terms, he failed to question his underlying assumption: robots equal cheaper cars. Even a quick glance at readily available data would have revealed that machines require huge capital expenses and call for highly skilled support technicians. Second, he failed to anticipate the unintended consequences of his initiative: plant automation can severely limit flexibility and the ability to change product lines.

When Robert Lutz, a senior executive in the auto industry, later examined the issue, he determined that the best answer to GMs productivity problems would, in fact, have been a combination of man and machine that maximized the value-added of each.3

Now lets look at how another CEO confronted serious challenges to his companys long-term viability.


In 1996, when Keith Grossman was hired as Thoratec Corporations CEO, the medical-devices company was losing money and struggling to survive. Grossman was charged with helping the company to profitably produce and market their flagship product, a cardiac-assist device. What he quickly realized, however, was that even if he achieved this goal, Thoratecs business model was not sustainable.

As Grossman put it, The challenge was to turn Thoratec into an enduring company. It was clear that we could get to profitability, but in the context of our industry, we didnt have what it took to sustain.

Without a diversified and integrated product line, Grossman knew it was only a matter of time until Thoratecs market share eroded and its profits were eliminated. He saw only two possibilities for his companys survivalto acquire or be acquired. At the end of a two-year process to determine in which direction to go, a competitor, Thermo Cardiosystems, was identified as a desirable acquisition. There was just one problem. Thermo Cardiosystems was more than three times the size of Thoratec, and it had a rival product that was doing very well in the market. How, Grossman wondered, was he going to convince his competitor that an acquisition was in both parties best interest? Whats more, how was he going to convince Thermo Cardiosystems to accept Thoratecs stock, management team, and a minority position on Thoratecs board as terms of the deal?

Thermo Cardiosystemss initial attitude toward Thoratecs overtures was skeptical, if not incredulous. But Grossmans presentation to Thermo Cardiosystems board was unassailable in its logic. He pointed out the existence of large global companies that focus on much more than a single product. As Grossman said, In this market, there are big companies that dont just work on a single device, they focus on whole diseases. They are combining drugs and devices, and advertising directly to doctors and consumers. They are releasing third-and fourth-generation products. It becomes unrealistic to think that as a small company you are going to be able to just build your way into that market, compete with that, and remain relevant.

Faced with this logic, the Thermo Cardiosystems board began to recognize that they suffered from the same vulnerability as Thoratec, and that rather than seeing each other as competitors, they needed to recognize that the two companies could be much stronger as a single one. They were also very impressed with Grossmans exceptional clarity regarding the fundamental realities of their industry and how best to confront them. Thermo Cardiosystems agreed to the acquisition and Grossmans terms. Today Thoratec is a thriving, highly profitable company with a virtual monopoly in its medical niche.



What did Grossman do that was so impressive? First, he recognized the flaws in his industrys conventional wisdom. Start-up medical-device companies were always so focused on the challenge of taking their product from idea to market that they assumed that success in these areas would automatically result in a viable business. Grossman helped them understand that this underlying assumptionsuccessful product necessarily equals successful companywas not sound.

He also pointed out that this model created a very costly unintended consequence. Namely, it required the creation of an expensive infrastructure to produce and sell the product. Single-product companies suffered from severe cost handicaps, since they had to create the same infrastructure whether they sold a single device or a hundred different ones. Accordingly, they could never hope to compete with companies offering vast and integrated product lines.

As Grossman said so convincingly to the board:


This is the model of the future. Someone is going to do it; youre either going to be part of it, or youre going to compete with it. Someone is going to come along with a meaningful presence, a variety of options, and a lot of salespeople in the field. It might as well be us.



This kind of intelligence represents the cornerstone of effective leadership. Grossmans argument was neither propaganda nor brainwashing. And it certainly wasnt a threat. Instead his articulation of facts and conclusions was so sound in its logic that others willingly adopted them as their own.

Executive Intelligence is central to leadership performance because it helps executives articulate considerations that move others, in their own interest, to agree with a decision. It simply enables them to understand the rightness of a decision or action. This is an essential and effective means of persuasion because it does not deny anyones right to make up his or her mind.4 Assuming that you have put forward a sound argument, others will come to agree with you and thereby adopt your viewpoint as their own.

This method of guiding and persuading others is how executives skillfully turn thinking into action.

Executive Intelligence in Real LifeUnderstanding People

The second essential context in which executives must demonstrate intelligence involves working with other people. But instead of focusing on an individuals personality, likability, and manners, and calling that a form of intelligence, Executive Intelligence focuses on the specific cognitive skills that allow an individual to understand and navigate the complexities of interpersonal situations in an intelligent way. Lets look at a real-life example from the Boeing Company of a CEO fighting to restore his companys profitability, but lacking the Executive Intelligence to do so.


The story of Philip Murray Condits seven-year tenure as chairman and CEO of the Boeing Company is a tale of a manager promoted beyond his abilities. The skills that had made him a successful engineerbrilliant academic success and technical problem-solvingwere of less use in his leadership position. A severe lack of Executive Intelligence, particularly in the area of social awareness, caused him to be repeatedly blindsided by public scandals. Condit was ineffective and isolated as a CEO, unable to read the complex interpersonal politics surrounding him or to respond effectively. His lack of social perceptiveness blinded him to the ends justifies the means sales culture that was welling up around him, as senior members of his team became involved in highly questionable dealingspractices that a more aware CEO would have discovered and stopped early on. As a result, a company that had long been a paragon of American industrial excellence ensnared itself in one scandal after another under his watch.

For example, Boeings CFO Michael Sears negotiated to receive inflated prices from a Pentagon official, Darleen Druyun, in exchange for Druyuns future employment at Boeing.5 In 2004, Michael Sears pled guilty for his personal role in the scandal, and was sentenced to several months in federal prison.6 Further, in 2003, Boeing was banned from bidding on certain Air Force contracts because it improperly obtained and used competitors information to gain an advantage over rival bids.7

Boeing has said that there is no evidence linking Condit to the scandals. But insiders say there were repeated warning signals sent to Condit, which he either mishandled or chose to ignore.

Condit booked a huge amount of defense business by allowing his subordinates to play business close to the edge, said Loren Thompson, a defense analyst at the Lexington Institute in Arlington, Virginia. The effect on the bottom line was that in 2003 alone, Boeing took more than $1 billion in deal-related write-offs. And the scandals ultimately forced Condit to resign in November of 2003.8



How did Condit go so wrong? His failure to recognize how far some of his employees might be willing to go to procure contracts demonstrated a severe lack of Executive Intelligence regarding people. Specifically, he never understood that the underlying agendas of some of his executives could easily put them in direct and repeated conflict with ethical business practices. Condits decision to allow his people to police themselves, without clear oversight, demonstrated a lack of interpersonal awareness that cost Boeing enormously. Further, he never appropriately considered the probable effects of his actions. By failing to rein in his subordinates activities, despite warnings from some of his staff, Condit underestimated how short-term financial gains could be eclipsed by the massive costsin money and reputationthat these practices would incur.

Lets consider how another CEO confronted a complex interpersonal situation that threatened his companys ability to survive.


Van Johnson tells of a watershed moment in his tenure as CEO of Sutter Health, one of the nations leading health-care networks, providing services to more than one hundred different communities. One of Sutters largest payers, Blue Cross, was the source of many difficulties that threatened to bankrupt Sutters hospitals and physician groups. It was a crucial but delicate issue.

Virtually everyone at Sutter was having a problem with this particular payer. We werent getting paid, or we werent getting paid on time. And what we were getting paid was way below what everybody else in the market was getting.

Johnson was faced with a dilemma: take on Blue Cross in a battle that would risk having his hospitals and physician groups removed from Blue Crosss list of providers, or sit back and watch much of his network sink into bankruptcy. Unfortunately, other providers that had taken aggressive stances and gotten into protracted battles with insurers had not fared very well. In fact, for a number of them it had led to a total collapse of their health-care system. Johnson feared the same fate for Sutter.

However, everyone in Sutter was screaming for a fight. The staff saw Blue Cross as an evil and greedy corporation, bent on squeezing out profits even if it meant forcing community medical-care groups into insolvency.

But Johnson saw the situation differently. He recognized that taking the fight to Blue Cross was likely to erupt in a costly battle that would hurt everyone involved. He knew he had to find an alternative, and that the first step would be to better understand Blue Crosss perspective.

To that end, he called Dan Crowley, former CEO of Foundation Health, another insurance payer that Johnson had done business with in the past. Over lunch, he and Crowley discussed the situation from an insurers point of view.

Dan looked at things from the eyes of a health plan. The business for a health plan is very different from our business. Youd think they were similar, but their motivations are very different. He helped me understand how. I had to find someone outside my own business that understood it. He had been CEO of an insurer, and he knew their perspective.

Standing in Blue Crosss shoes helped Johnson see the problem in an entirely new light, and it opened up an alternative path to resolving the conflict. He studied Blue Crosss administrative systems and tried to understand the ways that the insurers procedures were failing to meet Sutters needs. But he also took a look at Sutters own systems, to see how they were contributing to Blue Crosss difficulties.

I really had to make sure I understood the case. Whats wrong with their billing process? Why does it take them so long to pay? What could I offer to Blue Cross that would assist them? I couldnt just go to them and say fix it without any specifics about how our two systems could work better together.

I then sat down with Ron Williams of Blue Cross, now with Aetna, and we were able to talk about the fundamental issues. But it wasnt about fighting with him, or saying Sutter isnt going to take this anymore. It was about trying to find common ground.

And thats where Ron Williams and I spent the most time. How were we [Sutter] making problems for Blue Cross and how were they making problems for us. Of course it [the discussion] was also about rates. But it had more to do with how do we deal with each other and could improve our processes together. It was a two-way deal. And frankly we [Sutter] had some problems that couldnt be changed overnight. We had to get some consolidation and business practices standardized that were causing a lot of our problems with Blue Cross.

By approaching the situation with a fuller understanding of Blue Crosss perspective, Johnson was able to take a much more constructive approach to the negotiations. Though, ultimately, Sutter and Blue Cross were at odds for approximately three months, the two parties were able to resolve their differences and create a much better long-term relationship.

You cant just assume someone out there is a bad guy. You create as many problems for them as they do for you. You better figure out what role you have in the problem, take responsibility for that, and offer to change, if you are going to turn around and expect them to change for you.

This approach established a different tone to our dialogue. It wasnt about egos or power struggles. It was about what was fair and bringing the
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