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Introduction

The winds along the west coast of Denmark are whipping up a froth on the fjord, spray shooting upward and dissipating in the cold afternoon air. Gray clouds fill the January sky. And although it isn’t even five P.M. yet, darkness is quickly setting in.

I’m sitting in the passenger seat of Peter Petersen’s Peugeot station wagon aboard a tiny ferry with enough room for only nine cars (as long as they’re small). We’re leaving Struer, where Petersen works as chief technical officer for the ultra-high-end consumer electronics maker Bang & Olufsen. In two minutes, we’ll have made the four-hundred-meter journey across Venø Bugt, or Venø Bay, to the tiny island of Venø, where Petersen and about two hundred other people live. It’s an isolated spot in an already remote region of Denmark, one of the key reasons Petersen likes it so much. As we make our way along the dark, narrow roads toward Petersen’s  home, his mobile phone rings. It’s a work call that cuts out almost as quickly as Petersen answers it. “There’s not much cell phone reception here,” Petersen says, smiling. “That’s one of the benefits of Venø.”

Bang & Olufsen has long been one of the most innovative technology companies, a place where the cutting-edge design of its pencil-thin speakers matches their impeccable sound. But clouds have been gathering. For decades, the electronics maker built a loyal following among folks wealthy enough to shell out $4,750 for its BeoSound 9000 compact disc player or $20,000 for its BeoVision 9 plasma screen television. Sales, though, began to tank in 2008 as the objets d’art that the company sells stopped selling. In the fiscal year that ended just a few months after my visit with Petersen, B&O lost nearly $100 million.

Bang & Olufsen BeoSound 9000 compact disc player.  (Photo by Jesper Jørgen. Courtesy of Bang & Olufsen)
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It would be easy to blame the drop on the economy. After all, sales of all sorts of luxury goods plunged as the global recession spread. And no doubt that played a role. But B&O’s problems run far deeper. The company had won over consumers for years with its gorgeous designs, so stunning that several, such as its 1969 Beogram 1200 record player and its 1989 Beocord VX 5000 videocassette recorder, are part of the Museum of Modern Art’s (MoMA) permanent collection. But as B&O learned all too painfully, design isn’t merely making something beautiful.

Back in 2003, the New York Times’ s wonderful “Consumed” columnist Rob Walker examined the birth of Apple’s iPod, explaining how it became more than just a nifty consumer electronics gadget, but a cultural phenomenon. “Most people make the mistake of thinking design is what it looks like,” Apple CEO Steve Jobs told Walker. “People think it’s this veneer—that the designers are handed this box and told, ‘Make it look good!’ That’s not what we think design is. It’s not just what it looks like and feels like. Design is how it works.”

For most of Bang & Olufsen’s life, which began in 1925, making high-quality audio and video devices look stunning was enough. Once consumers turned on their B&O television, radio, or stereo, they could forget about it and just watch or listen. The sound and picture quality were first-rate. Even when the devices were turned off, they spoke volumes  with their lustrous materials and considered craftsmanship. Company executives like to joke that B&O customers stare at their televisions even when they are off. For decades, that strategy allowed Bang & Olufsen to thrive.

Indeed, when I first met Petersen two years earlier, Bang & Olufsen was a model of success. The location of our meeting couldn’t have been any farther removed from Venø. We chatted in a luxury suite at the Venetian Hotel in Las Vegas during the Consumer Electronics Show, the annual gadget-fest that brings some 140,000 manufacturers, retailers, analysts, and journalists to Sin City. It’s a convention I’ve attended for the better part of a decade, working as a reporter writing about technology and design at BusinessWeek magazine. And just like the casino that night, Bang & Olufsen was brimming with success. Operating profits that year grew 22 percent.

During our conversation, Petersen described B&O’s design process, and it was unlike any I’d ever heard of. The company, he told me, doesn’t have a single designer on staff. Instead, it contracts with freelance designers in order to keep them entirely removed from corporate politics and bureaucracy. The company goes a step further, giving designers complete control, even allowing them to kill a product if it doesn’t meet their design objectives. “We don’t design for manufacturing,” Petersen told me that night in Las Vegas. “We manufacture for design.”

It struck me as an entirely novel approach to creating products. The company handed off designs to a few geniuses, who then worked their craft behind a black curtain. Those designers trusted their instincts, not marketing reports or finance dicta, to make products that turned customers into  loyal patrons. The high-end approach allowed the minnow that is B&O to survive in a sea of sharks with names like Sony, Samsung, Panasonic, and Philips.

But the ecosystem was changing, and B&O didn’t keep up. In 2002, B&O launched a portable music player, the $460 BeoSound 2, just a few months after the first iPod hit store shelves. It was breathtaking, a polished stainless-steel disk that fit in the palm of your hand. But it had one big problem: no screen. Back then, users downloaded songs onto a tiny flash card that could hold about fifty tunes, a small enough number that navigation was relatively easy. But B&O designers didn’t appreciate that the capacity of those cards would quickly grow to the point where they could hold thousands of songs. Use one of those cards and it became nearly impossible to navigate to that one song you really wanted to hear. (Interestingly, Apple managed to avoid the problem with its iPod shuffle by making the device just one in a family of products, targeted primarily at athletes willing to trade off navigation for size.)

A few years later, B&O debuted its Serene mobile phone, an eye-catching masterpiece that when opened resembled a bird in flight. The phone, which sold for $1,275, had a tiny motor in it that peeled the phone open for use. The keypad was a circle of digits, evoking a rotary dial. A work of beauty, except that the rotary keypad made texting—a mandatory feature in the digital age—a challenge. And forget about trying to type an e-mail.

As technology evolved, consumers demanded more control. Great design meant creating gadgets that allowed users to easily choose a song and play it on any device without  having to race to the user’s manual to figure out how. And that will continue to evolve to televisions, where users will want to start watching recorded programs on the set in the living room and finish watching in the bedroom. It requires manufacturers such as Bang & Olufsen to have the software expertise to make the tasks easy for consumers. “Today, quality has a different meaning,” says B&O’s director of design and concepts, Flemming Møller Pedersen. “We believed a little too long in the old values, in the old meaning of quality.”
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Bang & Olufsen Serene mobile phone. (Photo by Jesper Jørgen. Courtesy of Bang & Olufsen)

The world B&O clung to is the one created by Walter Gropius and the disciples of the Bauhaus movement in the first part of the twentieth century. As the world entered the machine age, Gropius launched the Bauhaus school to bring  design theory to the industrial process. It championed streamlined and utilitarian design in mass production, and fostered the concept that the form of an object should follow its function. And even though the school itself was pressured out of existence by the Nazis after just fourteen years, the movement, which spawned angular buildings designed by Ludwig Mies van der Rohe, minimalist chairs by Marcel Breuer, and sleek lamps by Marianne Brandt, has never waned. You still see its influence in stores such as IKEA, chairs from Herman Miller, and kitchen goods from Bodum.

But effective design in the twenty-first century goes well beyond creating an object that might one day go on display at MoMA. Design isn’t merely about making products aesthetically beautiful. Design today is about creating experiences that consumers crave. The look and feel of a product is table stakes—it can forge the beginning of an emotional bond with customers. The best products and services must deliver singular experiences unobtainable anywhere else. The smartest designs address needs consumers never knew they had. If you traveled back in time a few years, you’d be hard-pressed to find many consumers clamoring for a device that would let them make calls, play games, check the weather, read newspapers, and purchase auction items all on a gizmo that would fit in a pants pocket. But when Apple delivered the iPhone, it altered the dynamics of the mobile phone industry.

If there was ever a company to make the case that the best design is about creating great experiences, it’s Apple. Forests have been felled to publish the thousands of books, magazine articles, and newspaper clippings to chronicle the Cupertino, California, company’s success. Apple made cute computers  for an elite bunch for years, until it exploded onto the mainstream consumer consciousness with the iPod. The portable digital music player didn’t do anything that several other rival devices weren’t already doing. It just did it better. A lot better. Apple created a gorgeous device that seamlessly connected to a music store offering easy access to more tunes than any consumer could ever hope to hear.

Consumers took notice as far back as 1998, when Apple launched its candy-colored iMac G3 line of computers, even if few bought them. With the iPod, and the subsequent creation of the iPhone and its sleek line of MacBook laptop computers, Apple has become the poster child for design. Every company, every design consultant, every journalist holds Apple up as the model. Rather than racing to the bottom, cutting costs to eke out modest earnings while edging out competitors, Apple went in the other direction. It spent more money designing a series of gadgets consumers loved. And because they were smitten, those consumers were willing to pay a premium over the other somewhat similar gadgets on the store shelves nearby. Apple’s earnings soared. It became one of the most admired brands on the face of the earth.

No wonder, then, that so many companies want to follow in Apple’s footsteps. “I can’t tell you how many product briefs we get saying we want a product that’s as good or better than the iPhone,” says John Barratt. He’s the president and CEO of Teague, the Seattle design studio founded in 1926 by legendary designer Walter Dorwin Teague, who created Eastman Kodak’s Brownie cameras. Barratt’s clients include Boeing, Microsoft, and Samsung, among others.

When we chat over lunch at the café at the Seattle Art  Museum’s outdoor sculpture garden just a few blocks from Teague’s headquarters, Barratt, a Brit, is sporting the modern designer’s uniform: stylish silver glasses, black button-down shirt, black slacks, and a pair of black casual shoes. He rolls his eyes at the request to one-up the iPhone. “That’s a five-alarm brief for me,” Barratt continues. “Those folks just don’t get it. An iPhone is not a product. It’s a manifestation of a culture.”

It starts with Jobs and Apple’s senior vice president of industrial design, Jonathan Ive, two executives with an appreciation and understanding of design that goes well beyond what’s common in the corner offices of Corporate America. When the company developed the first iPod, the one that these days looks almost Jurassic, with its scroll wheel, a button in the center, and four more beneath its LCD screen, the pair started with an overriding goal—keep things simple for users. Other companies talk a good game about developing great user experiences. But then they let marketing staff add features that make products confusing. They allow engineers to alter designs in ways that make products complex. That’s not Apple’s approach.

Executives, analysts, and consultants have pored over Apple’s design strategy, deconstructing it and then reconstituting it to apply to their needs. They’ve come up with design matrices, flowcharts, and playbooks all intended to replicate Apple’s process and capture some of its success. But there are few companies that can actually succeed in mimicking Apple. Partly, that’s because of the culture that Barratt mentions. Then there are the vagaries of the consumer electronics market. There’s Apple’s competition, companies such as  Microsoft, which let Apple establish a beachhead in markets where it later tried to compete. And, of course, there’s Jobs and Ive.

As brilliant as Apple is, though, it’s not the only company that’s been able to ride great design to economic heights. And the others have taken entirely different paths from Apple’s. There’s a common thread: Doing consistently great design requires a commitment to it.

That’s a challenge for a lot of CEOs, many of whom rose through the ranks in corporate finance departments. They often view design as an additional cost, not an increase in value. What’s more, design isn’t something companies can benchmark. “There isn’t a McKinsey-type guy you can bring in,” says David Merkoski, executive creative director at frog design, another leading design firm, founded in 1969 by Hartmut Esslinger, who went on to codesign Apple’s “Snow White” computers in the 1980s. The company has since worked on everything from Hewlett-Packard’s TouchSmart touch-screen PCs to irons made by golf industry giant Titleist. Merkoski, with a thick mop of brown hair and matching mustache and beard, finds many executives unnerved by the guesswork of design. “Design is an argument,” Merkoski continues. “You can’t prove it. There are no metrics to it.”

That’s why executives frequently acknowledge the importance of using design to create great user experience but all too often deliver complex products and services that leave customers disinterested or even frustrated. Their companies often resort to improving existing products rather than creating entirely new ones. They can measure existing markets. They know which company has what share. But the design  breakthroughs are often huge leaps from existing products. Their creators take daring chances and challenge convention, something Merkoski calls “conceptual hallucination.” It’s the kind of language that unnerves numbers-driven executives. But companies need to take those sorts of informed risks if they are going to have a chance at achieving greatness. “All of us, before we got the Jesus phone”—what he and plenty of others call the iPhone—“didn’t know what was possible.”

It would be wrong to blame a lack of ingenuity on finance-bred executives alone. Designers themselves often speak in a language only they understand, rather than make it easy for the uninitiated to learn how they work. They use words such as empathy, authenticity, ideation, singularity, and  simplicity, words that outside the design-world echo chamber are broad to the point of meaninglessness.

Those parallel worlds are the ones I hope to bridge in this book. I’ll use some of those words, explaining the concepts, because they’re too important to dismiss. Too often, executives shy away from spending money on design because they don’t understand the benefits and they don’t trust the folks who can deliver it. And too often, designers do themselves no favors by staying in the vacuum of their own world, alienating outsiders when business, more than ever, needs them to make the experience of using products and services more enjoyable.

 

 

Let’s demystify design. First, it’s important to understand that design, at least the way I’m using the term, isn’t merely about style and form. Those are important. But design is  really about the way products and services come to life. The companies that build the most enduring relationships with customers often do so by creating an environment where design flourishes. They have leadership that embraces design, executives who trust their gut and their employees as much as they trust all the data they receive about their business. To really grasp design is to intuit what customers want, often before customers even know they want it. That’s not something you can learn in a focus group or an online survey.

It comes from truly understanding customers. The companies in this book often do this instinctively because, as you’ll read, they launched their businesses to fulfill their own unmet needs, companies such as Clif Bar, Ace Hotels, and Virgin Atlantic. They remain extreme users—the most demanding customers who can verbalize exactly what they want. But there are plenty of design-centric companies that are virtual anthropologists, who do deep ethnographic research on customers, companies such as Nike and LEGO. They observe the people who use their products, trying to figure out where the next breakthrough is even if those customers can’t quite envision it. Design may seem like a lofty discipline, but the companies in this book show that it succeeds only with real-world observation.

In a business world that increasingly rewards differentiation, consistently great design can’t be achieved through lip service. To succeed, companies need to rethink their innovation process and even their organizational structure. Designers need to participate in the earliest stages of product development, rather than get called in at the end to put a fancy gloss on a new product just before it goes to market.  They need to work hand in hand with engineers at the beginning of the process, and with marketers at the end.

You’ll also see that the most successful companies in this book are often led by CEOs who are willing to cede control, even ones who are willing to feel a bit out of control. It’s something that frog design’s chief creative officer, Mark Rolston, refers to as the “coarse process” of design. Often, it’s not pretty. You need to feel your way through the process, not aim at a predetermined end point. Mistakes get made. Decisions get revisited. But that’s really the only way to improve the product. “You don’t know exactly where you’re headed. You arrive at something,” Rolston says. You can’t throw good business practices out the window. But the best companies spend less time worrying about risk mitigation—avoiding cost overruns, blown timetables—than they do on figuring out how to embrace risk support.

And forget about design being important just to companies that make shiny objects. Smart companies are applying the lessons of great design to create products and services that will never grace the walls of MoMA. “Classically, we have design being about stuff,” says Tim Brown, who runs IDEO, the Palo Alto, California, design firm that’s at the forefront of a movement that uses the lessons of design to set a management strategy. “It used to be, ‘We have this technology, wrap it nicely.’ ” But Brown and his colleagues at IDEO realized that the approach designers use to create new products had wider applications. They helped pioneer the notion, dubbed Design Thinking, that design could revolutionize development of products and services, even in businesses where aesthetics aren’t particularly important.

IDEO uses anthropology, sociology, and psychology to help all sorts of companies learn how they can make experiences better for customers. It teaches companies how to create a process that is constantly learning about the people who use their products. These days, you’ll find IDEO working with the Transportation Security Administration to improve the experience of passing through airport security. And you’ll see the firm working with Sloan-Kettering Cancer Center to make its chemotherapy process—everything from waiting for doctors to administering drugs—easier. “For me, design is about answering so many questions other than what the form of the thing should be,” Brown says. “It’s about creating new choices, not just choosing from things that already exist.”

The companies you’ll read about in the subsequent pages aren’t the eight best companies at design. (That might be a very different list.) They are all companies that do design and often use Design Thinking really well. But my goal was to pick companies of different sizes, in different businesses, and in different locations. I selected old and young alike. Publicly traded and privately held. Design is something at which any company can succeed. And the companies that embrace the idea that design is about creating a great experience are the ones that will flourish in the twenty-first century.

A few years ago, Bang & Olufsen could have been one of these companies. And maybe it will rise again. Back in Petersen’s efficient Danish home on Venø, he’s talking about his real passion, blues music. We’re sitting on Petersen’s red suede sofa in a den framed from floor to wall to ceiling in the blond woods common throughout Denmark. Petersen gives his new toy, a BeoSound 5, a whirl. The company just  launched the product, a six-thousand-dollar digital audio jukebox, a few weeks before my visit. The centerpiece is a 10.4-inch LCD display with a meaty aluminum wheel on the right side to navigate through your music library. When you land on a song, the album art pops up on the screen.

Petersen turns the dial to zip through his tunes, stopping at John Lee Hooker, then Robert Cray and Robert Johnson, playing a sample of each. And he takes joy in introducing me to Danish blues bands. First it’s the Bayous, Danes with a Cajun twang. Then it’s Dan Klarskov & the Honeydrippers, and then Johnny Madsen, who sings “Langerhuse Blues,” an ode to his hometown, in Danish. The fit and finish of the BeoSound 5 is striking, but Petersen revels in sharing the details of his favorite music.

The company is trying to figure out how to please customers who want more than just a beautiful product. They want a great experience. The BeoSound 5 may not be the answer, but it’s a step in the right direction. “Bang & Olufsen still offers the chance to do the things I believe in. We go search for things like this,” Petersen says, as he flips through music on his BeoSound 5. “We are obliged to. That is the essence of Bang & Olufsen.” It’s a path that the smartest companies are traveling.
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PORSCHE

Incongruities abound. Thanksgiving is a week away, and Christmas just around the corner. I realize that Los Angeles, a place where I lived for nearly a decade, is always warmer than most of the United States. But today seems absurd. Oversize Christmas baubles and garlands decorate the streets of Beverly Hills. And I’m sweating as the thermometer tops 80 degrees. I decide my sport coat has to go.

I’m dressed up to attend press briefings in advance of the 2008 Los Angeles Auto Show. Foreign carmakers dominate the proceedings. BMW debuts its environmentally imaginative MINI E concept car, a vehicle it will lease over the coming months to five hundred Americans to test a new electric battery. Ferrari gives its drop-dead sexy California, a front-engine V-8 hardtop convertible, a U.S. premiere. And Nissan rolls out its perky Cube, a bit of a knockoff of the Scion xB perhaps, but a fun little SUV nonetheless.

Meanwhile, in a conference room at the U.S. Capitol, the wan, glum CEOs of the Big Three U.S. automakers beg senators to bail out their companies, victims of crushing cost structures, oppressive dealer agreements, and, perhaps most sadly of all, the very same executives’ inability to innovate. No place was that more evident than on the floor of the auto show, where the unimaginative offerings from those carmakers stood in stark contrast to the unbridled creativity of their international rivals.

Sport coat in the car, I make my way to Petree Hall, the cavernous showroom at the convention center that German luxury carmaker Porsche has all to itself. There’s little lack of creativity in this room. On the main stage are the new models Porsche chose to highlight at the show—sporty versions of its entry-level roadsters, the Boxster S and the Cayman S. They’re zippy little two-seaters that let you know the second you look at them that they’re Porsches. They both have the signature trapezoid-shaped hood, the big air intakes below the headlamps, and the superlow clearance from the ground, more common in race cars than street vehicles.

And what makes that so identifiably Porsche? The answer lies in the car that sits between the other two models. It’s the Gmünd Porsche 356-001, the very first car built with the Porsche nameplate. The 1948 creation of Ferry Porsche, who founded the company with his father Ferdinand, is a gray two-seater, squat like every Porsche since. It has the telltale curves over the wheels and around the fenders that anyone who’s lusted after a Porsche can identify instantly. It’s a car that looks like it would be a blast to take for a spin along the California coast. “It’s still clearly the inspiration for  all our cars,” says Klaus Berning, a member of Porsche’s six-person executive board and head of sales and marketing for the company, during the company’s press conference. While it’s hardly the Boxster or Cayman, it’s easy to see how those cars—built six decades later—share its heritage.
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Gmünd Porsche 356-001.

(© 2010 Porsche AG)

During the presentation, the company plays a video, shot some fifteen or twenty years earlier, of Ferry Porsche  discussing the fundamental traits that define his company. “Independence has always been the attitude at Porsche, to do not what is expected, but what we feel is right,” says the aging founder, who died in 1998. “It is said, I believe, that so many creations today are just like all the rest. This is why Porsche must remain small and independent. Without independence, without the freedom to try new ideas, the world will not move ahead, but live in fear of its own potential.” And that’s why, Porsche goes on, his company will never vet its ideas with the masses and let smaller minds crush its ingenuity. “Committees lead to creations that have no soul, no clear identity,” Porsche says. “This is why no Porsche will ever be created by a committee, but by a handful of people inside these walls who know what a Porsche is.”

It’s almost eerie hearing Ferry Porsche’s design maxims from the grave. These days, plenty of executives see design as the new black in management strategy. Those who get it talk about giving designers the freedom to make mistakes and bemoan the problem of “focus-grouping an idea to death” as though they were the first to think of it. And here’s a gray, slow-speaking Porsche
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