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Stable core, disruptive edge

1.

When, ten years into my career, I made the move from being an engineer and manager at the TI Group to being a researcher and teacher at the University of Oxford, I was immediately struck by how fundamentally different the mindsets of the two organisations were. At TI it was all about the short term: hitting daily sales targets, achieving monthly budgets. At Oxford it was about the long term: conducting research over several years, working on ideas that might bear fruit only many years later, and preparing students for the future. While I was at TI, the short-term approach seemed to make sense. After all, I reasoned, if you don’t survive the short term, you won’t make it to the long term. But my Oxford experience started to make me doubt the wisdom of this view. Over time I came to realise that, if applied as a driving principle, the short term can actually destroy the long term: attention is diverted from the important to the immediately visible, sales get brought forward, investment gets cut – all in the name of hitting a particular target. The short term may be necessary, I concluded, but it’s no guarantee of ultimate survival and may indeed conspire against it. TI’s fate rather proved the truth of my insight: it failed and was bought by the Smiths Group.

A decade later, in 2012, I found myself working with UK Sport, the funding body for the British Olympic teams, who had recently enjoyed their best performance ever at a summer Games (they finished third with sixty-five medals) and were seeking to build on this success. On learning that they had looked at various arts organisations for inspiration, I contacted the Royal Academy of Music, the Royal College of Art and the Royal Shakespeare Company and discovered that they too had the long-term view of success that I had encountered at Oxford. Like Oxford, they had been around for a long time. Intrigued, I started – in tandem with four other researchers – to look at other organisations with long pedigrees, from educational establishments such as the University of Cambridge (founded in 1209) and Eton College (1440) to sports organisations that ranged from New Zealand’s All Blacks (1884) to the Lawn Tennis Association (1888), and from such manufacturers as Morgan cars (1909) and Rolls-Royce engines (1904) to Moorfields Eye Hospital (1805), the Royal Marines (1664) and the BBC (1922).

I soon discovered that all these organisations – which I came to refer to as ‘the Centennials’ – shared the same mindset: they set themselves ambitious long-term goals and refuse to be deflected by short-term gains in their pursuit of them. Their philosophy was that, while it was necessary to keep a constant eye on the ground immediately in front of them, their focus should always be on the horizon.

2.

There was an analogy here, I thought, with the discovery of the atom. First posited by the Greek philosopher Democritus back in the fifth century BCE, it became a key focus of the work of a series of outstanding scientists who shared the single goal of unravelling its secrets.1 The English chemist John Dalton laid the foundations of modern atomic theory in 1808, with his method for calculating the weight of different atoms and his embryonic periodic table.2 A fellow chemist, Michael Faraday, then accidentally discovered that atoms were not the smallest particles, though it took the work of the English physicist John Thomson sixty years later to narrow in on what would later be called electrons.3 At the end of the century Marie and Pierre Curie, along with Henri Becquerel, refined the picture further with their discovery of radioactivity.4 Their former student Ernest Rutherford, who had also worked with John Thomson and was now working with the German physicist Hans Geiger, then made the breakthrough discovery after years of toil that there was a strong positive charge in the centre of the atom (later to be called the nucleus) and created the model of the atom that we recognise today.5 All these scientists, in other words, were united by a common aim, they each devoted years of their lives to fostering it, and their communal work on it ultimately stretched across the centuries.

The analogy with the Centennials goes a little further. Rutherford discovered that atoms exist in different states. If they’re too large or too small, they will be volatile and will either latch on to other atoms or become radioactive and start to decay. The ‘classic atom’ of Rutherford’s model has, by contrast, a stable nucleus at its centre, and electrons that move around it, just as the planets orbit the Sun. Part of it, in other words, is unchanging; part of it is constantly on the move.

So, I have discovered, it is with the Centennials. The people who work with and for them are constantly on the move, coming up with fresh discoveries, swapping ideas. They are the electrons of the organisation. But at the heart of each Centennial is a stable nucleus of values developed over time and passed by one long-serving generation to the next; of goals that are constant and unwavering; and of a culture that values the past just as it looks to the future. If change becomes necessary, this nucleus embraces it, but it does so carefully and slowly.

In short, the Centennials have both a stable core and a disruptive edge, and they preserve a careful balance between the two. In the neat formulation of Paul Thompson, the vice-chancellor of the Royal College of Art, they’re ‘radically traditional’.6 Out of this balance emerges the energy that propels them forward and a stability that ensures that no one loses sight of what each Centennial is there to achieve or forgets what has led to success in the past.

It’s a balance that is sadly lacking among many non-Centennial enterprises today. An obsession with the here and now, with short-term results, and with immediate shareholder value has come to dominate strategic thinking to the exclusion of almost everything else. This obsession has exacted a price. Essentially, as companies have become more short-term, so their life expectancy has fallen. When the Standard & Poor’s index was set up in 1957 to track the financial performance of the 500 most valuable companies in the US (the S&P 500), the lives of most organisations were measured in decades. Since the 1980s, when shareholder value became the dominant mantra, their expectation of survival has fallen fivefold to the point where the average life of an S&P company is now only fifteen years.

Some argue that shorter business life cycles are all to the good. When a company that has fallen from favour dies, the argument goes, its resources are freed up for more effective exploitation by another concern. The problem with this point of view is that it neglects the friction and wastage that corporate death involves.7 It also fails to recognise that the long-term success of any economy or society relies on the stability of its core organisations and institutions, and that if everyone is solely focused on the here and now then the long-term questions and challenges that societies face – such as climate change, poverty, immigration, health and education – are less likely to be addressed.8 If everything is constantly booming and busting then nothing will last and, eventually, everything will collapse.

3.

Over the years, various studies have sought to pinpoint what creates long-term success. Some, such as In Search of Excellence (1982), Built to Last (1994) and Good to Great (2001), have done so by analysing what successful companies do and extracting from the analysis general truths that can be widely applied.9 In Search of Excellence argued that we should ‘stick to our knitting’. Built to Last warned of the dangers of focusing too much on profit. Good to Great promoted the notion of the Level 5 leader. Other studies – such as The Four Principles of Enduring Success (2007) and Three Rules for Making a Company Truly Great (2013) – have crunched vast quantities of data about a wide range of organisations to extract general truths.10

Both methodologies have had their share of critics. Those who have reservations about the In Search of Excellence school argue that the subsequent decline of many of the companies held up as exemplars (Hewlett-Packard, Kodak, Motorola and so on) shows how difficult it is to embody these qualities and retain performance in these areas.11 Those who criticise the Four Principles and Three Rules schools argue that the business truths they promote (for example, the Four Principles’ ‘exploit before you explore’ and the Three Rules’ ‘get better before you get cheaper’) are too generic and vague to have real practical application. As one CEO said to me: ‘We all want to get better, before we get cheaper, but how do you do that? And we all want to exploit before we explore, but what does that really mean? How should we do it? And when should we switch?’

It’s perhaps because case studies based on companies have proved problematic that some people who have studied the conundrum of business longevity have turned away from businesses altogether and looked to see what we can learn from success in other fields. Moneyball (2003), Outliers (2008) and Rebel Ideas (2019) are just three examples of books that look at such spheres of activity as the arts, education, science and sports for inspiration.12 But this approach, too, has its problems. It tends to be more anecdotal than analytical. It doesn’t offer comparative analysis. It’s therefore sometimes difficult to know whether the success described was a one-off phenomenon, or a process that can be replicated elsewhere.

In this book, I’ve sought to take account of the undoubted strengths of each approach, while offering what I hope is a fresh perspective through my focus on seven of the Centennials I have studied over the years; organisations that have each been in existence (if not now precisely in their original form) for more than 100 years and that have regularly outperformed their peers over that time.13


Eton College (founded in 1440), which has educated many of Britain’s leading figures, including, over the past 300 years, twenty prime ministers.

The Royal Academy of Music (1822), which has produced some of Britain’s finest musicians.

The Royal College of Art (1837), responsible for producing world-class artists and designers.

The Royal Shakespeare Company (1879), arguably the world’s pre-eminent theatre organisation.

British Cycling (1896), which has won fifty medals at the last four Olympic Games.

The All Blacks (1884), arguably the most successful sports team of all time.

Nasa (1915), which has dominated space exploration since the 1960s.



I and my fellow researchers studied each Centennial in minute detail. Where possible, we spent a year with each one to experience from the inside how it functioned. We then formulated a set of general principles that all seven collectively appeared to embody. After that, we spent five years sharing these principles with dozens of organisations and thousands of people across the world, inviting them to test them, critique them and retest them. And we looked for additional insights to a vast range of organisations, both successful and unsuccessful, whose stories helped clarify our thinking.

Some readers might object that the Centennials don’t face the immediate challenges that their own organisations do. The Centennials don’t have shareholders to keep happy. They are not required to hit profit targets as small businesses and FTSE 100 giants alike have to do. To that extent, such readers might think, the strategies and skills they have developed may be interesting to read about, but are not applicable in a conventional business setting. These objections, however, ignore the underlying goals that all organisations have to achieve if they are to survive. The Royal Academy of Music would not have flourished for 200 years if it was not economically viable or if it failed to win new ‘customers’ in the form of students. The Royal Shakespeare Company similarly would have collapsed if its finances were unsound or it failed to connect with consumers. Nasa may be funded via the US federal budget, but such funding would not be forthcoming if it didn’t meet targets and deliver technological breakthroughs.

The Centennials, in other words, have much to teach all of us.




Part 1



STABLE CORE




Purpose




HABIT 1

Build Your North Star
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In it for a long time, not a good time

1.

Saturday, 25 July 1981. Waikato, New Zealand. The South African rugby team were preparing for their second match on their tour of New Zealand. The stakes were high. ‘It was a big game,’ Pat Bennett, the Waikato captain, recalls. ‘And the first time a New Zealand rugby match had been broadcast live, around the world. So we knew we had to win.’1

Meanwhile, a 300-strong group of protesters, deeply unhappy that a New Zealand team was preparing to take on a team from apartheid South Africa, had gathered outside the stadium in Hamilton. As the match started, they proceeded to kick down a fence and invade the pitch. The crowd hurled bottles at them. The police tried to remove them. But, with arms linked, they stood their ground. ‘The whole world’s watching! The whole world’s watching!’ they chanted. Concerned that more protesters were on their way, the police ultimately decided to cancel the match.2

Over the next few weeks, further protests against the South African tour took place. Each scheduled match was disrupted. Demonstrators gathered in front of government buildings and blocked roads. ‘It was the biggest uprising in New Zealand’s history,’ John Minto, one of the protesters, remembers. ‘A watershed moment when the country stood up for what it believed, and took their place on the world stage. I can remember my dad arguing with my mum at the time, saying, “I don’t understand what all the fuss is about, it’s only a game.” And my mum saying, “No, it’s not. It’s our national sport. It represents us – our values, and our beliefs. And I don’t believe apartheid’s right!”’3


As arguments flew back and forth and the debate raged, the New Zealand national side – the All Blacks – listened attentively. At the end of the tour, even though only 5 per cent of the population had protested, and even though rugby fans had not been among the demonstrators, the team took the decision not to play South Africa again until the apartheid regime had been dismantled. The ban lasted eleven years. In 1995, the newly elected president of South Africa, Nelson Mandela, visited New Zealand and offered his thanks for the stance people had taken. ‘You elected to brave the batons,’ he told them, ‘and pronounce that New Zealand could not be free when other human beings were being subjected to a legalised and cruel system of racial domination.’4 When they stopped that match at Hamilton, he said, ‘we cheered and rattled the prison doors in celebration. It was like the dawn of a new era as the sun came out.’

The people of New Zealand have enjoyed an extraordinary relationship with rugby – and have used it to represent their society, its values and beliefs on the world stage – ever since the national team’s second international tour, in 1905. Then, as New Zealand prepared for ‘Dominion status’ within the British empire, the country’s prime minister asked the All Blacks to make it one of their goals to promote New Zealand values and trading links abroad.5 Arguably, the link between country and game goes back well before that. Before the first European settlers arrived in 1642, the indigenous Māori people were playing a rugby-like game called ki-o-rahi. When the first New Zealand team toured Britain in 1888, twenty-one of their twenty-six players were Māori.6 Women became part of the national rugby story in 1915 (though the first official women’s league was not established until 1980). It truly is a national sport.

Many have detected a direct link between the ‘national character’ and success at the national game. ‘Imagine in the 1800s,’ Richie McCaw, the former All Blacks captain, says, ‘getting on a boat not knowing where you are going … and [having to make] your own way. That’s going to make you pretty tough, and I guess, if you have that sort of outlook it’s going to get passed down through the generations.’7 The journalist Peter Bills talks of ‘an unwillingness to accept defeat’, an ability to ‘dig deep and stay calm in adversity’, a talent for ‘making coherent decisions while all around you is chaos’ that he believes characterises the average New Zealander and argues how these qualities lead the individual to sacrifice ‘personal concerns or causes to the mantra of helping your mates’.8 Then there’s the traditional Māori haka that is performed before each match that further fosters a sense of teamship and a desire to achieve.9 It’s no wonder that not only have the national side been astonishingly successful over the past century and more, winning 77 per cent of their 620 games and scoring twice as many points as their opponents, but that more and more New Zealanders have taken up the sport.10 It’s an expression of who they are, and what they want to become.

Which is why the decision taken by the national side in 1981 after the apartheid demonstrations seems in hindsight the obvious one for them to have taken. As upholders and ambassadors of New Zealand’s values, the All Blacks felt they had to take a stand. They didn’t see themselves simply as a sports team or even as the national sports team. They viewed themselves as part of the society from which they were drawn, and they accepted the obligations that go with that world view.

2.

For most businesses, turnover and profit are everything. Centennials don’t think this way. They look at the whole of society, and every possibility, and ask themselves: How can we shape how society thinks, and behaves, not only today, but for the next twenty to thirty years? How can we ensure that the next generation of money and talent, and the one after that, will want to work with us? As Catherine Mallyon, the executive director of the Royal Shakespeare Company, put it to me: ‘If you don’t positively shape society then, at some point, it will stop supporting you. And, at some point, it will stop wanting to work with you. And then suddenly, before you know it, all your money and talent will start to go elsewhere.’11

This mindset explains why, for organisations that have stood the test of time, there is always a higher purpose that guides everything else. The All Blacks, for example, want to win matches, but their higher purpose is to raise New Zealand’s national profile. British Cycling wants to create world-beating competitors but its higher purpose is to improve the UK’s health. Nasa launches space missions, but its ambition is to increase our understanding of the universe and our place within it. The Royal College of Art’s ultimate goal is to transform the world through art and design.12 A long-term philosophy underpins them all.

This may all sound very idealistic, but there’s a strongly practical rationale for it. All these organisations know that if they don’t have a super goal that involves positively shaping the society of the future, at some point all the money and talent will go elsewhere. It’s a mindset resisted by most conventional businesses, and by all that focus purely on the short term because, on the surface, it appears to ignore everyday realities. As one CEO put it to me: ‘It’s easy to shape society if you’re a public company, serving public needs. But we’re a business, not a charity, and our world is much more competitive than theirs. We’ve got competitors who are after our people and our customers, and investors who want us to make a profit today not tomorrow, so we don’t have the luxury of time, and we can’t look twenty years ahead, as we have problems we have to fix today.’ The problem with that world view, though, is that it carries no guarantee for survival beyond today.

The short-termism of contemporary businesses has often been commented on, as is the fact that most enterprises are very short-lived.13 While, for example, the 500 largest companies in the US – the S&P 500 – may collectively have increased their market value fivefold over the past forty years, their average lifespan is – at fifteen years – five times shorter than that of their predecessors.14 The popular assumption is that this reflects the volatile nature and fierce competitiveness of the current commercial environment. However, it’s interesting to note that not all organisations follow this short-lived pattern, and that there are still a number on the index, such as Colgate, Con Edison, Corning, Hartford, Levi Strauss, Kellogg’s, Nordstrom and State Street, whose roots go back a century or more. These vigorous survivors cover very different markets: from dental care to energy, insurance to clothing, fibre optics to food, retail to financial services. What they have in common, though, is a guiding purpose – a north star – that has helped carry them through the last 100 years and more.

Colgate wants to help ‘create a healthier future for people and their pets’; Con Edison aspires to help ‘develop a cleaner and more resilient society’; Levi Strauss sets out to make ‘better clothes that can be worn for longer’; Kellogg’s seeks to help ‘feed and nurture the world’.15 All have set up additional enterprises that serve to further their ambition. Colgate, for example, has funded Colgate University in New York since 1890, the Colgate Women’s Games since 1975, and the Starlight Children’s Foundation since 1990. The Levi Strauss Foundation, founded in 1952, invests more than $10 million each year in environmental and social projects that help it achieve its long-term purpose of ‘better clothes that can be worn for longer’ – such as its ‘water reduction’ and ‘better cotton’ initiatives, and its ongoing education and health programmes in its own and its suppliers’ factories.

‘It’s an important pillar for us as a company,’ Chip Bergh, the Levi Strauss CEO, explains. ‘It’s an important pillar from an innovation standpoint, but it also goes all the way back to our values as a company. This company’s been around for 162 years, going back to our founder, Levi Strauss; the man, the myth, the legend himself. We invented blue jeans about 142 years ago. He was an entrepreneur – I like to think about us as the original Silicon Valley start-up. He, from the very beginning, was very big into giving back and making sure that the company always operated with principle and doing the right thing. As a result of that, sustainability in the broadest definition of the word – not just environmental sustainability, but social sustainability and everything else – is part of the fabric of this company … The company, every year, funds [the Levi Strauss] foundation with a percentage of the profits that we make … The more successful we are as a company, the more earnings or profits we deliver, the more we’re able to give to the Levi Strauss Foundation, and then give back to the communities. It is a big part of who we are as a company … It’s something that we’re really proud of. It is part of our ethos. It is helpful in attracting and retaining talent, there’s no question about it. Especially today where young people are looking for companies that align with their personal values. That’s just the kind of company we are. We didn’t change it to attract Millennials; that’s who we’ve been since the inception of this company.’16

Equally, the W. K. Kellogg Foundation, founded in 1930, invests more than $100 million each year in education and health programmes, such as its dentist, doctor and nurse fellowships, agriculture research, and its ongoing support of various schools and universities around the world as it seeks to develop future scientists and leaders who will help ‘feed and nurture the world’ (the foundation is, for example, one of the largest donors to California State, Michigan State and Northwestern universities in the US, and Kellogg College at Oxford University in the UK). ‘Our central theme is action,’ Russell Mawby, the foundation’s CEO for more than twenty-five years, explains, ‘taking the best of what’s known from various disciplines … to tackle significant societal concerns.’17 And because the foundation is also the largest shareholder of the Kellogg Company, and owns 35 per cent of its shares, it can also help govern and guide its actions. Equally, Con Edison’s and State Street’s foundations offer grants of more than $10 million each year to other organisations who can help them achieve their cause – to ‘develop a cleaner and more resilient society’ and ‘create better outcomes for the world’s investors and the people they serve’ – and they also encourage staff to work on volunteer programmes and serve on the boards of charitable organisations.18

In the short term all these businesses might have been better off using the funds they diverted to social projects to hit profit targets. In the longer term, the sacrifice of their super goal this would have entailed would have involved an internal cultural shift that would have undermined and, possibly, destroyed them. There’s a degree of trade-off here. Most of the companies on the index that are more than 100 years old achieve annual sales of less than $10 billion and make a profit of between 5 and 15 per cent each year. They are, on average, 10 per cent smaller and 20 per cent less profitable than the 200 companies on the index that are less than fifty years old. To that extent, they don’t tend to enjoy the booms the younger companies experience.19 But then they don’t suffer the busts either and the appalling waste those busts entail. Dominic Barton, a researcher at McKinsey Global Institute who has analysed the long-term financial performance of 615 publicly traded US companies from 2001 to 2016, acknowledges that it’s difficult to measure precisely what the cost of short-termism is. But when it comes to assessing the benefits of a longer-term perspective, he concludes: ‘If all public US companies had created jobs at the scale of the long-term-focused organisations in our sample, the country would have generated at least 5 million more jobs from 2001 and 2015 – and an additional $1 trillion in GDP growth (equivalent to an average of 0.8 percentage points of GDP growth per year).’20

3.

Sony’s mixed fortunes over the years offers a casebook example of the benefits that accrue from having a higher purpose and the dangers of losing sight of it. Back in 1946 its founders, the Japanese engineers Masaru Ibuka and Akio Morita, had a bold ambition.21 Japan had just emerged from defeat in the Second World War and, as Morita recalled later: ‘Suddenly our world was very different.’ ‘The Emperor,’ he went on, ‘who until now had never spoken directly to his people, told us the immediate future would be grim. He said that we could “pave the way for a grand peace for all generations to come”, but we had to do it “by enduring the unendurable and suffering what is insufferable”. He urged Japan to look ahead. “Unite your total strength to be devoted to the construction of the future,” he said. And he challenged the nation to “keep pace with the progress of the world”. I knew my duty was to go back to my station and do what would be required of me.’22 When Morita and Ibuka opened their first factory – in a burnt-out Tokyo suburb – they announced to their workers: ‘Today, our company has made its first start, and, with superior technology, and a spirit of unity, we will grow. And, as we do, we will contribute to Japanese society, and help restore its rightful place in the world.’

Their choice of company name – Sony – was a carefully calculated one. By giving a Japanese twist to the English word ‘sound’, they sought to demonstrate their ambition to sell Japanese products all round the world. They simultaneously expressed a determination to restore a sense of national pride. And they also sought to make their staff part of their ambition. ‘The emphasis on people must be genuine and sometimes very bold and daring,’ Morita explained, ‘and it can even be quite risky. But in the long run – and I emphasise this – no matter how good or successful you are or how clever or crafty, your business and its future are in the hands of the people you hire. To put it a bit more dramatically, the fate of your business is actually in the hands of the youngest recruit on the staff.’ ‘We did not draft you,’ he told new employees when they started. ‘This is not the army, so that means you have voluntarily chosen Sony. This is your responsibility, and normally if you join this company we expect you to stay for the next twenty or thirty years.’23

Each night the founders would eat dinner with a different group of people from across the company to discover what ideas they had, and how they thought they could change the world. They also moved people between jobs, every two to three years, to give them new things to do and provide new challenges. And, every few years, they came up with a new product that changed people’s experience of the world, whether it was the TR-63 radio in the 1950s, the Trinitron TV in the 1960s, the Walkman in the 1970s and the CDP-101 compact disc player in the 1980s. With the success of each new product, Japan’s pride received a boost. It became a forward-looking, cutting-edge society. And its economy grew thirtyfold, leapfrogging from being the ninth to the second largest economy in the world – just behind America.24

But then, in 1995, the two Sony founders stepped down and the company’s vision and ambition changed. Under its new leader, Nobuyuki Idei – an economist rather than an engineer – the focus moved from innovation and a desire to enhance people’s lives to an obsession with maximising revenue and minimising costs. At first the strategy seemed to work. Over a three-year period, as 30,000 people were let go (a sixth of the workforce), revenues grew by a quarter and profits increased sixfold. But then decline set in. ‘The problem was’, the journalist Brent Schlender explained, ‘that most of its growth had come from selling its old products into new markets – particularly Europe. But there had been very little innovation in its core markets. So it struggled to compete with Apple’s iPods and Samsung’s flatscreen TVs when they came out.’25

As sales continued to fall, Idei stepped down and an American, Howard Stringer, took his place. He cut another 10,000 jobs and focused on selling Sony’s existing products into new markets in Asia. Again, there was a short-term gain: sales bounded back by a quarter and profits rose to more than $3 billion – the highest they’d ever been. But it was only temporary. On 14 May 2009, Sony announced the largest loss in its sixty-year history. It proceeded to lose another $8 billion over the next four years. The company had lost its sense of purpose, and the lack of innovation that came as a result of this soon took its toll.

4.

The relentless pursuit of short-term profit at the expense of a wider vision is baked into the DNA of the vast majority of present-day organisations. But that hasn’t always been the case. Throughout the eighteenth, nineteenth and much of the twentieth centuries, successful companies had a very different philosophy, based on the establishment of long-term family enterprises. In his account of the economic history of New England, Peter Temin describes how families would borrow money from the bank only as was necessary to ensure their company’s survival from one generation to the next. Most of the people who worked for that company would have a job there for the next forty or fifty years.26 The one significant economic development in this period was the rise of a stock market that could supply extra capital to help launch or expand an enterprise – an innovation with roots in medieval Venice and beyond, now built on by such families as the Dukes, du Ponts, Fords and Rockefellers.27 The stock market proved volatile, crashing spectacularly at times – most notoriously in 1929 – but most individual businesses survived and kept going.

Then the Nasdaq appeared in the early 1970s and suddenly everything changed. For the first time in history company shares could be traded electronically. Short-term opportunism became that much easier. Speculation became more attractive. The number of stockbrokers rose exponentially, as did the number of people who held shares. By the early 1990s a fifth of the US population were shareholders and more than 100 million shares were being traded each day on the US stock exchanges. The average tenure of a share fell to less than two years (by 2020 it was less than six months).28

With the rise of share dealing came the notion of shareholder value. First mooted in the 1950s, it started to become a mantra in the 1970s, in part thanks to the advocacy of the economist Milton Friedman, who argued that ‘the social responsibility of business is to increase its profits – and nothing else’.29 At one level, it was very successful. Over the following thirty years, as companies focused increasingly on making money to keep their shareholders happy, their market value increased fourteenfold.

Simultaneously, however, their average life expectancy fell by half.30 As the story of Sony illustrates, there is a price to be paid for pursuing sales and profit at the expense of everything else. In the short term, maximising revenue may pay off. It will certainly keep shareholders happy. In the medium to long term, however, the strategies required to achieve this – cutting costs, selling old products into new markets – stifle innovation and build in looming obsolescence. In fact, there seems to be a rule that the faster a company grows, the quicker it can lose control of its destiny. Consider the long list of companies that enjoyed their best trading years shortly before going under. BlackBerry, General Motors, Hewlett-Packard and Lucent all reported their highest sales and profits ever two years before they collapsed. In the case of Nokia it was three years, for Motorola it was four years, for Chrysler five years and Texaco six years before they got into trouble. The list goes on. Their short-term success before their ultimate collapse shows that it wasn’t market conditions that brought them down. It was the decisions that they took.

5.

With that in mind, it’s interesting to consider the story of another Sony-type company: Apple. There are so many parallels between the two. Apple, like Sony, was started by people obsessed with the technological potential of what the company could do. Masaru Ibuka and Akio Morita were engineers. Apple’s founding fathers in 1976 – Steve Jobs, Steve Wozniak and Ronald Wayne – were friends who all loved technology, and who had previously worked together at Atari and Hewlett-Packard. Ibuka and Morita wanted to build a new future and transform Japan’s standing in the world. Jobs, Wozniak and Wayne wanted to democratise computing – or, as Jobs put it: ‘We wanted to make a simple computer that everyone could use.’31

Sony innovated continuously throughout its early years. Apple created a new personal computer market, bringing out the Apple I in 1976 and then the Apple II in 1977. Sony stopped innovating and summoned the money men. Apple hit a five-year spell when effectively all they were doing was manufacturing tweaked versions of existing products, and then as their market share fell fourfold, to less than 6 per cent, employed a money man, John Sculley, to turn things round. Sony faltered. Apple hit bad times.32

‘At the time,’ as the journalist Owen Linzmayer explains, ‘Sculley was working at Pepsi and had become famous for inventing the Pepsi Challenge – where people were asked to taste a glass of Coca-Cola and Pepsi on TV, and say which one they preferred which, of course, was always Pepsi!’33 ‘Do you want to sell sugared water for the rest of your life?’ Jobs asked him. ‘Or do you want to come with me and change the world?’ ‘I want to change the world!’ Sculley replied. But that wasn’t really Sculley’s ambition. He wanted to focus on money. He took a pay rise to join Apple and within three years was the highest paid CEO in Silicon Valley. He kicked Jobs out over a fundamental difference of opinion over future strategy. ‘Jobs thought they should kill off their old products and focus on the Macintosh to move forward,’ Walter Isaacson, who wrote Jobs’ biography, explained. ‘But Sculley thought they should try to make as much money as they could from what they already had.’34 As with the new brooms at Sony, Sculley started looking for ways to cut costs and achieved success accordingly (sales increased fourfold and profits eightfold over the next eight years). His successor in 1993, Michael Spindler, continued his approach and saw sales grow another 50 per cent over a three-year period. But then, as at Sony, the inevitable decline occurred, and, as at Sony, it happened very quickly indeed. Sales suddenly dropped by a third between 1995 and 1997 and the company lost nearly $2 billion. As Apple desperately flailed around to save itself, it bought NeXT, the company that Jobs had set up after he had been fired, and then rehired Jobs himself.

The myth has grown up that Jobs’ return to Apple signalled an immediate transformation in its fortunes. That’s not actually the case. In fact, the early years were unspectacular, largely because Jobs put in place the kind of strategies more associated with a traditional company than a mould-breaking one. He streamlined product lines from fifteen to three. And while it’s true that he launched the iMac, with its multi-coloured variants, this was arguably more ‘business as usual’ than cutting-edge innovation. It wasn’t until Jobs launched the iPod in 2001 that Apple really started to experience a cultural sea change. It may have taken a couple of years for the new device to catch on, but when it did sales rocketed. By 2007 the company was shipping 50 million iPods a year.

It’s worth considering, in this context, the language of Steve Jobs’ speech to a packed San Francisco theatre in the same year as he announced the launch of a new product:


Every once in a while a revolutionary product comes along that changes everything. Apple’s been very fortunate. It’s been able to introduce a few of these products into the world. In 1984, we introduced the Macintosh … it changed the whole computer industry. In 2001, we introduced the first iPod … it changed the entire music industry. Well, today, we’re introducing three revolutionary products of this class. The first one is a wide-screen iPod with touch controls. The second is a revolutionary mobile phone. And the third is a breakthrough internet communications device … These are not three separate devices. This is one device. And we are calling it iPhone.35



‘Revolutionary’ three times; ‘change’ three times. It might be tempting to assume that Apple’s success stemmed simply from an ability to innovate. But that would be telling only half the story. It was Jobs’ driving ambition to change people’s experience of the world that was the driver that created innovatory change. ‘We knew we had to keep innovating,’ Scott Forstall, the software engineer who led the development of the iPhone and iPad, explained,36 ‘to keep moving forward and bring out a new product before the old one died. So, even before the iPod took off, we were looking for the next one and had started playing around with different ideas, as we knew it normally takes four years to develop a product, two years to get people to like it, and then – if you’re lucky – it might sell well for another four to eight years. So you’ve normally got a ten- to fifteen-year window to bring out a new product, before the old one dies.’ By 2021, worldwide ownership of an iPhone had exceeded the 1 billion mark.37

6.

Every year, for the last twenty years, Fortune magazine has undertaken a survey of more than 3,000 people to establish which companies they admire, and why. What they’ve discovered is that those that garner the greatest praise are not the biggest ones with the highest sales, or the most profitable ones. Rather, it’s the organisations that shape society positively, and have shown that they can do this over a number of years.38 ‘If the companies we most admire were the most profitable ones then Visa and Mastercard would always be at the top of the list – as they make nearly 50 per cent profit each year – but they aren’t!’ one of the researchers explained. ‘And if they were the biggest ones, then Walmart would be at the top of the list too – as they have sales of over $500 billion each year – but they aren’t there either!’ Instead, the four companies that are always at the top of the list, and have been in the top ten every year for the last ten years, are: Amazon, which has changed how we buy and sell products; Apple, which has changed how we interact with the world; Google, which has changed how we find and use information; and Starbucks, which has changed how we hang out together. In each case, these companies’ super goals are accompanied by a range of supporting aims. So Amazon’s mantra is affordability, convenience and choice; Apple’s is design, innovation and simplicity; Google’s is availability, democracy and usability; and Starbucks’ is belonging, connection and community. But they don’t stop there. Having established their values they then work out how to design these values into everything they do.39

Take Starbucks, for example: a simple business model and a product that is pretty easy to deliver. How can you take something so basic and ordinary as coffee and find a way to make it extraordinary? That was the question going around in Howard Schultz’s head when he came back from visiting the espresso bars of northern Italy in 1996, as he sought a way to reproduce their café culture – with its strong sense of belonging, connection and community – in North America, and transform the small group of six coffee shops he’d been working in for the last two years in Seattle into a worldwide venture. ‘From the beginning,’ Schultz explained, ‘I wanted us to be a different kind of company. One that not only celebrated coffee and the rich tradition, but also brought a feeling of connection. Our mission was to inspire and nurture the human spirit – one person, one cup, and one neighbourhood at a time.’40 Starbucks took its name from a character in Moby-Dick who personified reason and goodness.41

Schultz clearly wasn’t just in it for the money. He wanted to build a business that could transform a whole community and leave a legacy. ‘The day my father died of lung cancer in January 1988 was the saddest of my life,’ he recalled. ‘He had no savings, no pension. More important, he had never attained fulfilment and dignity from work he found meaningful. As a kid, I never had any idea that I would one day head a company. But I knew in my heart that if I was ever in a position where I could make a difference, I wouldn’t leave people behind.’42

This sense of higher purpose guided everything Starbucks did under Schultz’s direction – from how it treated its suppliers and the staff in its shops, to the experience it created for its customers and the neighbourhood where the stores were based. And the company forensically analysed everything it did to make sure that helped it achieve its purpose. ‘The Starbucks sensation’, a researcher at the Corporate Design Foundation explained, ‘is driven not just by the quality of its products but by the entire atmosphere surrounding the purchase of coffee: the openness of its store space, the beauty of its packaging, friendly and knowledgeable service, interesting menu boards, the shape of its counter, the quality of lighting, the texture of the walls, the cleanliness of the floorboards. What Starbucks recognised long before its imitators was that the art of retailing coffee went way beyond product. The details of the total experience mattered.’43 ‘We can’t let the coffee down,’ Jim Donald, who took over from Orin Smith as the Starbucks CEO in 2005, explained. ‘Day in, day out we have to consistently execute on the details.’44

But it wasn’t just the customer that was important to Schultz. He wanted to ensure that Starbucks had a positive impact on the wider society. ‘My quest has never been just about winning or making money,’ he said. ‘It has also been about building a great, enduring company, which has always meant trying to strike a balance between profit and social conscience.’45 This is why he set up the Starbucks Foundation in 1997. It was initially to help reduce the coffee chain’s environmental impact through handing over leftover coffee grounds for composting; today the foundation seeks to ‘strengthen communities across the world’. It’s why reusable coffee cups were introduced in 2008. And it’s why the chain introduced fair trade products in 2000, and invested in the communities that grew their coffee, from Mexico to Indonesia.46

People loved Starbucks’ larger sense of purpose and the business expanded accordingly, from being a local business with six stores in 1987, to a national one with 1,300 stores in 1997, to an international one with 15,000 stores in forty-three countries in 2007.

But then it lost its way. ‘Obsessed with growth, we took our eye off operations and became distracted from the core of our business,’ Schultz explained. The overwhelming sense of belonging, connection and community was lost. ‘No single bad decision or tactic or person was to blame,’ Schultz continued. ‘The damage was slow and quiet, incremental, like a single loose thread that unravels a sweater inch by inch.’ Sales started to fall. More than 100 US stores had to be closed. ‘We lost our soul,’ Schultz admitted.47

The great turnaround began at 5.30 p.m. on 26 February 2008, when Starbucks closed all of its 7,100 US stores so that it could spend three hours retraining staff (at a cost of just over $6 million in lost sales). A sign was put on each Starbucks front door that read: ‘We’re taking time to perfect our espresso. Great espresso requires practice. That’s why we’re dedicating ourselves to honing our craft.’ ‘It is not about the company or about the brand,’ Schultz told his employees in a short video at the beginning of the training session. ‘It is not about anyone but you. You decide whether or not it is good enough, and you have my complete support and, most importantly, my faith and belief in you. Let’s measure our actions by that perfect shot of espresso.’ ‘It was a galvanising event,’ Schultz recalled later, ‘a stake in the ground that helped re-establish some of the emotional attachment and trust we had squandered during our years of focusing on hypergrowth.’48

Some companies faced with the reversal of fortunes that Starbucks was experiencing would have looked to save costs by cutting their commitment to non-core projects. Starbucks didn’t. Indeed it redoubled its efforts. The foundation remained open. From 2010 regular donations were made to food banks. Other new initiatives included offering free online college degrees to staff (from 2014), discounted gym memberships (2018), banning single-use plastic straws (2020) and setting up a $100 million fund to donate $10 million per year to help develop local businesses and $2 million a year to help coffee-growing communities (2020).49 In immediate terms, Starbucks’ bottom line suffered; the company recorded its first ever loss in 2013. But then its strategy started to pay off. Consumers re-engaged with its purpose and fell back in love with its product. Starbucks’ sales doubled over the next eight years. In 2021 the company recorded sales of $29 billion and profits of $5 billion from 33,000 stores in eighty-four countries around the world.

7.

It’s important to bear in mind
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