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W

here do new management
practices come from? A
few emerge fully formed
from the minds of
academics and consultants,
but the vast majority come
from corporate executives
experimenting with
new ideas in their own
organizations. A case in
point is the online retailer
Zappos, which is replacing
its traditional hierarchy
with a self-organizing
“operating system” known
as holacracy.
Zappos’s experiment is getting a lot of attention. Like many management innovations before it,
holacracy has an exciting zeitgeist appeal. At least
a few executives in other firms are no doubt asking themselves, given today’s pressure to innovate
and the changing nature of the workforce, is this the
management idea of the moment? Could it give my
company a competitive edge? What are the risks of
trying to import it?
For decades, executives have been asking similar
questions whenever management innovations burst
onto the scene. Sometimes a new idea is so transformative that it can and often does propel a company
to unprecedented levels of performance. Six Sigma
and lean manufacturing have had that effect, galvanizing managers to improve quality and cut costs.
But importing ideas is risky. Even the most obviously useful theory or practice can go wrong if a
company is unprepared to act on the insights it offers. And the value of most management ideas—and
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where they might take you—is far from obvious. Is
holacracy about empowering creativity or about
tearing down authority? Can you envision “everyone” in your firm becoming a leader? Could your
culture and organizational structure withstand such
a dramatic change? The potential rewards of experimental concepts may be great for certain firms under
certain circumstances, but for others, implementing
them can be profoundly difficult or even destructive.
By taking deliberate steps to understand other
companies’ innovations and how they relate to your
own firm’s ways of thinking and functioning, you
can better discern which experimental concepts
are worth your while. With thoughtfulness and care,
you can increase your chances of success when you
do borrow ideas and, in the process, acquire new
knowledge that will help improve your business in
the long run.

It’s the Next Big Thing! (Or Is It?)

Any radical management innovation is quick to attract the attention of journalists, academics, and
consultants. My studies, which I conducted with
Stefano Turconi, a research associate at London
Business School, reveal important benefits of that
attention: Researchers and writers help companies
codify or make sense of their ideas, and the visibility
helps executives build support for their practices inside and outside the firm. The public discussion lets
other companies know about the idea.
Publicity also has a downside: It raises the risk of
hype, disappointment, and, sometimes, a repudiation of the idea. (See the sidebar “The Inevitable Hype
Cycle.”) This magazine, for example, has debuted
ideas that are now part of the management canon—
and ideas that have been relegated to the dusty archive shelves. Your goal as a manager couldn’t be
more different from those of the media and academia.
You’re not trying to ride the next wave; you’re looking
for the perfect wave. Popular opinion has less pertinence for you than an idea’s underlying concepts;
indeed, it’s worth bearing in mind that foundational
ideas often live on even after the practices associated
with them have fallen from favor.
So how can managers effectively look beyond
hype to make sense of the ever-changing landscape
of management innovation? Broadly speaking, there
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Idea in Brief
THE PROBLEM
Innovative management ideas that bubble
up in other companies pose a perennial
quandary: Should you attempt to borrow
them, and if so, which ones and how? Even
the most promising practices can fail if
they’re transplanted in the wrong firm.

THE SOLUTION
The best approach is to extract the
essential principle from a management
innovation—its underlying logic—by asking
a series of questions about it, including:
How is your company different from the
originating firm? Are the innovation’s goals
worthwhile for your organization? Even
if you decide the idea isn’t right for you,
the analysis can help you better understand your own management models and
sharpen your practices.

are two ways to borrow from innovative companies:
observe-and-apply, and extract the central idea.
Each offers benefits, and each has its own challenges.
Observe-and-apply. This is the most obvious—and most commonly employed—approach
for adopting new management ideas. It can and
does work well, but only under limited sets of circumstances. One is when the observed practice
easily stands alone or involves just a small constellation of supporting behaviors. GE’s well-regarded
succession-planning process is a good example—
think of the smooth CEO transition from Jack Welch
to Jeffrey Immelt in 2000. The process is supported
by just a few specific actions, including creating
transparency around the candidates and planning
for the likely departures of those who don’t get the
job. These behaviors are relatively easy to copy;
thus it’s common to see GE-inspired succession

cessfully with observe-and-apply. Similarly, companies that have unorthodox ways of doing things are
much more likely to succeed in borrowing management innovations from other nontraditional firms:
Radical ideas tend to take hold when they move
with, rather than against, the tide.
For that reason, I give Zappos a good chance of
succeeding as it implements holacracy, an idea that
originated in a couple of Silicon Valley start-ups.
Zappos has already shown a proclivity to go its own
way; the company is known for such unorthodox
practices as testing employees’ loyalty by offering
them cash to quit.
But all too often, the practices used successfully at one company prove disastrous at another.
Consider GE’s high-performance culture in the late
1990s. Employees generally recognized that
the firm’s strong focus on individual

You’re not trying to
ride the next wave;
you’re looking for
the perfect wave.
systems running well in other companies—for example, Walmart, GlaxoSmithKline, and Tesco.
Observe-and-apply also can work effectively
when a company’s management model or way of
thinking is very similar to the originator’s. Two software firms using the Agile development approach,
for instance, are most likely employing many of the
same techniques and a common language, so if one
of them were to put a new management model into
place, the other would be likely to replicate it suc-

accountability was first and foremost a means for honing corporate competitiveness in the marketplace. That understanding
formed the backdrop for Welch’s policy of ranking all
employees within a given unit, rewarding and promoting the high performers, and firing (or providing
remedial training for) the bottom 10%. The “rank
and yank” system was emulated widely—but it often
failed, particularly in organizations that hadn’t developed cultures of productive internal competition.
May 2014 Harvard Business Review 5
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Employees unaccustomed to the pressure frequently
responded in dysfunctional ways. At Microsoft, for
example, rank and yank ended up pitting employees
against one another and diverting their attention
from competing against other companies.
More recently, a number of firms in the UK and
Europe have sought to emulate some of the British
retailer John Lewis’s well-publicized management
practices: generous benefits packages, inclusion of
employee input in the selection of top executives,
and a rewards scheme giving frontline workers the
same annual bonus (as a percentage of salary) as the
company’s chief executive. These practices have
helped the retailer attain an industry-leading position in employee engagement and retention. But
the ideas haven’t been easy for shareholder-owned
companies to adopt. For one thing, John Lewis’s
practices are all of a piece—they fit well with and
reinforce one another. A strong focus on training
and development, for example, supports the firm’s
highly selective hiring process and its emphasis on
internal promotion. For another, they grew organically out of an employee-centric philosophy that
goes back to the company’s founding as a workerowned partnership. Removed from that context,
egalitarian policies often fail to win support from
executives and shareholders.
Google’s policy of allowing employees to spend
20% of their time on innovation is another favorite
target of the observe-and-apply approach (even
though the company has now placed limits on the
program to prevent developers from going off in too
many directions at once). The policy is appealingly
simple, and managers in other organizations are understandably attracted by its promise of churning
out breakthrough ideas. But when other firms adopt
the practice, the results are typically underwhelming. Managerial attitude is one reason. Google’s
top executives (initially, at least) were enthusiastic
champions of the concept; in many companies, such
management support is harder to come by. Also,
Google is blessed with hotshot developers eager to
pursue their brilliant ideas; developers who are unfamiliar with open-ended experimentation often find
that they don’t know what to do with their innovation time. For these reasons, companies that emulate the policy typically terminate it before the 20%
projects have been given a chance to succeed.
It hardly needs pointing out that failure can
cause a great deal of damage. Adopting and then
abandoning new practices can wear out an organi6 Harvard Business Review May 2014

zation and reduce the likelihood that leaders will be
able to bring about sustained improvement. That’s
why companies need to use the observe-and-apply
method with care.
Extract the central idea. The hazards of importing a management innovation can be greatly
minimized by extracting only the essential principles of a practice. Whatever differences may exist
between the new organizational context and the
original become less important, and fewer adjustments are required for the principles to take root.
UBS Wealth Management provides a good example. Following a successful merger in 2000, the
financial services firm was seeking ways to grow.
While brainstorming, the leadership team realized
that one of the biggest obstacles to growth was the
company’s budgeting process—in particular, the

Adopting and then
abandoning new
ideas can wear out
an organization.
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The Inevitable Hype Cycle
time-consuming negotiations it required between
headquarters and operating units. One executive
suggested that the company could learn from the
banking firm Svenska Handelsbanken, which had
done away with budgeting a decade earlier. A group
of senior managers visited the Swedish firm and saw
that even though the companies’ business models
differed, it would be possible to borrow several of
Handelsbanken’s planning principles: less oversight
from headquarters, greater frontline responsibility,
and friendly competition among peer units. The
team put together its own light-touch budgeting
model, which was better suited to UBS’s culture.
For example, rather than adopt Handelsbanken’s
collective-bonus plan, which was based on groupwide performance, UBS linked bonuses to units’
return-on-investment performance relative to that
of peer groups.
Another example comes from GlaxoSmithKline.
In the late 1990s, when the biotech revolution was
threatening the pharmaceutical industry’s R&D
model, a few pharma firms, including Roche and
Bristol-Myers Squibb, spent large sums buying
biotech firms in order to gain access to their strong
pipelines of innovative ideas. GSK tried something
bolder: It studied the start-ups and determined that
a key reason for their success was that they built
cross-functional teams and focused them on specific
therapeutic areas, a radical departure from pharma’s
traditions. GSK replicated the essence of that model
internally, first creating semiautonomous Centres
of Excellence for drug discovery and then breaking them down further into Discovery Performance
Units, comprising 30 to 60 people, which were expected to seek funding for research projects from an
internal investment board. While this model created
some management challenges, it helped GSK retain
its position as one of the world’s top pharmaceutical companies and develop a drug pipeline that is
among the industry’s best.
Extracting the principle does not always work,
of course, for a couple of reasons. First, identifying
the underlying principle isn’t a trivial matter. We are
all prisoners of our own experience and cognitive
biases. It’s also often difficult to see the forest for
the trees. During the 1990s, for example, Ford tried
everything it could think of—automation, training,
quality circles—to match Toyota’s high standards on
cost and quality. But it didn’t succeed in its effort, because it overlooked the essence of Toyota’s system: a
belief in employees’ problem-solving skills.

You can often gain valuable insight from radical management
innovations, even if they fizzle out. And they do fizzle out.
Nine-tenths of the approximately 100 branded management
ideas I’ve studied lost their popularity within a decade or so.
These include GE’s Work-Out, W.L. Gore’s lattice structure,
Xerox’s communities of practice, Thermo Electron’s Spinout
model, and Google’s 20% innovation time policy.
Oticon’s Spaghetti Organization is
typical. In the early 1990s, soon after
the Danish hearing-aid manufacturer
began empowering employees
to create their own development
projects, the experiment was the
subject of effusive praise. The
company was inundated with queries
from other businesses, and its
executives hit the speaker circuit. But
within a few years Oticon began to
realize that its new-product portfolio
lacked coherence and that too many
resources were being wasted on
projects that went nowhere.
Oticon’s executives began shifting
back toward a traditional structure,
with project reviews becoming
more formal and employees moving
between tasks less frequently.
Consultants began to cite the
practice as a negative example, and
in 2003 an academic analysis labeled
the experiment a “partial failure.”

Oticon’s experience was more
nuanced than the hype cycle
suggests, however. Sales and profits
increased during the early phases of
the Spaghetti Organization, and when
executives scaled back and used a
modified form of the original practice,
sales and profits continued to rise.
Moreover, adopting the spaghetti
structure served to shake things up—
arguably an important step in the
company’s successful transformation,
even though most of the practices
introduced in the early 1990s have
now disappeared.
To prevent the hype cycle from
distracting you, look at how a
management practice is really being
used. Is it fulfilling its intended
purpose in the company that
originated it? That will help you
ignore the talk of “breakthroughs”
and “failures” and see what is simply
useful about an idea.

A second, linked problem is that even when the
underlying principle has been identified, it is often
very difficult to put into use. When I was working
with executives of a large investment bank to implement cross-functional collaboration, we easily
identified the practice’s enabling factors—common
goals, transparent communication, and motivation
to share knowledge—but implementation turned
out to be impossible. The company’s bonus culture,
which focused on individual performance, was so
deeply entrenched that it shaped everyone’s behavior, and all attempts to encourage collaboration were
doomed to fail.

Know Yourself Better

Regardless of the method you choose, corporate selfawareness is a powerful advantage. Not only can it
help companies adopt the right innovations, but it
can improve the planning and implementation of
May 2014 Harvard Business Review 7
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any major initiative. The organizational learning that
results is an added benefit: An experiment, even if
it’s eventually deemed unsuccessful, serves as a
stimulus for revisiting your existing management
models in light of the imported ideas. That new
knowledge can help your firm sharpen and improve
its current practices.
Consider Roche, the Swiss pharma company.
(Disclosure: I’ve done consulting work for Roche.) A
team of its executives were intrigued by the practice,
in use at other companies, of open innovation. They
decided to experiment with InnoCentive, a web
platform on which companies can present technical
challenges to thousands of would-be solvers. The
executives posted a thorny technical problem that
the R&D team had been struggling with, and they
got back imaginative and useful ideas. Encouraged,
they tried a few more.
But after 10 challenges, they found that the
implementation of the results by Roche’s scientists and engineers was inconsistent. Solutions to
process-related problems tended to be readily implemented, but solutions to deeper scientific
questions, for some reason, often were set
aside and left unused. The experience
helped the company see that there’s
no single best way to innovate; as a
consequence, Roche moved toward
establishing a portfolio of innovation
approaches that could be matched with
a range of challenges.
Or consider a software firm we studied that
provides security services to clients in the financial,
logistics, and public sectors. The founder had long
been frustrated by the complexity and inflexibility
of the project-planning methodologies commonly
used in the software industry. Inspired by the auction-like models that recruitment consultancies use
to find candidates, the founder came up with the
idea of having employees bid to work on projects by
touting their skills and interests.
The new model had benefits but also some flaws.
Developers felt a loss of control: If they were passed
over, they often didn’t know why, and they had no
way to further plead their cases. The firm decided
to reduce the auction emphasis, shifting projectstaffing decisions to a weekly meeting where everyone in the company was represented. Decisions
took into account the needs not only of clients and
project teams but also of individual developers. The
company’s new system still looks a lot like the tradi8 Harvard Business Review May 2014

Four Kinds of Deviants
When you’re deciding whether to import a management innovation from another
firm, it’s crucial to consider the source. Most innovations originate in companies
that might be called “deviants,” in that they don’t follow the crowd. But not all
deviants are alike. Be careful which firms you borrow from.

UPSTARTS
These are young, small,
sometimes intentionally
iconoclastic firms. Valve
Corporation, a video game
developer, expects employees to set their own hours,
select their own projects,
and migrate from team to
team. In fact, employees
are encouraged to move
their desks to where the
action is. Of course, it’s
easy to be unconventional
when you’re small. Don’t
expect an upstart’s experiments to work in a larger,
established company.

CERTIFIED WEIRD
These are highly successful
companies that, despite
their large size, operate
by their own rules.
California-based tomato
processor Morning Star
has gotten along without
managers for more than
two decades. But virtually
all such companies have
governance models such as
family ownership or trusts
that help them maintain
their individuality—
Morning Star is privately
held, for example. Beware
of adopting their ideas
unless your company has
mechanisms for shielding
it from day-to-day
shareholder pressure.

RELATED SPECIES
These aren’t business
organizations, but they can
provide useful insights.
Alcoholics Anonymous, for
instance, shows how an
organization with a clear
sense of purpose can function
with no formal control
systems. These organizations’
management ideas are
usually better admired from
afar than implemented in
a profit-making company,
though their unusual
principles can sometimes be
a source of inspiration when
handled with care.

DANCING GIANTS
These are big, traditional
companies that have
experimented with unusual
models. Haier, the Chinese
manufacturer, has created
a highly decentralized
budgeting process that
pushes accountability
down to individual teams.
Shell’s GameChanger, an
innovative R&D funding
model, has successfully
nurtured many new
technologies. Dancing giants’
practices can be great
sources of ideas, because
they’ve already withstood
shareholder scrutiny.
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tional model used in many software companies, but
it functions better, because of managers’ new understanding of how to involve developers in the process.
Remember, when an experiment fails, resist the
default response of shutting it down and pretending
it never happened. Learning from failure is never
glamorous or easy, but the lessons can be invaluable.

Moving Forward

Let’s now look at the practical steps you should
take in evaluating and importing management
innovations.
Bide your time. The first thing to be done when
another company’s management experiment comes
to your notice is nothing at all. It’s wise to wait for a
couple of years before you even consider borrowing
an idea, either in whole or in part. Every new practice needs time to succeed or fail, and it’s almost always a good idea to let the faddishness fade. Don’t
fall for the practice’s charms too readily, but don’t
dismiss the idea entirely either, as the experimenting company might well be onto something.
Deconstruct the management model. Once
you’ve decided to go ahead, you need to start by asking pointed questions to uncover the essence of the
idea. During this stage, it’s often useful to bring in
outsiders who can offer a fresh perspective. Questions may include:
What is the underlying logic for this way of working? For example, HCL Technologies’ system for providing open 360-degree feedback to its managers is
based on a simple logic of transparency.
What unusual assumptions is the originating company making about human behavior or the workings
of the market? Zappos’s experiment with holacracy
assumes that the benefits of self-organization outweigh its costs.
What inspiration or insights did the company draw
on to come up with this model? GSK’s internal market
model for drug development was inspired by the
successful venture-capital-backed biotech model in
California.
Understand the hypotheses. Ideally, you’ll
find that the originating company is testing a simple
hypothesis or two, whether it is aware of doing so
or not. For example, if the practice you’re analyzing is the posting of managers’ 360-degree feedback
results, the working hypothesis might be that the
policy will make managers more accountable to
their employees. If you’re experimenting with giving people greater freedom to work from home, the

hypothesis might be that flexible working arrangements increase employees’ level of engagement and,
ultimately, their productivity.
Look for results. Next, analyze the originating
company’s results. Are the hypotheses supported,
as social scientists would say? Does the posting of
360-degree feedback indeed result in greater accountability for managers? What are the practice’s
side effects? Talk to a few people at the company: Do
you see evidence that managers are gaming the system? Keep digging deeper: Is more accountability to
employees a good thing? If so, are there better, perhaps less disruptive, ways to achieve that end?
Make sure to look objectively at your own company. How is it similar to the originating firm? How is
it different? Is your firm innovative or nontraditional
enough for the new idea to take hold? Would your
bureaucracy pose an insurmountable obstacle?
Experiment. If you see problems looming, be
realistic. It’s much easier to reconsider importing
an idea before you’ve begun than to shut down an
established initiative. But if you’ve done your due
diligence and you’re still excited about the idea, get
to work creating an experiment of your own, with
hypotheses, methods, and expected results: for example, “We hypothesize that by posting managers’
360-degree feedback online, we will see significant
increases in employee satisfaction and retention
rates within one year.” Then you can begin collecting data to see whether the new practice is working
and producing value for your firm.
IT’S EASY to get so swept up in the glamour of a new
idea that the prospect of implementing it seems
straightforward. But remember that successful management innovators typically had to work very hard,
over many years, to put their new ideas into place.
Applying those ideas inside your own company is
likely to take even longer.
My years of researching management ideas show
that despite the challenges, the rewards of adoption
can be great. Not only do you stand to make a real
difference in your company, but there’s also a wealth
of knowledge to be gained from experiments. If your
company analyzes the implementation carefully, it’s
bound to acquire skills as well as greater levels of
awareness, and this new understanding can significantly improve your business.
HBR Reprint R1405B
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