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 4 Courting the candidate-customer
  The unlikely art of attraction

  By John Henry and Peter macLean

Brand-conscious companies are beginning to interact with potential employees with the same care they 
would give to their customers. They are redefining the talent acquisition experience by making sure 
their candidate-customers gain tangible value from the interview process and have the capabilities to 
navigate and succeed within the organization should they be offered a position.

 
18  Data as the new currency
  Government’s role in facilitating the exchange

  By william D. Eggers, Rob Hamill, and Abed Ali

Government is one of the biggest producers of data—and one of the few that deliver data to the public 
free of charge. Governments already regulate how organizations may use personal data and myriad 
other issues related to data. The question, then, isn’t really whether government should get involved in 
the new data marketplace, but rather how it should take part. 

 
32  Three rules
  How exceptional companies think

  By michael E. Raynor and mumtaz Ahmed

In their recently published The Three Rules: How Exceptional Companies Think, the authors suggest 
that such companies all follow the same recipe but use different ingredients, and that they deliver  
superior levels of performance for longer than anyone has a right to expect. Is persistent, exceptional 
performance a function of deep moats and thick ramparts, or agility and flexibility in response to 
competition?

 42 Innovation: A chimera no more
  By michael E. Raynor and Heather A. Gray

Innovation is celebrated far and wide, but the lack of a shared, accurate definition has undermined our 
collective ability to manage it effectively. The implications are anything but academic. Companies that 
treat an attack based on differentiation as if it were breaking important trade-offs may overreact, but 
mistake a true innovator for the merely different and the pain can last for decades.

 56 Disegno di Pininfarina
  An hour with Paolo Pininfarina
  By Scott wilson

The chairman of the venerable Italian design house discusses creativity the Italian way, how to extend a 
luxury brand into new markets, and how to bring tradition forward into a technology-driven world—
and of course offers his opinion on his company’s best-ever Ferrari design.
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 68 making open innovation work in mobile
insights from the semiconductor industry
By Scott wilson and Craig wigginton
Select semiconductor companies have taken the standard open innovation playbook and are evolv-
ing and shape-shifting critical elements in order to lead innovation in mobile—with a specific em-
phasis on five tactics that seem to have paid off. Turning our attention to prominent new markets 
in sectors undergoing rapid transition, we have seen growth opportunities flourish for those able to 
compete with innovative mobile business models.

  
 84 Location, learning, and logistics

A framework for managing trade-offs in capacity location decisions
By Josh Timberlake, mark Cotteleer, and David Uhryniak
Business leaders who misjudge the location of production relative to the location of product and 
process development resources may adversely impact the company’s long-term competitive posi-
tion. We explore the link between production location decisions, the nature of the capabilities re-
quired to create a product, and the ability of a company to develop the next-generation technologies 
it may seek.
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 98 The open talent economy
Beyond corporate borders to talent ecosystems
By Jeff Schwartz, Andrew Liakopoulos, and Lisa Barry
What the open source model did for software development, the open talent economy is doing for 
work. Today’s younger, connected, and mobile workers are managing their careers on their own 
terms and often outside categories that have defined the workforce for decades. Organizations  
will need to reassess what they have to offer talent and even what it means to “have” talent in the 
first place.

 118 The future of health care insurance: what’s ahead?
By Paul Keckley, Bill Copeland and Greg Scott
The US health insurance industry plays a ubiquitous role in the nation’s economy. Major changes 
are afoot—from employer activism, to increased participation in government-sponsored health in-
surance plans, to the state-by-state implementation of the Affordable Care Act of 2010. The impli-
cations for products and services, costs, and the role of trust in the system are worth a closer look.

 132 multirational multinationals
The shifting business ethos 
By william D. Eggers and Paul macmillan
A growing number of influential companies are adopting the position that business should no lon-
ger cede the solving of social problems solely to government and nonprofits. When larger societal 
problems are seen not as just charity but as market opportunities, then actions by business are more 
scalable and viable over the long term.
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No small bets

of ALL THE ISSUES I DISCUSS REGULARLy wITH BUSInESS LEADERS, PERHAPS 
none is as mysterious and enticing as innovation. Every company wants to do it better. It doesn’t 
matter whether they’ve established a winning record of new products, services, and processes, or 
whether they’re always playing from behind: Every company wants to sharpen its ability to innovate.

Perhaps because so many people want to capture that “innovation gene,” a lot of study goes into 
the subject. Of course everyone’s experiences are different, and as yet there is no 
widely accepted set of rules. But we can find examples that shed light on our own 
companies’ efforts.

I recently read about an Israeli scientist named Abe Karem, the engineer who 
came up with a way to produce reliable unmanned aerial vehicles (UAVs), more 
popularly known as drones. His story, in The Economist, is a blueprint for innova-
tion: dynamic, inventive, frustrating.

Karem took up the challenge of creating a UAV for the Pentagon in the late 
1970s. The projects then underway were hopelessly muscle-bound: too many 
engineers, too many advanced technical systems—and too prone to crash. In the 
end, the UAV that he and his small team produced was relatively low-tech but 
elegantly simple. He said that keeping his innovation effort small was critical. 

“Doing things with the absolute smallest team increases the chance that you’re not 
going to screw up,” he said. “Nothing replaces highly talented people—white hot, 
passionate thinkers in love with doing challenging things.” 

He shared other lessons learned with regard to innovation: By programming 
his UAVs with massive computational power, he deterred copy-cats. By eschewing expensive backup 
systems, he forced his engineers to avoid accidents at all costs. “Crashing when you can’t afford to is 
the best way to learn,” he said. 

One thing I’ve learned from Karem and others: Innovation isn’t just about being smart or creative. 
From a leadership perspective, it’s a set of behaviors that require commitment. At an admittedly very 
high level, this includes several actions: 

1. Invest in it. Until you truly commit to innovation, you won’t accomplish big things. People 
know whether their project is a priority or an also-ran.

2. Don’t dabble. The best innovations often come from people who focus primarily on coming 
up with fresh ideas. If you try to squeeze innovation in on the side, it will probably keep get-
ting squeezed out.

3. Make innovation part of your business plan. The best innovations tend to relate closely to the 
business, and they tend to complement existing business lines. 

4. If you get stuck, don’t stop. Some of the most fruitful innovation efforts start with a lot of 
long and painful meetings and discussions. It’s not a straight line journey, and debate takes 
longer than group head-nodding sessions. 

Whenever I’ve gotten stuck trying to drive innovation forward, one question always helps: If you 
were competing with your company, how would you beat it to the next major innovation in your 
market?  Maybe you won’t get that eureka moment right away, but at least you’ll tease out new think-
ing and new ideas.             
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AUTomoBILES ARE A SPECIAL TyPE of oBJECT. The guts of them 
date back to the industrial age and, in the right car, remain a visceral experience. 
We may surround ourselves with touch screens, LEDs, and wireless devices 
with soft touch buttons, but cars are still about gears, gauges, and grease. There’s 
wind to move through, physics to tame at every contact point, and explosions 
going on thousands of times per minute in small metal 
cylinders not far from your right foot (or just behind 
your head—if you’re in the right sort of car). All that 
violence comes with its share of beauty. Important cars 
have been celebrated more recently as art—Ralph Lau-
ren won best of show for his 1938 Bugatti 57SC Atlantic 
Coupe at the Concorso D’Eleganza Villa d’Este this year 
because it is near impossible to believe that something 
so fetching could ever be expected to transport someone. 

But 1938 was a long time ago, and the age of the 
coach-built car seems remote when additive manu-
facturing, hydroforming, and other technologies are 
changing the equation of what we can produce and 
where. Is the art and craft that made the great names 
of twentieth century design giants still relevant—and 
more importantly, how does this brand of creativity  
live on?

This issue features Scott Wilson’s interview with Paolo Pininfarina, whose 
calling is to steer a design firm with a legacy of Italian sports car glamour in an 
era when racing is more about supercomputers and sensors than hammers and 
knockoff wheels. How do you take a creative, family-based business into  
a global, technology-driven business environment and preserve a brand?  
Does a design language survive translation over a century, and does it still 
mean anything?

It does, and two points struck me as I listened. First, Mr. Pininfarina ob-
serves that design is in some respects aspirational. The work that brought his 
firm renown, producing what are widely regarded as some of Ferrari’s finest 
designs, was not born in an environment of mass production, work-motion 
studies, and budgets. Elegance first, he said. While this does not grant the rest 
of us license to ignore the realities of the modern workplace, it suggests that 
the constraints of volume and efficiency are, at times, something to keep at bay.

Next, his perspective on the role of talent and its fit with his organization is 
stark: “If someone is talented at Pininfarina, I do not think it is inevitable they 
will be just as talented somewhere else because they will have left the special 
environment we have at Pininfarina and they will not receive the same support 
they get here.”

While he recognizes top design talent as an asset, there is the notion that 
the right talent and the right company—combined deliberately—are an under-
appreciated intersection.

Unmapped intersection
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Despite relatively high un-
employment in the Unit-

ed States, millions of job vacan-
cies are going unfilled as a result 
of talent shortages. The struggle 
to attract and retain top talent 
is exacerbated by many factors: 
demographic shifts, changing 
attitudes toward careers, and 
the globalization of business.  
Talent shortages often occur in 
critical, skilled roles that are vi-
tal to a company’s success and 
have high barriers to entry, and 
traditional recruiting methods 
may not be the answer.

As a first step in bolster-
ing their workforces, organiza-
tions are increasingly focusing 
on identifying the positions, 
skills, attributes, and behaviors 
that drive a disproportionate 
amount of value. These orga-
nizations are adapting talent-
acquisition strategies and hiring 
the most promising candidates 
by focusing on key attributes 
such as a capacity for innovative 
thinking, an ability to effectively 
work with others, being highly 
passionate, and having strong 
social intelligence. 

The unlikely art of attraction

By JOHn Henry and PeTer maclean    
> illuSTraTiOn By dOngyun lee

Courting the  
candidate-customer
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Growing a business often hinges on making appropriate investments; growing 
a workforce to support a business requires the same approach. For many organi-
zations, growth is limited by shortcomings in their workforces, and a traditional 
linear hiring model does not allow them to hire enough skilled workers to remain 
competitive. Some are investing in and maintaining a strong pipeline of potential 
employees by preemptively recruiting candidates—even when there is no imme-
diate need. By continuously engaging qualified candidates through social media, 
alumni networks, and other methods, organizations can provide an intimate, mem-
orable experience that could lead to job offers later on. As part of its “Silver Medalist 
Strategy,” for example, a leading auto manufacturer engages top candidates in the 
market even when there aren’t open roles for them. Recruiters proactively maintain 
ongoing conversations with potential employees and invite them to join the com-
pany’s talent community as well as the company’s career social spaces on LinkedIn 
and Facebook. Candidates also receive RSS feeds or emails when a role that matches 
their interests becomes available.1 

Beyond the need to tend the pipeline, we have also seen that impressions are 
increasingly important. As indicated in Deloitte’s* September 2012 Talent 2020  
report, potential employees are more inclined now than in the past to work for 
companies that have a reputation for being a good employer.2 Given this trend, 
organizations are beginning to develop talent acquisition programs that cast them-
selves in a positive light among potential employees. They are designing recruit-
ment experiences that benefit candidates from start to finish—even in cases where 
they do not culminate in a job offer. By developing programs from the candidate-
as-customer perspective, these companies aim to strengthen their brands as em-
ployers of choice among employees as well as prospective employees. For example, 
a large international retailer is positioning employees as brand ambassadors by en-
couraging them to post key openings on their LinkedIn pages. Employees receive 
a monetary reward for hired candidates that they referred directly or indirectly 
through their social networks.3 

An organization’s ability to attract customers ultimately drives the need to ex-
pand its workforce. Some companies are deepening their talent pools using the tac-
tics that lured their customers in the first place. Analytics, social media, innovative 
technological applications, organic growth and development, and tailored service 
delivery models—established methods for developing a customer base—can go a 
long way in helping a company cater to customer-candidates and cultivate an ample 
workforce.

*As used in this document, “Deloitte” means Deloitte Consulting LLP, a subsidiary of Deloitte LLP. Please 
see www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte LLP and its 
subsidiaries.
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AnAlyTics And THe Power of A ProAcTive recruiTing sTrATegy

Companies have grown accustomed to using analytics to identify potential 
profitable customers and drive business development, but these technologies 

also have the potential to become a disruptive force for talent acquisition, where the 
costs of getting it wrong can be large. Bad hiring decisions due to inadequate and 
subjective candidate screening processes cost organizations hundreds of thousands 
of dollars every year. A recent CareerBuilder (CareerBuilder, 2012) study found 
that bad hires cost some firms as much as $50,000 per hire.4 

Analytics can help an organization make better recruitment decisions by helping 
it identify insights and attributes associated with high-performing, high-potential 
employees. These insights, based on real information about their strong perform-
ers, are helping companies hire the right people for the right roles. Organizations 
with mature analytical capabilities are able to analyze performance, promotions, 
skill sets, personality characteristics, and other data of their high performing em-
ployees to create a data-derived set of attributes for success. At the same time, these 
organizations conduct data analysis to parse through external data on candidates 
from social networks and career pages in order to understand their interests, skills 
sets, project experiences, personalities, and endorsements. They then deploy pre-
dictive modeling and advanced algorithmic programs to identify external data that 
correlate with the organization’s attributes for success. By mapping the key external 
candidate indicators with attributes of their top internal talent, companies can pin-
point the right candidates to hire and tailor their recruiting strategies accordingly. 

Despite robust hiring practices, mature as well as fast-growing organizations 
can find themselves reacting to spikes in hiring demand. For these companies, even 
with clearly identified needs, there isn’t always a clear sense of where to locate can-
didates. Analytics can provide the foresight needed to inform strategic recruiting 
decisions and identify the skills and critical talent pools that will provide the next 
high-potential employees. Among the efforts where we have observed analytics be-
ing especially useful:

• Gaining insight on critical talent pools within your company

• Identifying and proactively courting passive candidates in the external  
marketplace with the right skills, attributes, experiences, and passions

• Understanding your company’s competition for critical talent 

• Understanding the most effective ways to source talent, given that different 
critical talent pools may require different sourcing strategies
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A leading insurance company, for example, uses predictive analytics to iden-
tify individuals from a large general population who have the highest likelihood 
of becoming successful agents. The company then uses this data to create targeted 
branding strategies to engage and attract top prospects.  Similarly, a large global 
media company is using analytics to predict its future workforce needs. This com-
pany is dramatically rethinking its business model in light of shifting consumer 
preferences in favor of streaming content, and is leveraging its business forecast and 
predictive modeling capabilities to identify skills needed to meet its future strategic 
priorities. By building a supply-demand model of talent required over the next 18 
months, the company uses business-driven workforce planning underpinned by 
analytics to create a proactive recruitment strategy.

smArT cAndidATe relATionsHiPs BrougHT To you By sociAl mediA

Social media is an established channel for identifying customer and market 
trends, but it also allows organizations to proactively access information about 

potential employees. Many organizations are reducing their investments in for-
merly cutting-edge Internet sourcing methods and focusing on social media as a 
core recruiting tool. Cloud-based social media tools like LinkedIn, Twitter, and 
Facebook are helping companies identify and source active candidates as well as 
“passive” ones who are not actively seeking new jobs. These organizations are mak-
ing social media the foundation of robust recruiting and targeted communication 
campaigns that develop lasting relationships with potential candidates.

Communication between friends, colleagues, alumni, and potential employers 
evolved with the advent of social media communities, and younger candidate pools 
have come to expect them in the workplace. In some cases, because of the resulting 
brand perception, an inadequate or nonexistent social media presence can be a deal 
breaker in and of itself.  

Social media platforms, used effectively, enable prospective workers to connect 
with potential employers. Companies can strengthen relationships and keep their 
talent pipelines warm by making sure company profiles, open positions, the skills 
they require, and referral capabilities are easily accessible and smartly presented to 
candidates. A large hotel chain developed a social media community of top talent 
that follows the company’s organizational news, networks with others, and receives 
updates on exciting and informative internal activities, job postings, and testimoni-
als from current employees.5 The company’s career opportunities page on Facebook 
now has over 10,000 fans; its Twitter account advertises job openings and employee 
testimonials to over 4,500 followers; its YouTube channel shares employee vid-
eos that illustrate a day-in-the-life of an employee; and its Ning group for college  
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internship alumni lets it talk to new campus recruits about the company’s culture 
and offer virtual support to applicants. These channels have led to a substantial pool 
of engaged talent that the company uses to fill its open positions. Its social media 
strategy generates buzz in the industry, entices potential candidates to learn more 
through targeted social networks, and eventually leads to more qualified candidates 
for open positions. 

We have observed several ways in which companies have improved their social 
media presence:

• Develop a fan page for the organization on Facebook and LinkedIn, as 
well as a recruiting-related Twitter feed. Make sure each of these channels  
provides consistent messaging.

• Distribute targeted communications to spark the interest of passive  
candidates.

• Enable referral capabilities within social media tools.

• Create “cool” communities, and post simulations or videos that show people 
what it’s like to work for a particular employer.

• Provide easy-to-navigate sites with clearly displayed open roles where can-
didates can submit resumes.

Done well, a social media strategy can spread awareness and spark the interest 
of the most qualified candidates. Recruitment, marketing, and relationship man-
agement campaigns—when working together with one voice—entice these can-
didates to learn more and are often the difference between an opportunity being 
overlooked and an application being submitted. 

TecHnology disruPTs TAlenT AcquisiTion 

While applicant tracking systems have been around for a long time, the ex-
plosive growth of sourcing through social media, cost concerns, and de-

mand for a better candidate experience are fostering the emergence of innovative 
and disruptive talent acquisition technologies. These technologies are redefining 
the recruitment experience by providing low-cost capabilities that save time, in-
crease productivity, shrink the barriers to candidate contact, and enhance their 
early interactions with potential employers.

Imagine being able to watch, rate, share, and compare prerecorded video re-
sponses from candidates along with their resumes on a cloud-based platform before 
picking up the phone or flying them in for an interview. This describes what hap-
pened at the African Development Bank Group in 2009. Candidates prerecorded 
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and submitted video responses to job-specific questions in multiple languages and 
completed recorded interviews.6 Face-to-face interviews were scheduled once the 
bank had ample insights about its candidate pool. This approach narrowed the field 
of candidates selected for face-to-face interviews and reduced travel costs by nearly 
60 percent. Therefore, HR was able to quickly screen candidates and compile short 
lists of interviewees. As a result, 150 candidates from 49 countries were screened 
and interviewed in 10 days.

In conjunction with social 
media platforms, many orga-
nizations have also adopted 
cloud-based CRM strategiesto 
improve the efficiency and 
tracking of their recruitment 
processes. In the traditional 
model, these processes were of-
ten managed offline in spread-
sheets on recruiters’ desktops. 
The problem with this was that 
data collected wasn’t integrated 
with other talent solutions and 
did not provide sufficient vis-
ibility across leadership and 
recruitment. Advanced CRM 
tools help address these is-
sues because they can be used 
to maintain a viable and active 

candidate pipeline by collecting, tracking, and monitoring candidate information 
on a regular basis. This helps companies efficiently forge long-term relationships 
with qualified applicants by keeping recruiters apprised of their ongoing dialogue 
with candidates. These tools are being embraced to create profiles tracking detailed 
candidate information, which recruiters use to tailor their messages to targeted  
individuals. 

By expanding the use of advanced screening technologies, videoconferencing, 
and CRM relationship management tools, companies can expand their access to 
potential employees. Historically, companies have not adapted to the candidate’s 
current employment situation, geographic constraints, and other unique circum-
stances. These technologies help address these limitations and dissuade candidates 
from viewing an organization as unaccommodating and therefore discounting an 
opportunity.

arguably,  there is  no longer 

a one-s ize-f i ts-a l l  serv ice  

del ivery model  that wi l l  serve 

to attract  ta lent in a highly 

compet i t ive and candidate-

dr iven ta lent market.  The 

chal lenge is  to think about 

ways organizat ions can bui ld 

and leverage their  internal  

capabi l i t ies  and resources to 

provide them a compet i t ive 

edge in hir ing top ta lent.
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From recruiters’ perspective, these solutions can help to increase their produc-
tivity, reach, and efficiency while decreasing the time to fill positions and generating 
more interest among candidates. These tools help recruiters improve their knowl-
edge of particular candidates while adapting to a prospective employee’s travel 
restrictions and schedule limitations before spending money and time on travel. 
These lower barriers of contact are helping organizations to reach geographically 
dispersed talent pools without wasting time and dollars interviewing bad candi-
dates. Employing advanced screening technologies and cloud-based CRM solu-
tions to improve the recruitment process and collect robust candidate information 
enables a recruitment process that reimagines candidates as customers.

This notion of candidates as customers points to some specific goals for recruit-
ing processes: Are we valuing candidates’ time? Are we moving people through the 
interviewing process at an expeditious but appropriate rate? Finally, are we devis-
ing processes and adapting technologies that allow us to accommodate candidates’ 
schedules and locations?

While the possibilities are still unfolding, there are a number of ways technology 
can improve the candidate experience:

• Actively engage candidates through ongoing dialogue on social channels, 
and make sure recruiters address any issues that candidates may have. This 
is a leap from the traditional, often rigid sequence of mail or email com-
munications, in which candidates are often left in the dark between various 
stages in the recruitment process.

• Put a face to the company. Online job searches can be quite literally a face-
less experience. Make sure candidates know they are engaging with genu-
inely interested recruiters (in the broader sense, not necessarily the org chart 
sense) rather than an inbox for forms.

• Arrange virtual interviews on the candidate’s schedule in order to reach into 
geographically dispersed talent pools.

• Lower the barrier to contact with candidates currently employed elsewhere 
by providing video tools that allow them to complete parts of the interview 
process without missing work.

creATe A TAilored service delivery model

Traditionally organizations have relied primarily on executive search and third 
party recruiting agencies to fill critical roles. This means that search firms 

own the candidate relationship, and organizations are extremely limited in their 
ability to engage in ongoing dialogues with top talent. Attempts to improve the  
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candidate experience and proactively engage candidates in the market have spurred 
the adoption of the “internal executive search” service delivery model by some or-
ganizations. These companies are building their own in-house executive search  
delivery model capabilities in order to own and manage the candidate experience, 
create tailored candidate messaging and employer value propositions, and hire 
high-caliber talent when suitable roles open up. In addition, social media tools such 
as Facebook, LinkedIn and Twitter, combined with advanced CRM technologies, 
make it much easier for organizations to access candidates in the market and sustain 
long- term relationships with them. For these companies, executive search firms are 
still critical for identifying high-value, hard-to-fill positions, but they are increas-
ingly seeing the value of insourcing some elements of executive search through 
powerful candidate messaging, social media sourcing, and building strong internal  
recruiting teams. 

For example, an online retailer’s rapid growth over the past five years and need 
to recruit top-notch global talent in a short period of time required the organiza-
tion to rethink its recruiting service delivery model. Traditionally reliant on search 
firms for finding most of its top talent, this company saw an opportunity in creating 
a global, technology-driven in-house executive recruiting model. The organization 
hired experienced executive recruiters as part of its in-house team and provided 
them a full arsenal of cloud-enabled technology services, candidate data, analytical 
capabilities, and powerful employer brand to attract some of the best and brightest 
talent for the organization. At the same time, the organization is fully cognizant of 
its limitations and engages search firms proactively in finding high-caliber talent 
with unique skills in emerging markets and new service areas.

Other organizations extend the candidate experience toward their alumni by 
treating them as employees for life. Recruiters and leadership in these organizations 
proactively engage with alumni through alumni communities on social media (e.g. 
LinkedIn Alumni Pages) to forge strong relationships. By doing this, firms are able 
to boost their recruiting efficiency by posting jobs on alumni pages, using alumni 
as brand ambassadors, and tapping into alumni’s referral networks. 

While employee referrals have been around for ages, many organizations are 
taking it a step further by engaging social media and technology to utilize employ-
ee referrals as a recruiting tool. These firms use tools such as LinkedIn Company 
Pages and Facebook Talent Communities to enable prospective candidates to have 
peer-to-peer conversations with employees who act as brand ambassadors and tal-
ent scouts for the firm. In addition, social media and technological advances have 
enabled employee referrals to go viral. Some technology-driven service models tap 
into employees’ social and professional networks, and electronically identify and 
reward employees who can make digital references. eBay uses an online Referral 
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Community that encourages employees to share open roles on their Facebook 
and LinkedIn profiles. The employees’ connections see these and apply for the role 
themselves or forward it to someone who they know is suitable. Employees receive 
monetary rewards for new hires that came through their social network through 
technologies that track digital references across an employee’s virtual network.7

Arguably, there is no longer a one-size-fits-all service delivery model that will 
serve to attract talent in a highly competitive and candidate-driven talent market. 
The challenge is to think about ways organizations can build and leverage their inter-
nal capabilities and resources to provide them a competitive edge in hiring top talent.

innovATe And grow from wiTHin

Recruiting from the marketplace comes with substantial costs. Top talent in-
creasingly demands higher compensation, and there are significant oppor-

tunity costs associated with hiring external candidates, including lost productivity 
and time. 

In an attempt to mitigate these costs, many organizations are relying on their 
own workforce to fill critical roles. According to Bersin’s recent research on talent 
acquisition best practices, at least one in five open job requisitions are filled by an 
internal candidate.8 Moreover, given the challenges of retaining talent in today’s 
highly competitive market, organizations are boosting their succession planning, 
internal mobility, and high-potential programs while simultaneously providing 
ample visibility for these initiatives. Keeping top talent around is often difficult, and 
transferring internal talent into critical roles can increase retention and trigger an 
influx of fresh ideas.

Making succession management and mobility programs a more integral com-
ponent of recruitment endeavors can help fill critical roles with internal talent, and 
it sends a message to the market that an organization grows its employees through 
progressive techniques as opposed to merely hiring from the outside. For example, 
a global financial services provider recently staged its first-ever internal career fair 
in London. This one-day, employee-only event made employees keenly aware of op-
portunities outside of their individual departments while keeping them within the 
corporate “family.” Similarly, CACI, a professional services and IT solutions firm, 
used its internal mobility program to fill 701 positions, thus increasing its retention 
rates and reducing hiring costs in an intensely competitive industry.9

A strong talent acquisition strategy relies on insightful analysis, visibility, and 
better integration with internal talent programs:

1. Identify characteristics that predict future success: Analyze data from per-
formance review cycles to help identify skills, attributes, and characteristics 
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common to the most successful employees. This can be used as a benchmark 
to attract candidates (both internal and external) with the highest potential 
for success in the role and organization.

2. Use your workforce plan to drive a robust and flexible recruiting strat-
egy: Conduct analytics-driven workforce planning to ascertain the candi-
date pools (full time, flexible, free agents) to source from to meet workforce 
demands over the short and long term.

3. Move high-potential talent into critical roles: For mobility and succession 
management programs, provide visibility into current and future staffing 
needs, and deploy your high-potential talent into those roles based on suit-
ability and career aspiration.

4. Link career development to a recruitment strategy: Align career develop-
ment goals and career plans with current and future capability needs to en-
able the organization to stay ahead of the curve when it comes to recruiting 
talent internally for critical roles.

While developing an integrated talent strategy facilitates cost-effective recruit-
ment, this is easier said than done. Recruiting internal talent from across an enter-
prise requires disparate business divisions to share employee data. Organizations 
need to assess their culture, leadership alignment, and technology infrastructure to 
decide whether or not to encourage this kind of movement between departments.

cATering To THe cAndidATe-cusTomer

New job searches can be frustrating, stressful, and time-consuming for both 
the job seeker and the company. From the candidates’ perspective, a com-

pany’s recruitment experience is often little more than a necessary evil that doesn’t 
accurately reveal who they are or reflect who they will be as contributors within the 
organization. Moreover, those candidates who don’t receive a job offer are seldom 
given feedback derived from the process that might help them in the future. Fre-
quently, organizations design the entire recruitment process around the company 
itself (and its lawyers) at the expense of its applicants.

From the company’s perspective, finding new talent that can thrive and effec-
tively navigate its unique and often complex social environment can be challenging. 
Too often, technically competent candidates who excel in job interviews turn out 
to be costly mistakes because the interviews didn’t accurately reveal the candidates’ 
creativity, emotional maturity, and social intelligence—the capacity to effectively 
navigate and negotiate complex social relationships and environments. 



deloit tereview.com     Deloitte Review     

15CoURTInG THE C AnDIDATE- CUSTomER

Brand-conscious companies are beginning to interact with potential employ-
ees with the same care they would give to their customers. These companies are 
redefining the entire talent acquisition experience by making sure their candidate-
customers gain tangible value from the interview process, and have the capabilities 
to navigate and succeed within the organization should they be offered a position. 
The results of this innovative approach are impressive because the very process is 
designed to provide prospective candidates with a better understanding of them-
selves, while establishing a trusted relationship between a company and its poten-
tial employees.

How salesforce.com builds a workforce 

Salesforce.com is focused on sustaining and accelerating its growth by building 
its workforce while simultaneously ensuring that the new employees fit its innova-
tive, community-oriented culture. In 2011, the company’s information technology 
(IT) organization relied exclusively on traditional linear talent acquisition process-
es. These traditional processes required 
myriad sequential recruiting steps, 
and filling an open position could take 
months. Moreover, because this process 
relied heavily on interrogatory inter-
views, they were skewed to reveal good 
interview skills and not necessarily how 
a candidate would actually function on 
the job. 

In 2012, under the leadership of a 
new EVP of operations, the company 
augmented its traditional acquisition 
process for IT by introducing a nonlin-
ear model that focuses on a candidate’s 
experience, aptitude, and emotional in-
telligence. Its new model—Social Intel-
ligence Hiring—holistically evaluates 
each candidate’s technical competency, 
social intelligence, resiliency, and per-
sonality. Transparency is a key compo-
nent of this model. The insights gleaned 
throughout the process are openly 
shared with job candidates in a way that helps them learn more about themselves. 

Rather than relying on a series of traditional interviews, salesforce.com holds 
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daylong workshops with its prospective job candidates. Instead of relying solely on 
traditional methods of attraction such as job boards to build interest in the work-
shops, the company directly targets, connects, and extends invitations to prospec-
tive candidates using LinkedIn, Facebook, and Craigslist. Moreover, before the 
workshops, invitees are given access to salesforce.com’s social collaboration tech-
nology, Salesforce Chatter, which allows them to make connections, build relation-
ships, develop teams, and collaborate in an online community. 

Leading up to and on the day of the workshop, the company asks its candidates 
to form teams because much of the work at the company is accomplished through 
teams. At the workshop, these teams perform a series of exercises, all of which are 
designed to reveal strengths and opportunities for improvement for the candidates. 
Because salesforce.com is interested in maintaining a culture where its employees 
are “healthful, creative, and self-aware,” it uses an innovative and expansive en-
neagram-based personality modeling exercise in the workshop, which reveals per-
sonality types and working styles. This activity also identifies candidates with high 
levels of social intelligence. 

The workshop provides the teams real-life challenges in the form of case stud-
ies. The process itself is designed to mimic the way salesforce.com might address its 
actual challenges. Teams of candidates are given time to flesh out solutions, formu-
late their ideas, and present them at the end of the day. The results of the challenge 

mAin TAkeAwAys
Brand-conscious companies that treat the candidate with the same attention and focus that they 

give their customers should find the Social Intelligence Hiring model to be impactful. In imple-

menting this model, several guidelines have emerged as especially helpful:

• Focus on more than just technical skills by having the candidate participate in a variety of 
activities that reveal his or her personality, creativity, emotional maturity, and social intel-
ligence.

• Design the recruiting process to mirror how work actually gets done within the company; 
emphasize team activities for companies that have team based cultures.

• Use extended workshops rather than a short series of interviews as the interaction will 
more accurately reveal who a candidate is in different contexts.

• Drive and nurture connectivity, collaboration, and sustained relationships between candi-
dates and with the company through social media tools.

• Demonstrate to the candidate the importance that the company places on potential 
employees by actively involving and providing access to senior management who are 
committed to be at the workshop events.

• Build trusted relationships by being transparent with the candidates and letting them 
know that the process is about helping them succeed so that they understand and ap-
preciate what you are doing and how it helps them become better.
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have been encouraging; several groups of workshop candidates have produced 
breakthrough ideas and solutions that the company had not considered. Moreover, 
the process reveals how individual candidates interacted with their teams. The 
salesforce.com management teams attend the events and are able to observe, first 
hand, each candidate’s creativity, emotional maturity, social intelligence, and ability 
to interact and communicate. These interactions and the ideas they produce give 
salesforce.com the insights it needs to select candidates compatible with the organi-
zation. Furthermore, candidates come away from the hiring process with new rela-
tionships, a better understanding of themselves and, as surveys indicated, a positive 
view of the company.

THe ArT of ATTrAcTion

A company’s success is directly related to its ability to attract and retain top 
talent. New approaches, technologies, and tools are increasingly becoming 

available that can help build an employer’s brand, employee base, and relation-
ships with potential candidates. Although not all of the activities described will 
make sense for all organizations, companies that have deployed a selected com-
bination of them have achieved impressive results utilizing the art of attraction 
to their benefit. DR
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Google “data as a currency,” and you’ll get back search 

results in the millions. “What if web Users Could Sell 

Their Own Data?” asks a blogger for the New York 

Times.1 A story in Information Management highlights “Big Data 

Analytics: The Currency of the 21st Century Enterprise.”2 You’ll 

find stories heralding big data as the new currency for science, sto-

ries on the personal data marketplace, and even stories on stolen 

data as a currency—not to mention prominent TED talks, World 

Economic Forum studies, and multiple books on the subject. The 

gist of the argument: Personal data has an economic value that can 

be bought, sold, and traded. 

   Remarkably, one area has gone largely unexplored: the role that government will—or 

should—play in establishing data as a currency. Given the problems governments face 

in maintaining stable monetary systems, many data enthusiasts would just as soon have 

government stay away from this emerging instrument of exchange. 

   Like it or not, that’s not going to happen. For one thing, government is one of the 

biggest producers of data—and one of the few major producers that deliver data to the 

public free of charge. At last count, more than 1 million data sets from governments 

around the world were available on the web.3

   Second, governments already regulate how organizations may use personal data, what 

privacy rights individuals have, and myriad other issues involved with the new data 

marketplace. If anything, regulation is likely to increase in coming years as privacy ad-

vocates and consumers step up their demands.  
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Lastly, revelations of the use of private data by the US intelligence community 
have brought the issue of co-mingling of public and private data to the forefront of 
public debate. While the politics are beyond the scope of this article, public consen-
sus on the balance between privacy, security, and the flow of personal data will be 
critical to realize the promise the new data economy represents. Will government 
encourage and stimulate a vibrant exchange in this new currency, or will it just get 
in the way? 

Government can play three principal roles in the emerging data economy: pro-
ducer, consumer, and facilitator. We focus the bulk of our attention on the first two 
roles, with a brief take on how regulation and privacy may shape the market. But 
before we examine these roles, it’s important to gain a better understanding of the 
emerging data marketplace. 

A quick Tour of THe dATA economy 

Ninety percent of the data in the world today was created in the last two years.4 

Between now and 2020, the global volume of digital data is expected to mul-
tiply another 40 times or more. Much of that new information will consist of per-
sonal details: where people have been, what products they’ve bought, what movies 
they like, which candidates they support—the list is nearly endless.5 

Companies are working hard to cash in on the market for personal data. They 
range from aggregator behemoths such as Rapleaf and Acxiom, which hold infor-
mation on as many as 500 million consumers globally, to start-ups such as Personal.
com, which helps individuals control and make use of their own personal data.6   

Government is also an important player in the data economy, not just as a regu-
lator but also as a significant provider and consumer of data. 

The marketplace for data 

Open Data Providers: Government agencies collect huge troves of data (of the 
non-controversial sort) in the course of doing business. Through its White House 
Open Data Initiatives and Challenge.gov projects, the US federal government has 
been releasing large government data sets to the public, free of charge. Companies 
and individuals use this data to create valuable products and services, doing it faster 
and more cheaply than government could on its own.

Data Aggregators: Some marketing companies today build vast databases of con-
sumer preferences and behaviors. If you have an email address, a firm such as Ra-
pleaf probably knows something about you. Combining information from public 
records and consumer transactions, along with digital exhaust collected from social 
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media, mobile transmissions, and other sources, these aggregators give advertisers 
new insights into target audiences.      

Data for Service: Nothing in life is free. When we use services such as Facebook, 
Twitter, or Google, we pay for the privilege by divulging personal information. The 

is dATA reAlly A currency?
   When people discuss currencies, they tend to think of paper notes—American dollars, Japa-

nese yen, or euros. Printed money, however, is only one kind of currency. Throughout history, 

currencies have appeared in many forms, from the storied stone wheels of the Yap islanders to 

cowries, the mollusk shells that became a popular means of exchange in China more than three 

millennia ago. 

   Currencies have evolved over time from stones and seashells to the sophisticated forms of legal 

tender that enable today’s global financial transactions. The evolution of the notion of currency 

continues today, as new, alternative currencies grow in popularity, from bitcoin to the online 

game World of Warcraft’s holy dust.

   To understand how data fits into this evolution, we must rethink our conception of currencies. 

Currency is how we create and exchange economic value across geography and through time. 

It is anything that can serve as a medium of exchange, something that can be “cashed out” for 

goods and services, or used to pay debt or to store value for future use. 

Data has each of these essential characteristics. Because many business transactions involve buy-

ing and selling data, it can serve as a medium of exchange—as cellist Zoë Keating noted in sug-

gesting that instead of sending her royalties, streaming music services should provide her with 

data about her listeners.7  

   The value of data also can be measured easily. And as many of today’s most successful compa-

nies have demonstrated, data appreciates in value when translated into meaningful information. 

For instance, according to the Aite Group, retailers could be paying major US banks $1.7 billion a 

year by 2015 to send targeted discount offers to customers, based on information on shopping 

habits gleaned from credit card records.8 
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Facebook “nation”—now larger than many countries—grows in value with every 
“like,” “share,” and post.  

Data Protectors: To help address concerns related to privacy and personal data, 
the market now offers products to give individuals control over their own informa-
tion. With a data locker from Personal.com, for example, you can store personal 
information, control access to that data, and exchange it according to your wishes. 
Others services, such as Reputation.com, tell you what information others are col-
lecting about you, who’s collecting it and how they’re using it. Several firms also 
provide sophisticated privacy services to keep personal data anonymous.  

dATAPAloozA: governmenT As dATA Producer 

It’s an early Thursday morning, and Todd Park takes the stage at the Washington 
Convention Center. Park, the hyperkinetic chief technology officer for the US 

Department of Health and Human Services (HHS)—who has since been appointed 
US CTO—is in character as the nation’s “entrepreneur in chief.” The goal, he says, 
“is to catalyze the development of an ecosystem—an ecosystem that leverages data 
to improve health.”9   

Eleven universities are hosting viewing parties. (That’s right, college students 
are gathering—in the morning—to watch a bureaucrat speak.) People worldwide 
are streaming the video live. “America is giving you billions and billions of dollars 
of data for free,” Park tells them. He means government data, like the kind that 
launched a $90 billion global positioning system (GPS) industry. As he closes, the 
audience launches into a standing ovation. Data is the new currency.

Welcome to Health Datapalooza, a celebration of the most innovative uses of 
health information. Having recently released troves of data, HHS is using the event 
to debut some of the best health care-related web and smartphone apps driven by 
open government data.

One app, designed by Silicon Valley-based Palantir, matches patients to clinical 
trials. Another, from the University of Rochester, overlays disease incidence data 
from the Centers for Disease Control, plus related tweets, on a map in order to 
track the spread of illness. A similar solution traces the path of a recent salmonella 
outbreak. Maya Designs has used the US Department of Agriculture (USDA) Food 
Environment Atlas to highlight sources of cheap vegetables in America’s “food des-
erts,” areas lacking supermarkets or large grocery stores.

Each program, if successful, promises to save or improve lives. Health care data 
could add billions to the nation’s economy, says Park, and he wants to attract more 
innovators to use it. As founder of successful health care  management start-ups, he 
knows an opportunity when he sees one. 
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Similar Datapalooza events have focused on energy and environmental innova-
tion, demonstrating the potential value of free government data in those sectors  
as well.

A generation ago, mounds of government data sat in file cabinets, tucked away 
from all but a few officials. At best, governments produced prepackaged statistical 
reports—and charged user fees for special data runs.

Not all government data is digitized yet, but a growing movement seeks to 
change that. Just look at what happened in the 1980s, when the government re-
leased GIS (geographic information system) data. The release fueled an industry 
that now includes over 30 million monthly Google Maps users, as well as a GPS 
market that has grown by 26 percent annually in recent years.10 GIS data has trans-
formed daily life for many citizens, simplifying travel and saving them the time they 
used to spend muddling through glove compartments for maps. And GIS can be 
joined with complementary and cross-sector data to groundbreaking effect.

When a 2010 earthquake wreaked havoc in Haiti, for instance, responders need-
ed maps. Soon, a crowdsourced application developed by the NGOs Ushahidi and 
Humanitarian Open Street Map became the default tool for search and rescue teams. 
More than 600 volunteers traced roads and encampments from aerial images into 
a computer program. They mapped data from the World Bank, Yahoo!, and Japan’s 
space agency. In support, the US military released P3 and GlobalHawk imagery.11 

Search and rescue groups could read the resulting maps from handheld GPS 
units. In the evolving disaster area, crowdsourced markers identified resources 
such as refugee camps and cholera response centers. Multiple nations, NGOs, vol-
unteers, and ordinary Haitian citizens came together in an unprecedented way,  
sharing information to save lives.

Enterprising citizens can build real-world solutions out of data. Data from 
sources as disparate as crime records, reports of power outages, and personal ac-
counts of corruption tell a story to those who can translate it. The possible uses for 
government data far exceed what even the best government agencies can devise 
on their own. By making such data public, governments can tap the power of vast 
networks of capable groups and individuals to create public value.

Among the scores of start-ups built around the mountain of open government 
data is New York City-based Enigma. Originally, the company’s founders planned 
to build a currency trading platform. Toward that end, they started digging deeply 
into data from sources such as the World Bank, the Securities and Exchange Com-
mission (SEC), United States Agency for International Development (USAID), and 
the Import Export Bank. 

While masses of public data were available free of charge, they found that it took 
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an incredible amount of time to acquire and manage that information. “I realized 
that the opportunity was no longer in trading but in providing services around the 
data itself,” explains Enigma co-founder Hicham Oudghiri.12  

It didn’t take the founders long to drop the trading platform altogether in favor 
of something far more audacious. “Our goal is to become ‘the’ search and discovery 
platform for public data,” says CEO Jeremy Bronfman.13 A little over a year later, 
Enigma has brought more than 100,000 public data sets into its database. “We aim 
to get it all,” Bronfman says.

Enigma is just one of scores of new companies trying to convert government 
data into a successful business model. Energy.datamarket.com is transforming 
more than 10,000 open energy data sets, from sources such as the US Bureau of 
Transportation Statistics and the World Bank, into useful intelligence for energy 
companies. Hospital Register’s massive database provides access to hospital system 
data from 24 countries. 

Helping to enable such business models are organizations such as the Sunlight 
Foundation and Transparency International, which have pushed governments to 
provide data online. At least 16 national governments have major open data initia-
tives. From Australia to Kenya, from Denmark to Canada, open data projects are 
under way at all levels of government.

To make government data more widely available in the United States, on his first 
day in office President Barack Obama signed the Memorandum on Transparency 
and Open Government. The memorandum ordered federal agencies to provide their 
mountains of data to the public through open application programming interfaces 
(APIs). An open API shares data in a format that any programmer can use and devel-
op, paving the way for dynamic enterprises that organize public data for social good. 
“A new generation doesn’t see government as a problem of ossified institutions, but 
as a problem of collective action,” says Jennifer Pahlka, founder of Code for America.

Pahlka calls her organization a “Peace Corps for geeks.” It hires midcareer soft-
ware developers and embeds them with city governments, where they use their 
creative skills in partnerships with city managers. One Code for America fellow 
in Boston noticed that homeowners shoveled snow from their sidewalks but left 
fire hydrants buried. This led to Boston’s “Adopt-a-Fire Hydrant” app, which allows 
citizens to commit to clearing snow from a fire hydrant, to keep it clear for fire 
department access. Because Code for America’s programs are open source, other 
cities have adapted the app; Honolulu uses a version of “Adopt-a-Fire-Hydrant” to 
keep citizens checking batteries on its tsunami warning system, Seattle to get them 
clearing storm drains, and Chicago to organize volunteer snow shoveling. At least 
five other cities are investigating uses for the app. 
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oPen dATA reseArcH in THe uk
   In 2009, the UK government made its first public sector information assets available as open 

data. At first, the initiative gave citizens and the media the chance to uncover poor performance 

and behavior. And while transparency remains a fundamental policy aim, open government data 

also has an important role to play in the British economy. It creates opportunities for entre-

preneurs and data innovators to build new businesses and business models, and it also allows 

established businesses to add rich context to their existing proprietary data sets, strengthening 

decision making, uncovering cost savings; and enhancing profitability, customer experience, and 

consumer choice.

   Deloitte UK is collaborating with Professor Nigel Shadbolt and the newly launched Open Data 

Institute on a program of research focused on business demand for open data. While many 

businesses have become hooked on “big data,” many are unaware of the potential impact and 

benefit of open data. Deloitte’s report, Open Data: Driving Growth, Ingenuity and Innovation, 

hypothesized that, despite the market being relatively immature, the quantity and quality of open 

data in the UK had reached the critical mass necessary to trigger a step-change in attitudes. Busi-

nesses in all industries can now find relevant open data and use it to improve their products and 

services. Thus, new business models are beginning to emerge: Suppliers, aggregators, develop-

ers, enrichers, and enablers. And new businesses, like Placr, ELGIN, Locatable and Mastadon C, 

are delivering new products and services predicated on the insight they deliver from open data.

   In Open Growth: Stimulating Demand for Open Data in the UK, we investigated the supply of 

and demand for open data as a first step in estimating its economic impact. Our research was 

based on statistics for more than 37,000 data sets from three of the largest official open data por-

tals in the UK. The evidence suggested that consumer-driven sectors of the economy, such as real 

estate and retail, would benefit most from data of relevance to choices individuals make as part 

of their day-to-day lives. We also conducted the first ever UK-wide assessment of the market for 

public sector information, in conjunction with the Shakespeare Review, which is making recom-

mendations to the UK government. Our research calculated the economic and wider social value 

of public sector information to the UK economy to be approximately £7.2 billion ($11 billion).

—Harvey Lewis and Haris Irshad, Deloitte United Kingdom
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“This suggests how government could work better,” says Pahlka. “Not more like 
a private company, not more like a tech company, but more like the Internet itself. 
That means permission-less, open, and generative.”14  

governmenT As dATA consumer

Ever wonder how someone breaks into television? Netflix certainly did. When 
company officials decided it was time for Netflix to start offering original con-

tent, they boosted their chance of success by using their most powerful tool: cus-
tomer data. Combing that data to discover which producers, actors, and shows its 
viewers liked most, Netflix used the results to choose its first production: House of 
Cards.15 That series became the most popular show Netflix had ever offered. Netflix 
developed a successful new business strategy by using data to get into its customers’ 
heads. Governments are also starting to realize the transformative power data can 
have in better serving its citizen-customers. 

The public sector is one of the largest and most diverse customer segments in 
the data economy. From traffic patterns to web search trends, from demographics 
to statistics on student achievement, governments need data of all kinds, and they 
spend a great deal of time and money collecting it. Unfortunately, those efforts are 
labor-intensive and involve massive duplication. They also tend to focus on taking 
data snapshots rather than tracking conditions as they evolve over time. 

But now that the commercial market offers accurate consumer data in near-real 
time, and technology has emerged to perform sophisticated data analytics, more 
and more governments are likely to explore the benefits of outsourcing some of 
their data collection so they can concentrate instead on data analysis. Working with 
reliable third-party data services, government agencies may increasingly look to 
reduce the security and liability-related risks associated with collecting and storing 
data across multiple agencies. 

Some government agencies are already moving in this direction. For example, 
the US Census Bureau buys commercial data for address verification. And to track 
local developments and monitor online gang activity, police departments increas-
ingly subscribe to the Twitter firehose, gaining full access to all Twitter content as 
it’s published. 

Transportation agencies are some of the biggest consumers of third-party data. 
The Virginia Department of Transportation (VDOT), for instance, uses traffic data 
obtained from TomTom—a vendor of GPS navigation systems for consumers—to 
predict traffic jams on the I-95/I-64 corridor.16 By accessing data from millions of 
cars in the region, VDOT quickly gets the information it needs without deploying 
roadside sensors. 

There are both potential risks and benefits arising from government becoming 
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a bigger consumer of third party data. The risks are obvious: breaches of privacy 
and a deep distrust amongst citizens themselves about how governments may use 
commercial data. Complex and impenetrable privacy and user agreements, and a 
history of data breaches, among other things, in the private and public sectors have 
contributed to this uneasiness. Citizens lack a clear picture of what is being col-
lected about them, by whom, or to what end. As privacy norms and practices are 
codified, government will be responsible for implementing a consensus privacy in-
frastructure, not just as a regulator, but also as a market participant.    

With all the challenges, it’s easy to lose sight of the substantial benefits that also 
exist. One of the biggest advantages governments can gain from commercial data is 
having a better picture of trends among target populations. That’s what the US De-
partment of Health and Human Services (HHS) gained in 2012 when it launched 
a competition to find an efficient way to monitor emerging health trends through 
social media.17 The winner, a start-up firm called Social Health Insights, LLC, pro-
duced a web-based tool called MappyHealth that predicts and monitors disease 
trends by analyzing tweets in real time.18 

MappyHealth analyzes groups of 1,000 or more tweets on the same topic and 
in the same area—based on keyword matching and location data—in aggregate.19  
The US Centers for Disease Control and Prevention (CDC) now incorporates Map-
pyHealth data with other real-time health data, such as Google Flu Trends, to better 
track and predict the spread of disease.20  

It’s not hard to imagine dozens of similar uses of commercial data. For instance, 
one could combine census data with data on consumer shopping trends to analyze 
public health issues, such as nutrition and obesity, and then connect the results to 
other health and social issues, such as localized infant mortality rates or high school 
dropout rates. The trick will be to strip out the personally identifiable information 
(PII) in order to protect privacy. While private firms use personal data for market-
ing and other purposes, government is often prohibited from collecting and using 
such information—personal Twitter feeds, for example—especially if it’s deemed 
sensitive under state or federal law. 

Besides tapping commercial data to achieve new goals, governments might also 
use such data to augment—or even replace—some of their traditional data gather-
ing activities. For instance, the US government spent $13 billion on the 2010 US 
Census.21 That included salaries paid to more than 565,000 temporary workers who 
conducted in-person interviews with millions of households. But data aggregators 
such as Acxiom, ChoicePoint, and Rapleaf already offer much of the information 
the Census Bureau needs, including demographic, lifestyle, financial, and other 
personal data on individual households, not to mention lists that match individuals 
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Figure 1. Data aggregators could save the US government time and money

Data aggregators have already compiled public records, consumer transactions, and social 
media exhaust into databases of 200 million or more names. Most of this census form could 
be filled out from these databases.

Countless public 
and private  

records match your 
name to your  

address.

Data aggregator catalogs boast products that include: 
household names and characteristics sorted by gender; age 
data from public and self-reported sources; an ethnicity list 

based on a “country of origin” model that includes race 
codes; and a household characteristics list that provides 
marital status, child data, income, and education data

Acxiom’s catalog has 
144 million house-

holds in it; including 
the size and makeup 

of each one.

A host of consumer transaction databases 
keep your telephone number.  Anyone from 
your grocery store, Facebook, or Amazon 

have at least your name, telephone number, 
and address in one database.

State and local 
public records 

match addresses to 
dwelling type

graphic: deloitte university Press  |  duPress.com
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to address, age, gender, household makeup, country of origin, and race.22 
To be sure, enlisting a private aggregator to help with a census count could draw 

challenges focused on everything from privacy and legal constraints to issues of 
transparency, data accuracy, and reliability (not to mention some public uneasiness 
with the data aggregation industry itself). Nevertheless, as these databases become 
larger and more reliable (Acxiom’s database includes 126 million households and 
190 million individuals in the United States alone23), it is worth exploring whether 
governments could conduct a more efficient and less costly census by tapping into 
third-party data. If nothing else, such data might be used to prefill census forms 
that citizens would edit as necessary. 

Government agencies don’t always have to look to the private sector to save 
money on data. Much of the information that agencies need already resides on 
the servers of other government agencies. Better sharing among agencies could re-
duce costs by eliminating redundant data collection. A recent study by the London-
based think tank Policy Exchange concluded that the United Kingdom could save 
more than $56 billion a year by making better use of personal data that citizens had 
already volunteered to various government agencies.24 By promoting better inter-
agency information sharing, the UK could eliminate the national census, according 
to the study, creating approximately $800 in savings per citizen per year and trou-
bling the population with far fewer data requests.25   

By seeking out more opportunities to collect data from alternative sources, gov-
ernments can have a positive impact on the data economy by using their prominent 
place in the market as a means to stimulate innovation and promote improved pri-
vacy and security standards proactively in the global data exchange. 

governmenT As fAciliTATor 

Lastly, government acts as a facilitator of the data economy and does so in three 
distinct ways: by creating parameters, providing platforms and infrastructure 

for data exchange, and leading from the front. 

Creating parameters. As a regulator, government can foster an environment that 
promotes innovation while respecting privacy.  Balancing the need to help entrepre-
neurs create value from data and the need to protect individual privacy isn’t easy, but 
government has faced such challenges before in areas such as intellectual property. 
And while digital privacy policy is beyond the scope of this article, key questions 
remain about how government agencies should handle PII and what governments 
should do to protect citizens’ digital privacy rights. Developing standards for the use 
of personal data and a Digital Privacy Bills of Rights are steps in the right direction. 
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Building infrastructure. Governments can also provide platforms to foster thriv-
ing data markets. The most audacious example of such an initiative is found in In-
dia, where the government has embarked on the largest identity management proj-
ect in history. Known as Aadhar—India’s Unique Identification (UID) program—it 
brings to life the concept of personal data as currency by creating a unique set of 
biometric and demographic data points for each one of India’s 1.21 billion living 
citizens. The government and potentially business will be able to use the resulting 
database in innumerable ways, from building lender confidence to extending mi-
crofinance to remote areas to introducing new personalized health care services.26

Leading from the front. The modern data economy often looks like a “Wild West” 
digital environment where commercial ingenuity, rapidly changing technology, and 
a dearth of regulation leave many uneasy about the future. Government can help 
bring order and direction to this market by leading from the front—providing an 
example to guide other actors in the data economy. Opening as much data as pos-
sible to the public is one way to provide leadership. Another is for governments and 
international organizations to make data the foundation for a new kind of data phi-
lanthropy—persuading private companies with large troves of big data to donate 
data sets for social good—a movement that has already begun.27   

As a major producer and consumer of data, and as a key player in efforts to pro-
tect personal privacy, government already occupies a crucial role in the new data 
economy. Recent events highlight sensitivities to the types of private sector data 
and how it is acquired, yet the opportunities for data as a currency exist well be-
yond the areas of controversy. Government initiatives will likely become even more 
important as the data marketplace continues to evolve. Government can use public 
data to help foster new commercial opportunities; use commercial data to perform 
its own work more efficiently and effectively; and combine public and commercial 
data to serve the public in ways still to be conceived. As a new form of currency, 
data offers the promise of new wealth for the private and public sectors alike. DR
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Since 2007, mumtaz ahmed and michael 

raynor, with support from colleagues from 

within deloitte* and beyond, have been work-

ing to identify what counts as “exceptional 

performance” and the behaviors that cause it.

The publication of The Three Rules: How Ex-

ceptional Companies Think (www.thethree- 

rules.com) in may 2013 is the culmination of 

this years-long effort and provides an oppor-

tunity to look back and see how the journey 

has unfolded in these pages as they developed 

and tested their conclusions along the way.
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“Survival of the Fattest” in January 2010 looked at the secular decline in re-

turn on assets among US public companies, observing that middling performers 

were bulking up while poor performers were being punished more than ever 

and top performers were doing better than ever. That observation validated the 

relevance of their project: If superior performance is more difficult to achieve and 

more rewarding than in the past, understanding its underlying causes is insight  

worth having.

Of course, ahmed and raynor are not the first to tackle this problem, as they 

acknowledged in “rank Ignorance” (January 2011).  much popular business re-

search lionizes companies that are merely salient, confusing popularity for mean-

ingful economic performance. Statistical rigor is indispensable when separating 

the skilled from the lucky and picking out truly high-performing companies.

The notion of trade-offs has featured prominently in their work. as anyone 

who’s ever had michael as a dining companion can attest, there’s no such thing as 

a free lunch. “It’s a mad, mad, mad, mad World” in July 2010 explored the risk/

return trade-off in pursuit of superior performance, and “Growth’s Triple Crown,” 

in July 2011 examined trade-offs among profitability, growth, and shareholder 

returns.

Over the last three issues of Deloitte Review, mumtaz and michael shifted 

gears, moving from population-level analysis to the careful excavation of spe-

cific case studies. “To Thine Own Self Be True” in January 2012 examined the 

promise and peril of strategic change; “pulling ahead vs. Catching Up” in July 

2012 looked at how individual companies made difficult choices in the pursuit 

of sustained excellence, and “The profit parfait” in January 2013 revealed the 

underlying structure of superior, long-term profitability and how to build business 

models that deliver it.

The three rules they identified to describe the primary determinants of superior 

long-term performance are:

1) Better before cheaper: don’t compete on price, compete on value.

2) revenue before cost: don’t drive profits by cutting cost, instead find ways 

to earn higher prices or higher volume.

3) There are no other rules: View all your other choices through the lens of 

the first two rules.

Where to from here? The research to this point has used US-based companies 

exclusively. The authors are pushing ahead to explore the frequency and nature of 

exceptional performance in non-US markets and have so far completed prelimi-

nary analysis on (in alphabetical order) australia, France, Germany, India, Japan, 
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Korea, malaysia, Switzerland, and the United Kingdom. The questions they hope 

to address are only beginning to emerge but include determining whether and in 

what ways the three rules that seem so powerful in the american experience ap-

ply in other markets, or if an entirely different rulebook is required. We will publish 

the first installment in the January 2014 issue of Deloitte Review.

THere Are no oTHer rules

It might seem somewhat precious to posit “there are no other rules” as our third 
rule, but we feel it serves two important purposes. First, it is our admission that 

we were unable to find any other meaningful patterns in the behaviors of our case 
study companies that were associated with differences in performance. We can-
not prove a negative, but in what follows we will explore at greater length why we 
dismissed such perennial favorites as M&A or diversification as systematic drivers 
of performance. The irretrievably idiosyncratic and contingent nature of how these 
and many other behaviors contribute to performance led us to conclude that excep-
tional companies all have the same recipe (better before cheaper, revenue before cost) 
but use different ingredients.

Second, in addition to creating superior levels of performance, exceptional 
companies deliver superior levels of performance for longer than anyone has a right 
to expect. It seems worth exploring, then, if and how exceptional companies adapt. 
Is exceptional performance a function of deep moats and thick ramparts, or does 
it require agility and flexibility to cope with competitors’ attempts to imitate 
a winning formula, or with the technological, regulatory, or 
other environmental changes that can render onetime ad-
vantages useless, or even turn them into liabilities?

We found that not only were there no patterns 
between companies from different performance 
categories, there were no patterns across 
time within individual companies.  So 
not only did Miracle Workers and Av-
erage Joes show no differences in 
their appetites for M&A, but 
individual Miracle Workers 
were just as likely to adopt 
M&A as to abandon it 
over time. In short, what 
mattered when assessing 
how a behavior affected 
performance was not 
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the behavior or even its implementation, but the contribution made to a company’s 
adherence to or deviation from the first two rules. Where Lost It Miracle Workers 
typically changed in ways that violated the rules, Found It Miracle Workers became 
more aligned with the rules. Most revealing, Kept It Miracle Workers often showed 
evidence of the greatest degree of change in their specific behaviors, but always in 
the service of remaining in alignment with the rules. We conclude from this that 
exceptional performance demands an ability to change in order to stay the same.

sAme reciPe, differenT ingredienTs

We shared with you in chapter 1 some of the frustrations born of our search 
for patterns in behavior at the level of relatively specific activities, many of 

which are the subject of ongoing and extensive research and often feature promi-
nently on managerial agendas. Take, for example, mergers and acquisitions. The 
conventional wisdom has crystallized into “buyer beware,” which is certainly not 
bad advice but not particularly helpful. (When would one ever think it is good not 
to beware?) Research on the topic is largely consistent with this view, observing 
that acquirers, on average, earn about the going rate of return on their investments 
but are subject to wide variation, sometimes doing very well, sometimes spectacu-
larly poorly.1

Unfortunately, the demonstrated riskiness of deals is not reason enough to es-
chew them. Mergers and acquisitions are critical to many initiatives that can be 
essential to a company’s success and even its survival, from gaining access to new 
technologies to international expansion to competitive preemption to creating 
strategic options. Consequently, the question is not “Does M&A help?” but “Given 
my circumstances, and given the details of this deal, is this particular acquisition 
the best mechanism for achieving my goals as I understand them now, and how 
can I employ it most effectively?” Since circumstances and goals vary widely from 
company to company, and within a particular company over time, it comes as no 
surprise that evidence of a first-order relationship between M&A and performance 
is weak and elusive.

In our sample we saw Miracle Workers and Long Runners doing no deals (Lin-
ear and Micropac in semiconductors) and using M&A to transform themselves 
(Medtronic and Stryker in medical devices), nearly driving themselves to ruin 
(T&B in electrical wiring), and attempting to reverse a long-term decline (Finish 
Line and Weis). The deals that worked were in accord with the rules. The ones that 
didn’t, weren’t.

The relationship between business line diversification and performance is only 
slightly less ambiguous, despite the recurring finding that companies with more 
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business units do worse than those with fewer.2 As with M&A and much else, an “on 
average” result hides as much as it reveals.  For example, consider a company that 
has found a highly profitable but slow-growing niche. This company might see op-
portunities in an adjacent market that are less profitable than its current business, 
but such diversification can still make perfect sense if those new opportunities are 
profitable enough. Diversification therefore lowers the company’s performance, yet 
still makes good economic sense.3

This was arguably the dilemma that faced A&F: its core business was rapidly 
filling its niche in the retail landscape, yet new opportunities were not as profitable. 
Part of what makes our research helpful is that it differentiates between declines in 
absolute and relative profitability. Where more conventional research approaches 
would see only a negative relationship between diversification and profitability in 
A&F’s chosen path, we see its diversification as making a key contribution to ex-
ceptional performance by extending the run of 9th-decile results even as absolute 
profitability declined.

Also running counter to expectations, we saw focus associated with mediocre 
performance: International Rectifier abandoned medical devices and pharmaceuti-
cals to concentrate its efforts on semiconductors, yet its performance only deterio-
rated. We therefore conclude that focus is not what matters. Better before cheaper 
and revenue before cost are what matters, and it was along these fronts that IR failed 
to distinguish itself.

Vertical integration is another type of diversification that has multiple determi-
nants and wide variation in outcomes. For example, in nineteenth-century Ameri-
ca several major manufacturing companies expanded into distribution in order to 
compensate for the inadequate capabilities of the “jobber”-based channels of the 
day.4 More recently, the rise of highly diversified business groups in emerging econ-
omies such as China and India has been seen as a response to all manner of “miss-
ing markets” for inputs in everything from capital to labor.5 Theoretical models 
show that vertical integration can serve both nonprice and cost-based competitive 
positions.6  Empirical investigations have shown in a variety of contexts that vertical 
integration can be profitable or unprofitable and that changes in degree of vertical 
integration in either direction can improve performance.7 In an attempt to recon-
cile these findings, there have been repeated efforts to define relevant contingen-
cies that might guide us in determining when vertical integration makes sense and 
when it does not.8 But here, too, there are credible competing views. For example, 
some argue that vertical integration is an effective way to cope with uncertainty 
while others hold that uncertainty undermines its effectiveness.9

In our sample, A&F’s vertical integration was a way to create a more respon-
sive supply chain, which was central to its nonprice competitive position. Weis, in  
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contrast, vertically integrated in the service of its lower-cost, lower-price private-
label strategy. Both companies enjoyed notable success, but A&F has seemed able to 
renew its performance through continued commitment to the first two rules where 
Weis seems less likely to recapture its past glory.

Additionally, business line diversification can sometimes be not a cause of poor 
performance but instead a consequence.10 Weis did not diversify into pet supplies 
until after the performance of its core grocery business had deteriorated significant-
ly. The same can be said of Finish Line’s ill-fated expansion into hip-hop fashion 
with its Man Alive franchise.

A form of diversification that seems to have a less ambiguous relationship with 
performance is international expansion. Several studies have found consistent and 
positive relationships, suggesting that going abroad is a good idea, and especially so 
for companies with diverse product portfolios.11 Our sample seems largely consis-
tent with these findings, for although internationalization was a drag on Hubbell’s 
profitability, it seems to have helped Thomas & Betts and was central to success for 
Wrigley and Merck while the lack of a global footprint seems to have been part of 
Maytag’s decline.

In light of these contradictory, or at least highly nuanced, findings on these and 
other dimensions of behavior, we felt it made sense to explore whether our case 
study data showed evidence of any consistent patterns. Appendix J, “Behavioral 
Differences by Pair-Wise Comparison,” shows the differences for all twenty-seven 
pair-wise comparisons across five behaviors.  Sometimes Miracle Workers do more 
M&A, sometimes less, and on average there is no real difference. Sometimes Mir-
acle Workers are more diversified, sometimes less, and on average there is no real 
difference. We reached similar conclusions for Miracle Worker–Average Joe and 
Long Runner–Average Joe comparisons. The absence of any compelling patterns 
for these or other behaviors we were able to analyze led us to believe that anything 
goes. We could find no other behaviors where the contingencies did not swamp the 
prescriptions, and so the third rule is there are no other rules.

The absence of any rules beyond the first two has important implications for 
how exceptional companies adapt. As with questions of position (better before 
cheaper) and profitability (revenue before cost), whether exceptional companies 
change over time is an empirical matter. It could have been that exceptional perfor-
mance is typically achieved through relative intransigence: Find a winning formula 
and stick with it. Eventually it will be overtaken by events or the competition, but 
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little matter; nothing lasts forever. On the other hand, superior performers might be 
characterized by change. In this case, we would like to know if there are any guiding 
principles that might help determine when and what to change.

We found that, just as the specific recipes for exceptional performance were 
unique to each Miracle Worker, the nature of the changes each employed in order 
to create or sustain its exceptional performance defied meaningful generalization. 
There was neither a small, consistent subset of activities that responded to competi-
tive or environmental shifts, nor did “everything” have to be reinvented. About all 
that seemed to matter was the first two rules.

defying grAviTy

The eighteenth-century philosopher Immanuel Kant (a contemporary of David 
Hume’s) formulated a “categorical imperative” that, he argued, should be the 

basis of all human action: Act only according to that maxim whereby you can, at 
the same time, will that it should become a universal law without contradiction.12  
Lying, for example, is immoral because if everyone lied, language would cease to 
have meaning and communication would become impossible—thereby making lies 
impossible as well.

There is a case to be made that success studies, as a class, founder on the shoals 
of Kant’s principle. Success studies seek to provide advice on how to improve your 
relative performance, that is, on how to do better than the competition. This is very 
different from the sort of advice that seeks to help you improve compared with your 
own historical performance. A successful cost-cutting initiative will reduce your 
costs compared with what they were.  That says nothing, however, about how your 
costs will compare with those of your competitors. If they are pursuing the same 
initiative equally successfully, and so reducing their costs at the same rate you are, 
you might improve compared with yourself but end up exactly where you started 
compared with them. It is this phenomenon that gives rise to the Red Queen effect, 
referred to in chapter 3, of having to run just to stand still.

Consequently, advice on how to compete successfully is subject to an irony that 
borders on paradox. If the advice is right, then it will be universally adopted; if it is 
universally adopted, it does not improve your relative performance; if it does not 
improve your relative performance, it is wrong. In other words, if the advice is right, 
then the advice is wrong.13  

Although true, this criticism is overstated because it is based on the notion 
that success studies seek the secrets of eternal dominance. Certainly this one  
does not. Our objective is to make it possible to do better for longer than one  
otherwise would.
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We think of it this way. Glider pilots, like all airplane pilots, know the expression 
“takeoffs are optional; landings are mandatory.” It means that no matter how high, 
fast, or far you fly, you are going to come back down.  Gravity always wins.

The same can be said of corporate performance. The only certainty for any com-
pany doing well is that eventually it will be doing worse. Every company that has 
ever soared has or will eventually become entirely average—or worse. Although 
you might not be able to predict precisely what will bring down any given high flier, 
it is a sure thing that something will.

Sometimes greatness erodes because of internal failings: Inertia born of com-
placency might lead you to resist obvious and necessary changes; or entropy born 
of hubris might dilute your focus on key customers or markets. Sometimes external 
forces undermine performance: Competitors, spurred on by your success, emu-
late your behaviors or even improve on your original insights, leaving you with no 
advantage at all; changes in customer preferences or regulatory or legislative con-
straints can render historical strengths irrelevant or even turn them into encum-
brances. Whatever the proximate cause, just as no glider can stay aloft forever, no 
company can remain on top eternally.

This unfortunate fact of corporate life imposes an upper bound on the extent of 
the claims one can hope to make about the drivers of long-term, superior profitabil-
ity. No advice can come with a credible promise of perpetual superiority. It might 
be theoretically possible for a corporation to deliver endlessly standout profitability, 
but as an empirical matter, we lack even an existence proof, never mind the sort of 
sample that might make possible the inference of general principles.

We have concluded, however, that even if defeating gravity is impossible, we 
can realistically hope to defy it. Despite the inevitability of a return to earth, some 
glider pilots do fly higher, faster, and farther than others. Using the same equipment 
in the same circumstances, some pilots—the exceptional ones—remain airborne far 
longer, soar far higher, and travel far greater distances than others. For these pilots, 
gliding is not a passive experience. They understand their aircraft, the conditions, 
and themselves and use that understanding to find lift where others find only the 
void, to achieve just the right angle of attack, or to exploit the paradox of diving 
earthward to generate lift and head skyward again. Even exceptional pilots must 
land—but not until long after the rest of us.

Similarly, some companies are exceptional. They are able, for a time—and oc-
casionally for a long time—to overcome inertia, resist entropy, and adapt to com-
petitive or environmental changes. They create better performance and sustain it 
for far longer than anyone has a right to expect. Nothing lasts forever, but then, that 
is not the goal. The objective is to deliver the best possible performance for as long 
as possible.
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Every glider lands eventually. But how long it stays up, how far it flies, and the 
heights it reaches are all profoundly affected by the pilot’s choices. It is our belief 
that by consciously adopting the three rules—better before cheaper, revenue before 
cost, and there are no other rules—you can reasonably hope to deny gravity its due 
for just that much longer. DR

Michael Raynor is a director with Deloitte Services LP and its Innovation theme leader. He 
is the author or co-author of four books, most recently The Three Rules: How Exceptional  
Companies Think (May 2013).
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A chimera no more
Innovation

By micHael e. raynOr and HeaTHer a. gray    
> illuSTraTiOn By anTHOny freda

Like the old chestnut of the bumblebee’s 
flight, innovation seems to work in practice 
but not in theory. There are myriad ex-
amples of success from which we can draw 
inspiration, yet almost no one seems able to 
innovate repeatedly and on purpose. Prac-
titioners continue to lament the unpredict-

ability of innovation, the more Zen-like 
among them embracing the idea 

that failure is inevitable. Who 
hasn’t been told something to 

the effect that if you’re not 
failing often, you’re not 

trying hard enough? 
It’s difficult to know 

if this is powerful 
advice or just de-
feat cloaked in the 
rhetoric of victory.
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In such circumstances, it is common practice to invoke the parable of the six 
blind men and the elephant, with the hope that progress lies in synthesizing the 
many and divergent views. Unfortunately, such a path is not available to those who 
wish to understand innovation, for this field of inquiry faces a much more fun-
damental problem: Where the blind men knew that they each had purchase on 
the same animal, when it comes to innovation, many of us hold parts of entirely  
different beasts.

Think of the variety and diversity of initiatives in most organizations that seek 
to bask in innovation’s golden light. From disruptive new product initiatives to 
efforts to introduce recyclable cutlery in the commissary, there is precious little 
that doesn’t seem to qualify. It is not an elephant we seek to describe, but a me-
nagerie. Imagine now the sightless six grasping, respectively, the wing of a condor, 
the body of a lion, the horn of a rhino, and the fluke of a whale. It is unsurprising,  
if disappointing, that our efforts to make innovation manageable have conjured 
only chimeras.

Few other fields in applied management labor under this burden: Hedging fi-
nancial risk belongs to finance, while motivating and rewarding employees falls to 
a subfield within human resources, and reducing the variation in the output of a 
manufacturing process belongs to operations management. Managers can be effec-
tive in these domains largely because the implicit or explicit definitions that limn 
the boundaries of each tell them what they need to know in order to achieve speci-
fiable outcomes and how to improve over time. If we are to become similarly effec-
tive at managing innovation, we need to define what it is in practical, useful terms. 
Only then can we assemble the parts of the creature that truly belong together.

more THAn A HArmless drudge

Establishing a useful definition to guide any field of inquiry is not an esoteric 
exercise but the most practical of first steps. Unfortunately, it is a step we have 

yet to take for innovation, which has been plagued, almost since its inception, with 
far too broad a notion of what it might encompass.

The trouble began with the seminal work of Joseph Schumpeter in the 1930s 
and 1940s. Almost single-handedly, the Harvard economist convinced a discipline 
obsessed with marginal cost competition that what really mattered was innovation, 
which he defined as, “the introduction of new goods…, new methods of produc-
tion…, the opening of new markets…, the conquest of new sources of supply…, 
and the carrying out of a new organization of any industry.”1

Consider now what this definition places within innovation’s remit. Do we really 
think that finding a Chinese distributor for CAD software (opening new markets) 
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requires the same sort of management processes as shifting from bricks to clicks in 
the retail sector (establishing a new organization)? Does exploring digital fabrica-
tion or additive manufacturing (3-D printing as a new method of production) raise 
challenges that are sufficiently similar to those arising from finding substitutes for 
rare earth metals in the high-tech sector (new sources of supply) that they can be 
treated as one and the same?

A reasonable question is whether having a common definition matters all that 
much. Can’t we follow the lead of Potter Stewart, a late Justice of the US Supreme 
Court, who famously averred that when it came to obscenity, he knew it when he 
saw it?2 As a practical matter, the answer appears to be no. In a seemingly direct ri-
poste to the Potter Stewart school of thought, recent literature identified 60 distinct 
definitions of innovation, prompting the derisive conclusion that researchers had 
collectively abandoned the question of definition entirely, leaving it “to the reader 
to intuitively understand what is now a popular subject in management literature.”3 

When definitions are offered, they collectively lack the coherence necessary to 
create a solid, common foundation. Is innovation “the creation of new knowledge 
and ideas to facilitate new business outcomes,”4 “the effective application of pro-
cesses and products new to the organization and designed to benefit it and its stake-
holders,”5 “the generation, acceptance, and implementation of new ideas, processes, 
products, or services,”6 or something else altogether?

The lack of a shared, accurate definition has undermined our collective ability 
to manage innovation effectively because we cannot determine what matters and 
why.7 One study identified 9 factors and 31 subfactors that determined success.8 

Another revealed 55 factors, and a metastudy of the field itemized 42 subfactors 
clustered into 10 factors.9 In short, efforts to understand innovation are looking at 
phenomena that are the same in name only, so it is no surprise that there are wildly 
different opinions about what matters most.10 

How shall we get out of this muddle? We cannot adopt the lexicographer’s con-
ceit and attempt to derive a definition from how the word is used. Yet on what 
basis and with what authority would we—or anyone else, for that matter—impose 
a definition?

no free luncH?

There is perhaps a third way: Rather than infer or impose a definition, we can 
perhaps derive one by following to its logical conclusion the microeconomic 

theory at the heart of modern competitive strategy.
In his 1996 article “What is strategy?” Harvard Business School professor Mi-

chael E. Porter synthesizes over 20 years of writing, research, and reflection on the 



Deloitte Review     deloit tereview.com

46 InnovATIon: A CHImER A no moRE

implications of microeconomic theory on business competition.11 He concludes 
that different strategies are defined by the trade-offs in the performance of the ac-
tivities that define the value created by a business model.12 Porter illustrates this 
framework using two dimensions of customer value: price and nonprice. (Nonprice 
value is really a vector of all the different dimensions of performance that customers 
want. For instance, in the case of automobiles, these might be safety, acceleration, 
styling, roominess, and so on.)

Delivering any given bundle of nonprice benefits always incurs a cost—it 
is tough, after all, to get something for nothing. The minimum cost required to 
achieve a specified nonprice value is not some fixed Platonic ideal: It is whatever 
cost is incurred by the lowest-cost provider in the market. Similarly, the level of any 
nonprice value that can be provided at any cost has a maximum: No matter what 
you’re willing to pay, you cannot have a car that goes from 0 to 60 in 2.8 seconds and 
gets 75 miles per gallon in the city. The limits of what can be provided at what cost 
describe the “productivity frontier” for a business model at a point in time.

In figure 1, at point 1, a firm can appear to break trade-offs and deliver greater 
nonprice value without an increase in cost; that is, it can move “right” to point 2 
(an increase in nonprice value) without moving “down” (an increase in cost). This 
is because a firm is merely wringing out inefficiencies that others already know how 
to avoid. In other words, at at point 1, it really can get something for nothing by 
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working smarter rather than harder. Firms that have reached the frontier of what a 
given business model can do are “operationally excellent,” in Porter’s terms.

Once a firm gets to 2, however, that is as smart as it can work: The frontier 
defines the limits of what is possible at that moment. Of course, one could exploit 
different types of trade-offs to reach a different point on the frontier, competing 
instead at 3 by moving “up” (a reduction in cost) from 1 without moving “left” (a 
reduction in nonprice value). Once firms are at the frontier, however, changes in 
cost and nonprice value are inextricably linked: More of one necessarily means less 
of the other. Thus, 2 and 3 are qualitatively different strategies because they are at 
different points on the same frontier.

A company’s strategy, then, is defined by the trade-offs inherent in its business 
model, or the activities it performs in order to deliver value to customers. A com-
pany’s business model is strategically differentiated to the extent that it exploits a 
different set of trade-offs than its competition, choosing, for example, to provide 
higher quality but at higher cost and hence price.

For all its power, this model is essentially static because it takes the production 
possibility frontier (PPF) as given and fixed. This is a useful assumption, but like 
many assumptions, it eventually buckles under the weight of accumulating real-
ity. In the auto industry, for example, the trade-off between cost and power has 
changed dramatically over time. 

Today, for example, one of the least expensive machines that we are willing to 
call a “car” (a closed-body private transportation device with a given passenger ca-
pacity and range) is the Tata Nano.  Its price (a proxy for relative cost) is approxi-
mately $2,600, and it has 38 horsepower. At the other end of the spectrum is the 
Bugatti Veyron, which at $1.9 million delivers 987 horsepower. These two automo-
biles define, to a reasonable approximation, the PPF of the trade-offs between cost 
and power in the commercial market for automobiles (figure 2).

It will come as no surprise that 90 years ago the industry was subject to differ-
ent constraints. In 1920, a good candidate for the cheapest car generally available 
was the Ford Model T, which cost $3,200 (in 2013 dollars) and delivered 20 horse-
power. Back then it was still a Bugatti (the Type 35) at the other extreme, which cost 
$180,000 inflation-adjusted and delivered 140 horsepower.  

It’s worth noting that breaking a trade-off does not necessarily translate into 
commercial success: Some innovations disappoint when the trade-offs broken are 
not broken in ways valued by customers. For example, the Nano has faced some 
headwind in finding marketplace acceptance. March 2013 Nano sales were down 
86 percent from a year prior, and only 229,157 units have sold since inception.  The 
reason seems to be that many scooter owners aren’t upgrading to the Nano because 
it isn’t viewed as a “real” car, and car buyers view the Nano as inexpensive and too 
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akin to a scooter.13 In other words, although the Nano falls between a car and a 
scooter, it is still too close to a scooter.  Consequently, commercial success seems to 
lie in being more like a car.

Independently of the commercial success, from an engineering standpoint, this 
outward expansion in the automotive sector’s PPF means that the combination 
of cost per horsepower and total horsepower readily available in a minivan today 
would have been unfathomable to the engineers contesting Le Mans during the 
interwar period. Such movement does not pose a problem for Porter’s notion of 
strategy since minivans in 2013 do not compete with racing cars from 1923. Yet this 
somewhat contrived example reveals how the accretion of many small improve-
ments over the years can yield dramatic improvement overall.

Conceptually, of course, there is no difference between any one of those small 
improvements and their collective impact on automotive performance. How then 
are we to think of those products or services that expand the frontier compared to 
their contemporaries and, rather than competing by making different sets of trade-
offs, compete by breaking trade-offs?

We propose that strategy is defined by the trade-offs you exploit, while innova-
tion is defined by the trade-offs you break.

Establishing the utility of a definition is not something one does with regres-
sion equations or purely deductive arguments. This definition will have to prove 
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its worth one case at a time and gain currency only through adoption. To begin to 
make the case for defining innovation this way, consider four competitive battles 
and how viewing them through the lens of innovation as “breaking trade-offs” 
brings into focus what happened and why.

Beer And wings

In an oft-told tale, the structure of today’s American beer market is a legacy of 
prohibition. With the repeal of 1919’s 18th Amendment to the US Constitution 

through the passage of the 21st Amendment in 1933, the manufacture and sale  
of alcohol was once again legal. Americans, so the story goes, wanted their beer 
cheap, fast, and in large quantities. The only breweries that had managed to stay 
afloat were those big enough to diversify into other businesses, and so America’s 
brewing industry has long been dominated by a relatively small number of mega-
brewers:  Today, the two largest, both global players, have 75 percent market share 
between them.14 

Beginning in the 1970s, however, smaller microbreweries began to crop up. Fo-
cusing on specialty formulations—bocks, pale ales, wheat or honey beers, and so 
on—microbreweries brew small batches, distribute locally, and often use highly id-
iosyncratic ingredients and processes. With 10 percent of the US beer market today, 
microbreweries see themselves as innovative and are frequently described as such 
by the popular media.15 

In truth, however, they are simply exploiting cost/performance trade-offs to 
appeal to less price-sensitive segments of the beer market. They have not found 
a way to make “better beer, cheaper.” Rather, they sacrifice economies of scale in 
their supply chain, production, and distribution in the pursuit of other dimensions 
of performance that matter to the customers they court. They have not expanded 
the frontier of the beer industry, merely staked a claim to a different spot on the  
same frontier.

Megabrewers have responded by launching their own craft beer brands, ad-
dressing increasing market fragmentation with a careful balancing of production 
efficiencies and product differentiation. Leveraging production facilities and exper-
tise, supply chains, and even marketing spend, the craft beer divisions of the major 
brewers are really no different from traditional line extensions one might see in any 
consumer products industry. One of the majors in the United States has a portfolio 
of over 250 craft labels, and megabrewer craft brands are now growing faster than 
microbrewery volumes.16 The result has been a new competitive equilibrium in the 
beer market, with the majors taking constant and careful measure of the craft beer 
segments of the markets they serve.
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Incumbents are not always able to mount such effective responses to competi-
tive incursions, however. Consider the fate of established airlines at the hands of 
low-cost carriers (LCCs). At one level, it is a mirror image of the same problem the 
larger brewers faced. New entrants popped up in response to regulatory changes 
that allowed them to exploit different cost/performance trade-offs that appealed 
to more price-sensitive segments of the market for air travel. Incumbent airlines 
typically responded in much the same way the megabrewers responded to micro-
breweries, comparing the marginal cost of leveraging existing assets such as planes, 
airport gates, reservation systems, loyalty programs, and staff with the total cost of 
setting up something from scratch. This strategy led them to launch LCC divisions 
that were very often closely tied to the core operations, just as the megabrewers 
have done.

Yet the outcomes were far less favorable. Over a 13-year period, there were six 
major attempts by incumbent airlines to launch an LCC division, none of which 
proved successful. Continental was first out of the gate with Continental Lite (1993–
1995), followed by United’s Shuttle by United (1994–2001), whose run overlapped 
with Delta’s Delta Express (1996–2003). US Air took a kick at the can with MetroJet 
(1998–2001). Delta’s Song (2003–2006) was a second at-bat for the Atlanta-based 
carrier, and United tried it again with Ted (2004–2009). What kept going wrong?
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Figure 3. Drivers of a major LCC’s cost advantage over incumbent airlines
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The problem was that, unlike the microbrewery challenge, the stand-alone LCCs 
were true innovators, delivering comparable performance at a cost that incumbents 
could not match (figure 3). They were not merely exploiting trade-offs in the inter-
ests of differentiation; they were breaking trade-offs, that is, they were innovating.

Microbreweries opened up new growth opportunities in the beer industry by 
creating products that appealed more directly to what had been latent, unserved 
market segments. The megabrewers’ response was effective at least in part—and 
perhaps in large part—because the organizational context of their response was 
appropriate to the nature of the challenge. Faced with the need to differentiate 
their product, they used the organizational tools of differentiation but kept those 
elements of the underlying business model that did not need to change. This al-
lowed them to exploit their inherent cost and distribution advantages. Incumbent  
airlines, however, mistook a true innovation for mere differentiation. Consequently,  
when they too reached for the tools of differentiation, their responses fell dramati-
cally short. 

It needn’t have turned out this way. What might have happened had the mega-
brewers responded to the microbreweries as if they were true innovators? How bad 
could it have gotten for them? What if the airlines had better understood the na-
ture of the threat they faced? How effective a response might they have mounted? 
We can never know for sure, of course, but for some insight into these questions, 
consider the experiences of Intel in microprocessors and incumbent management 
consulting firms during the dot-com era.

silicon vAlley vs. silicon Alley

From 1985 to the end of the twentieth century, Intel enjoyed near hegemony in 
the chip business thanks to its ability to introduce increasingly faster chips on 

an increasingly shorter life cycle. Yet in 1999, for the first time, Advanced Micro 
Devices (AMD) had higher market share than Intel in the US retail desktop seg-
ment with 43.9 percent, thanks largely to its gains in the sub-$1,000 system seg-
ment.17  AMD had gained this lead by beginning early—in the mid-1990s—to focus 
on less demanding tiers of the market, where chips that were less powerful than the 
best that Intel had to offer were welcomed with open arms, especially since they 
were being sold at much lower prices than Intel’s highest-performing products. In 
other words, AMD captured a different segment of the market by making different 
trade-offs among dimensions of performance and cost.

So far, this is the just the beer example with higher capital intensity. However, 
unlike the microbreweries and far more similar to the case of the LCCs, AMD had 
set itself on a trajectory of performance improvements that promised to break the 
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cost/performance trade-offs that, at that time, defined Intel’s product roadmap. 
What looked in cross section like a segmentation-based attack was actually the  
beginning of one based on innovation.

Intel’s response was to establish a new unit in Israel, far away from the core 
operations in Santa Clara, California, to focus on building what would become the 
Celeron processor. Based on the Pentium “chassis,” the Celeron was a deliberate at-
tempt to fight back with a lower-cost, lower-priced, lower-performance micropro-
cessor. Launched in 1998, the Celeron’s performance improved dramatically even as 
its price remained constant (figure 4). It quickly became the largest line of proces-
sors by revenue in Intel’s history. Only in the last few years has Intel phased out the 
Celeron and replaced it with Atom, Intel’s new line of low-price microprocessors.

Now cast your mind back to the late 1990s. Venture capital partnerships prowl 
university campuses, showering millions in seed financing on anyone who could 
spell “dot com.” (At least it felt that way.)  No industry seemed immune from the 
corrosive yet generative, terrifying yet exhilarating impact of the Internet, including 
management consulting. The so-called Fast Five (in a dig at the consulting arms of 
the then Big Five accounting firms) of RazorFish, iXL, Scient, Viant, and marchFirst 
were scooping up the cream of the business school crop and securing high-profile 
engagements with not just other start-ups but even the incumbent firms’ major 
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Source: Adapted from Michael E. Raynor, The Innovator’s Manifesto, 2011

Figure 4. Price and performance of Intel microprocessors, 1985–2005
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clients. With dot-com era financing 
to sustain them, the Fast Five were 
eager to take equity rather than cash 
in payment, and, unencumbered by 
established process or allegedly out-
dated paradigms, they promised a 
level of creativity and insight main-
stream firms couldn’t even aspire to. 
(At least it felt that way.)

After two or three years of this, 
even the bluest-blooded consulting 
firms began to respond in ways In-
tel would have recognized. They set 
up new divisions with new names, 
new brands, new locations, and seem-
ingly unprecedented autonomy. They 
looked for talent in entirely new plac-
es, claiming that they didn’t want all 
those MBAs after all, and that PhD 
students in physics and math were 
just what they needed. They aped the 
“payment in equity” with some clients 
and developed new compensation models, sometimes based on ghost equity in the 
division itself in an effort to create the buzz of a true e-consultancy and the high-
powered reward structures that implied.

None of it lasted long or amounted to much. Scient and iXL became part of 
Razorfish, which is today part of Publicis, a multinational advertising and public 
relations company. Viant was acquired by divine inc., which went bankrupt in 2003, 
and marchFirst went public in March 2000 and was defunct by May 2001. Most of 
the mainstream consulting firms, if they talk about this period at all, do so with 
some chagrin. Their new divisions were closed, the ping pong tables disposed of, 
the new business models and compensation systems abandoned.

The major management consultancies of the day overreacted because they 
mistook mere differentiation for a true innovation. Thanks to the economic and 
sociological phenomenon of the dot-com bubble, new market segments emerged 
that wanted, for a time, a different set of price/performance trade-offs. But the e-
consultancies that sought to capitalize on those preferences had not created a new 
frontier. They were at best seeking to exploit trade-offs and were a long way from 
breaking them.

providing high degrees 
of organizat ional  auton-
omy and developing new 
business models  seems 
to increase dramatical ly 
the l ike l ihood that one 
can eventual ly  break the 
trade-offs  that def ine an 
industry’s  ex ist ing front ier.
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THe end of THe Beginning

These case studies reveal the importance of understanding at a fundamental 
level what is and isn’t innovation. Treat an attack based on differentiation as 

if it were breaking important trade-offs and you will likely overreact, but mistake a 
true innovator for the merely different and the pain can last for decades.

As these examples illustrate, at least some of what is prescribed for successful in-
novation can be very effective. Providing high degrees of organizational autonomy 
and developing new business models seems to increase dramatically the likelihood 
that one can eventually break the trade-offs that define an industry’s existing fron-
tier. Taking advantage of this insight, however, demands that we apply this advice 
only where appropriate—that is, where innovation is in fact called for.

Identifying these circumstances means having a practical, accurate definition of 
innovation, and “breaking constraints” would appear to meet these criteria. In each 
of the four cases examined above, it would have been possible to map the cost/per-
formance profiles of the market opportunities in play and determine with sufficient 
precision whether innovation or differentiation were likely to be the more effective 
response (figure 5).

For innovation researchers, we hope our definition will help bring some con-
sistency to the field so that it can emerge from its current pre-paradigmatic welter. 
By consistently defining the underlying phenomenon, perhaps it will be possible to 

Graphic: Deloitte University Press  |  DUPress.com

Figure 5. Matching organizational responses to competitive 
opportunities and threats
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move beyond arguments over the factors and subfactors of innovation and engage 
the real question: how to innovate effectively.

For practicing managers, who are deliberate or de facto consumers of manage-
ment theory, we hope our definition will allow them to screen the advice they re-
ceive and identify the nuggets that speak to the problems they actually face. Is it any 
wonder that so many see “predictable innovation” as an oxymoron when so much 
of the advice on offer is actually targeted at an entirely different outcome?

Whatever the merits of our definition, we remain convinced that one is needed. 
Only when we attempt to synthesize our elephant from the parts of an elephant will 
innovation be a chimera no more. DR

Michael E. Raynor is a director with Deloitte Services LP and its Innovation theme leader. He is 
the author or co-author of four books, most recently The Three Rules: How Exceptional Companies 
Think (May 2013), which is excerpted in this issue of Deloitte Review.

Heather A. Gray is a manager with Deloitte Services LP.
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Disegno di Pininfarina

An hour with Paolo Pininfarina

The chairman of the renowned Italian design house discusses creativity 

the Italian way, how to extend a luxury brand into new markets, and  

   offers his opinion on his company’s best-ever Ferrari design.

By ScOTT wilSOn
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GRowInG UP In 1980s SCoTLAnD, I was transfixed weekly by Miami 
Vice and my hero Sonny Crockett’s bad mullet haircut, suits with rolled-up sleeves, 
and his beast-on-four-wheels white Ferrari Testarossa. Only later did I discover the 
creative power behind the car’s glorious pure lines and aggressive swooping curves 
was Sergio Pininfarina, owner of the Pininfarina automotive design house and ven-
erable Italian coachbuilder that perhaps epitomizes our notion of Italian sports car 
design today.

By that time, Pininfarina had of course established a long and successful part-
nership with Ferrari as the firm’s de facto design team. That relationship remains 
strong today under the aegis of the late Sergio’s son and current Pininfarina chair-
man, Paolo Pininfarina, who has extended the company’s creative reach—often via 
Pininfarina Extra, the company’s product design subsidiary—into new luxury mar-
kets and industries, while retaining the traditions that brought the brand fame in 
automobile design. Over a long-reaching discussion on what makes his company 
tick in terms of innovation and creativity, we explored a variety of topics including 
the perennial appeal of Italian design, lessons learned extending a company’s core 
competence into new markets, and how tradition and heritage remain at the center 
of the company’s design philosophy forged more than 80 years ago when his grand-
father, Battista “Pinin” Farina founded the company in Turin, North Italy. 

I begin our dialogue by wondering aloud what makes Pininfarina unique in 
the world of design firms. And has this had any kind of impact on allowing the 
company to diversify? The chairman pauses before explaining that the decision to 
compete in new markets was originally taken by his father, Sergio, in the mid-‘80s, 
who saw an opportunity to gradually leverage the strength of the brand’s reputa-
tion in the automotive sector into other transport sectors and then eventually into 
global industrial and consumer design markets.

“My father took the decision to expand the brand because he recognized the 
potential for development and extraction of the value we had built up in automotive 
into new markets, beginning with other forms of transport. He was also aware that 
if we leveraged the brand in other sectors we would reduce the risk of imitation by 
others in those sectors, so it was also a defensive approach to protect the brand that 
gradually became quite important and strategic over the years.

“And what makes us unique I think is our history, which is very special. Our 
firm dates back to the ’30s prewar, and there are not so many design firms today 
that can say they have more than 80 years’ history. It’s our family heritage which I 
think makes us unique because there is only one Pininfarina family and one Pin-
infarina vision on design. My grandfather was special in creating this vision and 
making sure it lasted, building something that would be around for decades. He 
was also lucky in a way because his son Sergio, my father, was also very talented, 
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perhaps even better at building  the company we are today. He was a great engineer 
and very committed to improving the company with strong ethical values. But then 
I would say that he, too, was also lucky in that his sons—myself and my brother 
(the late Andrea Pininfarina)—were very involved in the business from an early 
age and also determined to continue the development of the company in the same 
way. So we are a family business, and it’s a nice story with many good moments but 
also bad moments, such as the Second World War for my grandfather and then the 
death of my brother five years ago. But we are very strong, and I think we are also 
very resilient.”

Does that resiliency translate into the essence of the Pininfarina design vision? 
Are there other elements that separate Pininfarina design from your competitors’?

“Absolutely, and one of the things that I do every day when I am involved in the 
design projects is to guarantee the Pininfarina brand. I can see when we have a clear 
solution to a technical problem in a new car or train or whatever, but it has to be the 
right solution. Something can be good but if it’s not what I classify as Pininfarina 
then we don’t implement it. Being one of the experts on the history of the company 

I often make final judgment on what is and what is not “Pininfarina.”
“Much of what can go into that judgment can seem intangible but our design 

work has to be innovative, it has to be essential, it has to be harmonic, it has to be 
balanced, and above all it has to be elegant. Elegance is something that is very im-
portant, and after all these years I think we can be proud to say that our cars are the 
most elegant. And this is the result of great consistency in our design approach, year 
after year, project after project. We have a history of about 800 cars designed and 
about 500 other design projects outside of automotive we were involved in, so that 
in itself is a good reference for what we do.”

Would you say there is a specific approach to implementing that design philoso-
phy at Pininfarina?

“I think I can be a little provocative in answering that question when I say that 
we believe there are two approaches to design. One is very contemporary, an ap-
proach based on design by the people, coming from the people… it’s a bottom-up 
approach. It’s like local fashion getting popular and suddenly becoming global. It 

I often make final judgment on what is and what is not “Pininfarina.”
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starts with the people and goes all the way to the top. And the other approach is 
what I would call more aristocratic, more of a top-down approach. So for example, 
design elements of a Ferrari eventually influence design elements of an Alfa Romeo 
and so on. It’s extending some of the design from the level of grand luxury down to 
the level of mass-produced products to give that sense of imitation of luxury.  

“At Pininfarina we believe in the top-down approach. We think that starting 
from luxury we can generate progress and innovation because it embodies the logi-
cal spirit of curiosity and admiration people have for luxury products. It allows 
you to have the freedom and budget to explore innovation, and by following the 
top-down approach you can eventually bring ideas to the mass market. We know 
this is a different approach to the other way that some may say is more “democratic” 
rather than “aristocratic,” but I believe that luxury goods are important to enable 
new designs to emerge. And in that sense I don’t believe luxury goods are an iso-
lated area to the rest of the world; absolutely not.”

At this point I am reminded of the philosophy of renowned chef and innovator 
of molecular gastronomy, Ferran Adria, who, while reaching his creative zenith at 
his landmark restaurant elBulli, attributed much of his success to managing and 
deploying talent and technology in a harmonious approach to innovation. 

How does talent and technology play a role in Pininfarina’s top-down approach 
to design?

“Talent is very important, of course. We look for people with values like integ-
rity and thinking for the long term, that is, long term for the company and also for 
the development of their personal careers in the company. We don’t want to have 
people come here, learn, and then go. We prefer to have people that stay and grow 
in the company.

“But there are also people who come to our company from outside who we 
think can produce design work that is in tune with Pininfarina. The world is more 
complex these days, more competitive, so we need to find the right balance between 
our tradition of developing our own people to grow with the company and bring-
ing in new people with new ideas who share our values and can help support the 
growth of the company.”

“When it comes down to it, great design for me is something that is durable.  

Durable means something that is evergreen, classic; design that will always last.
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Are you ever concerned that if too many people come and go at Pininfarina they 
will take what they have learned there and use it to succeed at other companies?

“No. I actually think that is not a big concern because if someone is talented at 
Pininfarina I do not think it is inevitable they will be just as talented somewhere 
else because they will have left the special environment we have at Pininfarina and 
they will not receive the same support they get here. To be frank, we have lost key 
people in the past who went to other companies, but I believe they never again 
expressed the same talent they had while at Pininfarina. What concerns me more 
is that we lose our time bringing someone in, developing them, and building their 
career for them to then leave. But that’s life. People come and go, but Pininfarina is 
always there.

“What we do have to be careful about when bringing people in from outside is 
on the one hand not ignoring what is going on with more contemporary design and 
engineering trends. We always have to be curious and knowledgeable about such 
things. But we cannot be impressed too much, otherwise we risk becoming too 
contemporary rather than truly innovative. We have to anticipate what the trends 
are likely to be in the future, but we have to preserve the classical Pininfarina style 
and also maintain our tradition of innovation. 

“When it comes down to it, great design for me is something that is durable. 
Durable means something that is evergreen, classic; design that will always last. It’s 
what we are known for, and I think it is good for the industry and has proven to be 
a good investment for our partners through the years. When you come to Pininfa-
rina you know your product will last, and that’s very important from an economics 
perspective.”

What about technology? Over the last 30 years there have been huge technology 
changes in the automotive and design industries, and technology occupies a greater 
space in our lives. Is this a good thing for design and creativity? Can you still main-
tain your classical heritage in the face of relentless jumps in technology?

“It’s an interesting question. Craftsmanship and artistic talent was the core 50 
years ago, but then technology began to play a bigger and bigger part, as you say. 
But I think Pininfarina has always been very in tune with technological progress. 
We have a strong engineering tradition, and you can see that in our designs, which 
are often expressed via use of new materials or new aerodynamic processes or ad-
vances in areas like electric propulsion. We think we are always very involved in the 
evolution of automotive technology, but what’s also important is to make sure we 
get the right mix of technology and craftsmanship in what we do. 

“A good example of this is the prototypes we make, the concept cars or the lim-
ited editions, and one-offs, etc. It’s here that you can see a lot of new technologies, 
new materials, new solutions combined with the capability to make these pieces in 
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very small quantities. These products are tailor-made, which is at the core of our 
brand’s heritage of craftsmanship. And I believe this is where our brand has more 
recognition, in that area of special editions, one-offs, grand luxury projects rather 
than, say, in mass production. And this is very much in alignment with our redefi-
nition of the Pininfarina vision that we carried out five years ago when we moved 
away from design for mass production and instead concentrated manufacturing on 
very select limited editions.

“My father died in July 2012, and we decided to make a car for 

him, to honor his legacy. We started the process in September 

that year and ... manufactured a complete new car in six months, 

which was incredible, really. This was all down to using the right 

technologies to enable fast prototyping and allow us to trans-

form our dream of a gift to my father...”
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Would you say, then, that technology has not compromised the artisan creativ-
ity that you’ve always been known for?

“Technology helps, but you must not become a slave of technology. It only helps 
if you select the right technology for you. But it can definitely help. I’ll give you a 
simple example: My father died in July 2012, and we decided to make a car for him, 
to honor his legacy. We started the process in September that year and presented 
the Sergio Ferrari concept car at the Geneva motor show in late February. So we 
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actually designed, engineered, and manufactured a complete new car in six months, 
which was incredible, really. This was all down to using the right technologies to 
enable fast prototyping and allow us to transform our dream of a gift to my father 
of this beautiful car in just six months.

“But let me say something very Italian. What made the difference in this  
instance was passion. Passion and the commitment of our people to give 110 per-
cent because we all wanted to produce the best of the best—a car with the name of 
our chairman.”

That must have been a very emotional project for you. Are there any lessons 
learned that you can apply to other projects?

“Yes. To be able to turn something like that around in six months is quite re-
markable. It was a very special project, but probably the lesson is that sometimes if 
you compromise too much and get too many suggestions from your team or from 
outside then you end up wasting too much time. In the end we said, OK, we want 
to be fast, we want to make a Ferrari, a Ferrari inspired by the chairman. And we 
agreed, and we started. We did not need too many checks or the need for confirma-
tion. So everything was done fast, and in the future I hope we will be able to learn 
from what we did there.”

You mentioned before that you sometimes have outsiders come into the com-
pany and help grow the brand, but you also have many high-profile partnerships 
with other luxury brands, and I read that your father, who was also an Italian states-
man, was very keen on being able to partner with international companies as a 
mechanism for growth into new markets beyond Italy. 

“As far as Pininfarina is concerned I would say that we are Italian first, of course, 
but we are very much international. We don’t want to be perceived as only an Ital-
ian brand. We have an ambition to be active globally, and yes, that has always been 
something Pininfarina has tried to do with partners. My grandfather used to say 
‘I want to have a partner in every country’ and we certainly had partners in Italy 
such as Alfa Romeo, Ferrari, Fiat, and so on, but from an early age the company 
also had partners in France with Peugeot, we had British Leyland in the UK, and 
we had General Motors in the USA. This was in the ’50s and ’60s, and then we part-
nered with Nissan, then came Honda and Mitsubishi, and afterwards we did a lot 
of work with Ford, then Volvo. So we have definitely tried to continue this strategy 
as a means of growing our business globally, and this has paid off for us. About 90 
percent of Pininfarina turnover goes outside of Italy now, and the majority of the 
remaining 10 percent is for Ferrari, and that too goes mainly outside of Italy.

“This is something we think is good for us because being more internation-
al opens your mind to different markets, attitudes, customers, and technologies. 
It’s good for innovation. And also I find that being an Italian business helps with  
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becoming more international because I find a tremendous enthusiasm for Italy 
whenever I travel for business. It doesn’t matter if I am in Singapore or San Francisco,  
or like last week when I was in Sao Paolo, I find this fantastic enthusiasm about 
Italy, which allows us to be much more positive and optimistic about working  
internationally.”

Has partnering with these international companies ever influenced your  
design process?

“Yes and no. Not so much the design, which is our core competency, but certain-
ly in the areas of process engineering and manufacturing, for sure. Partnering with 
the Japanese was very helpful when we redesigned our factory 20 years ago because 
of course they were very strong in process engineering, and we learned from them. 
But as we extend the company internationally, we will always keep the conceptual, 
creative design phase in Italy because that was my father’s mission; that’s what gives 
us our Italian style, our Italian flavor.”

Do you have strict criteria for who gets to partner with you?
“It all depends on the type of partnership because it may be a design partnership 

or an engineering service or some limited edition manufacturing. Each partnership 
can be different according to the brand or the end customer, so selection of partners 
can often be quite complicated. However, we always abide by our own partnership 
principles of making sure we never disturb our partners in the markets they serve. 
So let’s say we are doing a car with Ferrari—we will never do something else that 
would directly compete with our partner Ferrari. That is true in all the sectors we 
partner in. For us, it is very important that we can build trust with our partners, 
to be very clear with each other, to be very transparent in the way we do business.”

You mentioned that you have plans to push the Pininfarina brand into other 
grand luxury sectors that are far removed from the automotive industry. How easy 
is it to do something like that when your brand is so strongly associated with auto-
mobiles? Isn’t there a risk that moving into more consumer products markets and 
even getting into sectors such as the hotel industry (the company designed the Ke-
ating Hotel in San Diego, which opened in 2007 to critical acclaim) where you have 
no previous expertise could be damaging to your core automotive brand?

“Well to begin with I think expanding our brand into new sectors will always be 
a very gradual process. We are very curious to see how we can leverage the strength 
of our brand in new industries. With the Pininfarina-designed hotel in San Diego, 
that was really our very first experiment in this sector. But I would be interested in 
seeing what we could do with another Pininfarina hotel in New York or Paris or 
Rome and eventually throughout Italy. I am sure there will be some others in the 
future. To me this is following the logical process of innovation, and while it should 
be gradual we should not fear innovation.
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“Regarding risks to the core brand, we do spend a lot of time selecting and work-
ing with consumer panels. We are very conscious of the dangers of over-inflating 
the brand, but at the same time we don’t want to lose opportunities to explore new 
sectors that could help grow the company. Like everything, it has to be a balance. 
You cannot always say yes to new opportunities, but it is also correct not to always 
say no because then we would never be able to explore the potential of our brand. 
Also, we have confidence in our brand being quite solid after more than 80 years. 
I think people around the world now understand that Pininfarina is not just about 
automotive. And that makes me quite comfortable about exploring other sectors 
but always being mindful to respect our core values of elegance, durability, and 
never being considered too fashionable. I think there are many opportunities where 
our automotive heritage will give credibility and value, and we will focus on those 
in the future.”

Do you take what you learn in these new areas of business back into the auto-
motive design process? Any learning experiences in designing hotels or consumer 
products that can be used in the core business, or is it the other way around?

“When we collaborate on design we always try to go through the experience of 
our partner while always trying to give our own input. We do that to try and make 
something that is in line with the brand of our partner but is also expressing the 
values of Pininfarina. For example, we made a dispenser for Coca-Cola, which is 
definitely in line with their brand because it expresses their colors and the friend-
ly values of Coca-Cola. But it also expresses the values of the Pininfarina identity 
formed in automotive when you consider things like materials, graphics, colors, 
technologies, et cetera. 

“I wrote a book with a journalist about eight years ago, and we did an analysis 
of about 20 Pininfarina projects outside of automotive, examining any connections 
back to automotive in the designs, exploring where the automobile was in the pro-
cess. And we actually found there was always a more or less subliminal connection 
with automotive in every project we do because it’s in our hearts. So it somehow 
always comes out in every project.”

As our time together draws to a close, I bring our conversation back to the sub-
ject of Italy and the notion of Italian flair in design. I ask the chairman why he 
thinks Italy leads the world in many areas of design. Does he believe there are cul-
tural reasons to this?

“I think it’s a mix of reasons that are mainly historical and geographical. The lat-
ter because we are in the middle of the Mediterranean, the middle of Europe, and at 
various points in history Italy was divided into many small states and monarchies 
with influence over neighboring countries such as Germany, France, Spain going 
right back to the time when the popes had great influence. This meant the history of 
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Italy was also fragmented and allowed a lot of different artistic standards to emerge. 
So if you see a church in Sicily it’s different from a church in Milan or Torino, but 
they all have strong artistic values. And of course this meant we had many differ-
ent styles of craftsmanship and artisan skills, a lot of which were established when 
the fragmented states were at war with each other. And then of course we had the 
Renaissance period, and Italy was known for having great sculptors, painters, en-
gineers, the era of Michelangelo and Raphael creating this fantastic tradition of art 
and craftsmanship that you can still see today expressed in modern brands such as 
Ferrari, Gucci, and all the others that are at highest levels of quality. In these brands 
you can always find that tradition of handmade artisanship, skill, and elegance that 
comes from the past. I think this is the secret to the enduring Italian style.”

What’s next for Pininfarina, what are the plans for growth, and how will you 
achieve them?

“I see a lot of international growth as we explore new markets where our brand 
has strong recognition. Every country is different of course, and not all markets 
will have the same reaction to Pininfarina. So every market has to be explored and 
studied, and if we think there is potential we will gradually build partnerships there. 
For example, I see great potential in Brazil, and every time I go, there is one more 
partnership starting. It’s a country that we previously had no business in, so I feel 
very positive about our opportunities there.

“So growth geographically, but also growth in new services that will not only 
be in automotive but also industrial and environmental and eventually doing more 
in the area of architecture and buildings where we think Pininfarina can be a good 
fit. In automotive I think the growth for Pininfarina is back to our roots, to go 
back to doing more of the limited edition work because that is an area that could 
be explored more than we have done recently. One example of that is of course the 
Sergio car we discussed, and we could eventually do more than one. We could also 
explore doing similar projects with other automotive brands if we can find the right 
opportunity to express co-branding in the best way.”

A final question and I can’t resist: In your opinion what is the most beautiful car 
your firm has ever made?

“That we ever made? I’ll tell you the same I told Italian television: the Sergio 
Ferrari. It’s the car I made for my father, and it’s my favorite. It was a real challenge 
to do something at that level of excellence, but I think we succeeded, and that is my 
favorite.” DR

Scott Wilson leads Telecommunications, Media, and Technology research for Deloitte Research,  
Deloitte Services LP.
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oPen innovATion in THe moBile secTor: A mATcH mAde in HeAven

For many who have succeeded in capturing value from the onslaught of  
disruptive mobile technology, stories abound of entrepreneurial dare com-

bined with strategic nous to fend off the waves of competing firms, old and new. 
Others it seems are just happy to be in the right place at the right time to exploit 
emerging markets awakened to the possibilities the mobile web affords. But dig 
beneath the surface of some of the sector’s best performing companies and recog-
nizable patterns of behavior surrounding their approach to innovation and growth 
begin to emerge. 

Indeed, one segment of the industry notable for perhaps flying under the radar 
when it comes to high-profile mobile growth strategies is the semiconductor sec-
tor. Traditionally known for pursuing innovation via Moore’s law to the nth de-
gree and shrinking chipsets onto expanding silicon wafers, the industry’s leaders 
have quietly positioned themselves at the center of mobile technology innovation 
across multiple emerging markets. Look closer still and some of the best-known 
chip companies making significant moves in mobile are connected by a common 
thread—the use of open innovation (OI) strategies and tactics to gain leadership in 
new mobile markets. 

open
Making  

  innovation 
work in mobile 
Insights from the semiconductor industry

By ScOTT wilSOn and craig wigginTOn    
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In this article we explore how and where select semiconductor companies have 
taken the standard OI playbook and have been able to evolve and shape-shift critical 
elements in order to lead innovation in mobile. Specifically, we focus on prominent 
new markets in sectors undergoing rapid transition, where growth opportunities 
flourish for those able to compete with innovative mobile business models. But first 
a quick glance at some of the industry’s headline growth trends sets the scene.

THe rising Tide THAT lifTs All BoATs

Ask most executives tasked with developing new business models with mobile 
tech at the core and they’ll probably agree it’s a tremendous opportunity, but 

one that’s increasingly difficult to realize. At least in part this is because the once  
traditionally predictable wireless sector finds itself constantly disrupted in what 
Dartmouth professor Richard D’Aveni once described as a period of sustained  
hypercompetition.† Nevertheless, as the saying goes, out of adversity comes oppor-
tunity, and now more than ever consumer and enterprise markets are demanding 
mobile products and solutions that, in turn, fuel the fire for innovation. 

The blistering growth in mobile data traffic continues

In case you haven’t heard, mobile data traffic is through the roof. Earlier this 
year, Cisco’s annual Visual Networking Index predicts mobile and Internet data traf-
fic to increase 13-fold from 2012 levels over a five-year period. Even more signifi-
cantly, the index forecasts total mobile traffic to increase at a CAGR of 66 percent 
during 2012–17 (see figure 1). In the United States alone, according to industry 
wireless association CTIA, wireless traffic doubled, with 104 percent year-over-year 
growth between 2011 and 2012, as the base of mobile subscribers grew (see figure 
2). And let’s not forget emerging markets across Eastern Europe, the Middle East, 
Africa, Asia-Pacific, and Latin America, which are poised to eventually outgrow the 
developed world in terms of mobile traffic growth by 2016.1 

Across the technology, media, and telecoms (TMT) sectors, the magnitude of 
these forecasts should not be underestimated. The pace of growth in mobile data 
traffic is staggering, reflecting how society has embraced mobile wireless technol-
ogy in ways that were unthinkable a mere five years ago. As Silicon Valley venture 
capitalist Mary Meeker points out,2  innovation in mobile technology and wireless 
connectivity has rapidly touched upon all facets of life and “reimagined” everything 
from personal computing, printed media, news, and information to music, video, 

†Hypercompetition, as described by Prof. Richard D’Aveni, describes hyper-inflated market competition 
that can emerge in sectors prone to rapid technological disruption with competitive advantage often 
difficult to sustain. See R. D’Aveni, Hypercompetition: Managing the dynamics of strategic maneuvering 
(New York: The Free Press, 1994).



deloit tereview.com     Deloitte Review     

71mAKInG oPEn InnovATIon woRK In moBILE

home entertainment, and art, to eating, drinking, health care, banking, and com-
merce. The list is seemingly endless. Mobile technology has undoubtedly changed 
how we live, work, socialize, and collaborate. And yet, in many ways, we’ve barely 
scratched the surface. With the advent of ubiquitous wireless access in cities across 
the developed and developing world set to spur waves of democratized digital pop-
ulations, the possibility that mobile technology will transcend previous technologi-
cal shifts in societal impact is very real indeed. 

The 4G era in with a bang

In economic terms, the emergence of the 4G wireless era has profound consequenc-
es for firms competing across the TMT sectors. Perhaps more so than previous 
network standards, fourth-generation network technology in the form of the LTE 
(long term evolution) standard is poised to boost mobile innovation and adoption 
and fuel the upward growth of mobile data traffic to new heights.3 On paper, LTE 
provides a jump in network speeds and bandwidth capability, ushering in that new 
wave of mobile ubiquity, which has seen 4G adoption in the United States lead the 

Graphic: Deloitte University Press  |  DUPress.com

Source: Cisco Systems’ Visual Networking Index (2013)

Note: 1 exabyte (EB) = 1,000 petabytes (PB) = 1 million terabytes (TB) = I billion gigabytes (GB) 

Figure 1. Mobile traffic in exabytes (EB) per month, global, 2012-2017
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way, commanding roughly 64 percent of worldwide LTE subscribership. Analyst 
estimates suggest LTE services will generate more than $11 billion in service rev-
enue in the United States by 20154 with global LTE subscribers likely to exceed  
1 billion by 2016.5  That’s a whole lot of connectivity going on.

Smartphones continue to dominate as mobile growth platforms

These days smartphones are ubiquitous, blurring the boundaries between the 
worlds of enterprise, commerce, and high-street consumers. From the latest su-
perphones, such as the iPhone and Galaxy models, to lower-tech devices (not-so-
smart-phones, if you will) flooding emerging markets and enabling greater access 
to mobile computing for the masses, their popularity has never been higher. Un-
surprisingly, this device category is easily the most significant growth driver for the 
mobile semiconductor sector.

Indeed, a comparison with the traditionally robust PC semiconductor market 
illustrates just how quickly smartphone and tablet adoption has risen over the last 
18 months, with an even greater uptick expected in the next three to five years. 
Much of this demand will emerge from basic and low-cost phones in the emerging 
markets as cost-conscious consumers seek out increasingly affordable devices. As 
mobile technology development accelerates, a trickle-down effect is prevalent in 
many markets, helping spur growth in low-end product categories across develop-
ing economies. For example, in regional markets such as China, technology reuse 
has never been higher and is set to spike further with a reference design approach 
in semiconductor chipset utilization becoming common among vendors. This will 
have a lasting impact, and analysts expect China’s connected device market, which 
encompasses a broad range of consumer electronic devices in addition to mobile 

Graphic: Deloitte University Press  |  DUPress.com

Source: CTIA (2013)

Figure 2. Number of wireless-enabled subscriber connections (millions), 
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devices, will experience six-fold growth by 2020, representing some $700 billion in 
potential revenue—twice the current semiconductor market.6  

The tablet takeover … au revoir PCs?

And let’s not forget tablets. Possibly the biggest shift in mobile device owner-
ship over the last 12 months has been driven by a voracious consumer demand for 
tablets, which have become the mobile device du jour across an increasingly wide 
demographic. Such is the extent of the demand that some analysts predict up to 
44 percent of consumers worldwide will own tablets by mid-2013, with 25 percent 
being first-time owners.7 In the United States this trend is particularly pronounced, 
with tablet ownership thought to be in the region of 25 percent in 2012, compared 
with just 3 percent in 2010.8 Moreover, a recent study by Deloitte LLP* predicted 
that almost 50 percent of US consumers will likely own tablets by the end of 2013, 
with 22 percent expected to be first-time buyers.9  

In the short term, a victim of this shift toward ultra-mobile computing plat-
forms could be the market for desktop personal computers (PCs). As the mobile 

analyst  est imates suggest lTE serv ices wi l l  gen-
erate more than $11 bi l l ion in serv ice revenue 
in the United States by 2015 with global  lTE 
subscr ibers l ike ly  to exceed 1 bi l l ion by 2016. 
That’s  a whole lot  of  connect iv i ty  going on.

*As used in this document, “Deloitte” means Deloitte LLP. Please see www.deloitte.com/us/about for a 
detailed description of the legal structure of Deloitte LLP and its subsidiaries.
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Figure 3a. PCs, smartphones, and tablets: Unit shipment forecast, 
global, 2011–2017
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Figure 3b. PCs, smartphones, and tablets: Revenue forecast, global, 
2011–2017
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web experience increasingly matches, and in some cases exceeds, the desktop PC 
web experience, a significant amount of IP and Internet traffic is originating from 
non-PC devices. As tablets such as Apple’s iPad become content creation devices, 
consumer demand for PCs is expected to plateau and remain sluggish in the imme-
diate short term. At the same time, new tablet design form factors and innovative 
mobile software development will spur consumer adoption and help address email, 
social networking, web browsing, and mobility requirements at relatively lower 
price points compared to PCs. Again the numbers don’t lie—468 million tablets 
are expected to be shipped worldwide by 2017, and subsequent revenue is expected 
to increase from $40.8 billion in 2012 to $93.2 billion in 2017 (see figures 3a and 
3b). At the regional level, the United States will primarily continue to lead in tablet 
shipments through 2017.10  

It’s a wonderful (connected) life

Mobile growth opportunities for semiconductor companies are not just restrict-
ed to smartphones and tablets. Cast the net wide, beyond the wireless sector, and 
the impact that 4G will have on nontraditional wireless industries such as retail, 
health care, energy, and automotive is expected to be even more pronounced. Here, 
mobile device and software innovation—focused on enhanced wireless connec-
tivity powered by machine-to-machine (M2M) technologies—is driving business 
model innovation. The outcome is a flood of new mobile products and services in 
industries adopting mobile technology at their core. In economic terms, the net ef-
fect of this technological shift is significantly positive across multiple facets of the 
mobile industry’s value chain, from both the supply and demand sides. Health care, 
commerce, retail, and energy are all industries considered to benefit the most from 
the emergence of 4G broadband technology.11 Devices integrated by M2M wireless 
technology are enabling new gateways to connectivity and propelling mobile rev-
enue growth in the process. As a result, worldwide M2M interconnected devices are 
on a steady upward march that is expected to surge 10-fold to a global total of 12.5 
billion devices by 2020.12 M2M traffic forecasts show a similar trajectory with traffic 
predicted to grow 24-fold during the period 2012–2017.13 Revenue from M2M ser-
vices spanning a wide range of industry vertical applications, including telematics, 
health monitoring, smart buildings and security, smart metering, retail point-of-
sale, and retail banking, is predicted to reach $35 billion by 2016.14 

To chip companies, all of this is manna from heaven. With new mobile device 
adoption set to proliferate in many industries, leaders will be well placed to drive 
product innovation across a variety of verticals. The question is just how, why, what, 
and where can they do so?
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THe keys To unlocking moBile growTH—democrATize or die!

For many of the leading semiconductor companies making a play in mobile, 
tactics for exploiting growth opportunities vary, unsurprisingly, according to 

the specific industry, product technology, and market offering. However, our re-
search did reveal a number of common threads between the core components of 
the leading companies’ innovation strategies. Specifically, it was clear that elements 
from the OI playbook played a key role in achieving breakthrough innovation in 
each company analyzed. This enabled democratized pathways to growth to emerge, 
allowing them to look beyond the four walls of the organization to secure new 
knowledge and new partners for collaboration. In doing so, each of the company’s 
boundaries become permeable, and the process for developing innovation becomes 
increasingly distributed and dispersed across geographies. 

Open innovation—a decade old and still evolving

“Not all the smart people work for us. We need to work with smart people 
inside and outside our company.”  —Henry Chesbrough, 2003

A decade has passed since Henry Chesbrough, the Berkeley professor often 
considered the leading academic on OI, laid the foundations for what many think is 
the dominant model in innovation strategy today. Since then, OI has allowed many 
companies from an increasingly wide variety of industries the chance to explore the 
advantages of cooperation and collaboration and kick-start their previously stag-
nant innovation process. Even more significant are the risks associated with not 
having some semblance of an OI strategy active, with some research indicating that 
firms that do not enter into collaborative knowledge sharing can, as a consequence, 
expect to shrink their knowledge base over the long term, lose their ability to part-
ner with other organizations, and ultimately stymie their innovation capability. All 
of which is bad news for those seeking growth in new mobile markets.

Nevertheless, as more companies shift from the traditional closed model of 
innovation and embrace a more open approach, the days where all research and 
development was kept in-house are gone. No longer do firms need to rely on the 
old ways of using internal resources to closely guard the development of intel-
lectual property until new products or services are launched in the market. OI 
is the antithesis of this approach, helping companies look beyond their bound-
aries to seek and utilize flows of knowledge, both inbound and outbound, to 
accelerate internal innovation and expand markets for external innovation.15  
And as the model becomes more widely used, recent management research on 
the topic has primarily focused on understanding the “mechanics” of execution.16   
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Consequently, approaches to making OI work tend to fall into three broad  
process categories:

The outside-in process

The most common approach to implement OI is through a series of activities 
that can be characterized as outside-in processes. Here, the objective is to improve 
the company’s knowledge base primarily to stimulate and enhance the process of 
innovation. This is usually done by integrating and interacting with external sourc-
es of new knowledge, such as those in the immediate competitive landscape includ-
ing suppliers, clients, customers, and competitors. Other external sources can also 
include research institutes and those noncustomers and suppliers from completely 
different industries. It is here that the importance of developing an astute innova-
tion networking strategy is paramount, with the ability to expand networks into 
supporting ecosystems that integrate disparate communities now recognized as a 
core skill. 

The inside-out process

The inside-out approach to OI concerns the routes by which firms can capture 
value by bringing ideas to the market, trading in intellectual property, and transfer-
ring technologies to the external market for further development. Those companies 
that emphasize this process as their core OI approach primarily look to shift the 
exploitation of their intellectual property beyond the firm’s boundaries by licensing 
mechanisms often used to spread technology and ideas to other companies and 
other industries. Value is often generated and captured using IP licensing royalty 
fees, agreements with other firms in joint ventures, and with the development of 
spin-off companies allowing firms utilizing these tactics to collectively generate 
more overall value from innovation. The focus on new business model innovation 
in new markets via corporate venturing is also an outlet for larger multinational 
companies who have the resources to pursue such strategies.

The hybrid (or coupled) process

This OI process focuses on combining aspects of the outside-in approach to se-
cure new knowledge, with tactics from the inside-out process to bring ideas to the 
market. Here, cocreation between usually complementary partners via network alli-
ances, joint ventures, and other vehicles for cooperation is combined with commer-
cialization tactics to develop and exploit innovation. Many of the approaches used in 
this process stem from lessons learned in areas such as open source software devel-
opment where communities of self-organizing peers evolve to enable development  
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of products, which also includes integrating early adopters of technology (also 
known as lead users), consumers, and universities and research institutes. Partner-
ing with innovation intermediaries such as Innocentive and crowdsourcing solu-
tions using digital platforms are also examples of deploying a hybrid process in 
an OI strategy. They are proof that developments in social media technologies are 
enabling companies to interact with an unprecedented variety of partners, drawing 
them into the heart of their OI strategies in all stages of design, development, and 
adoption in the market. 

Our study on semiconductor companies in mobile17 synthesized these three 
process categories into a single framework for analysis, which then acted as a “lens” 
on the tactics being used for innovation across a wide range of industries. 

cHiP comPAnies using oi gAin ground in moBile

As consumer and enterprise demand increases for mobile products and servic-
es, a few forward-looking semiconductor companies are set to reap economic 

benefits. Our research points to influential positions being established at the heart 
of emerging mobile growth platforms and ecosystems in sectors where mobile and 
wireless technology adoption is rising, such as the automotive, health care, and  
consumer electronics industries.

Capitalizing on mobile and wireless growth in the automotive industry

The automotive industry has made great strides over the last three years to rap-
idly adopt wireless technology across a range of consumer and enterprise products 
and services. With in-vehicle electronics growing in complexity and demand, two 
categories for semiconductor growth currently stand out: in-vehicle infotainment 
(IVI) and telematics/connectivity systems. By far the biggest automotive connectiv-
ity growth channel, the IVI market is estimated to reach $41 billion by 2016 (see fig-
ure 4).18 Propelled by a surge in integration of infotainment and wireless connectivity 
solutions that will power the likes of next-generation navigation systems, advanced 
premium audio, fuel efficiency, and enhanced safety functionality, this section of the 
market is expected to provide chipmakers with opportunities to significantly expand 
their embedded market footprint. Similarly, chip companies are also finding strong 
growth opportunities in the telematics category, where connectivity systems to  
assist vehicle diagnostics for maintenance, fleet vehicle management, and roadside 
assistance are converging with advanced driver insurance systems in products such 
as pay-as-you-go driver insurance and driver-based insurance mapping. 

Those making a play in these areas using OI tactics include Intel, which is using 
its Atom processor to develop next-generation IVI platforms, enabling codevelop-
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ment partnering to take place with the likes of Hyundai Motor Corp., Kia Motors, 
Toyota, and Nissan. Intel’s strategy is to grow its leading position at the core of 
an ecosystem that incorporates multimedia and voice technology companies, IVI 
system manufacturers, mobile software developers, and car manufacturers.19 As the 
company plays catch-up in mobile, this initiative is indicative of its goal to become 
competitive in the embedded wireless market via the Atom platform, which prom-
ises lower power consumption and ease of product functionality, such as advanced 
video streaming, navigation, and gaming capabilities. Along the way, Intel is also 
leveraging key technology in-licensing deals with partners such as Wind River Sys-
tems and expanding its collaborative shared product architecture programs to im-
prove knowledge sharing and transparency to partners in the innovation process.

Broadcom is another company beginning to make headway in automotive, this 
time focused on connectivity solutions as part of the company’s plan to expand 
its embedded wireless technology portfolio. Initial growth strategies are centered 
on the firm’s BroadR-Reach Ethernet-based connectivity technology, which enables 
in-vehicle systems and sensors while improving speeds up to 100 Mbps and reduc-
ing traditional cabling costs and weight. Innovation tactics are once again focused 
on partnering and community-building with the likes of Hyundai Motors working 
with Broadcom to deploy Ethernet technology in advanced driver-assist, telemat-
ics, and infotainment systems. Broadcom is also one of the founding members of 
the One Pair Ethernet (OPEN) Alliance group, which was organized in 2011 to 
promote the wide adoption of Ethernet-based networks as a standard in automotive 
applications. Other members of the 100+ group include major car companies such 
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Figure 4. Automotive infotainment system revenue forecast, global, 2011–2016
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as BMW, Hyundai, Jaguar, GM, and Honda, all of whom are partnering to develop 
new Ethernet-based automotive connectivity solutions with chip providers.20 New 
solutions delivered to the market include the Broadcom-Freescale Semiconductor-
OmniVision Technologies’ jointly developed 360-degree surround view parking  
assistance system, which was notable for its open shared architecture process. 
Building on its success in open collaborative product development, Broadcom has 
also been aggressive in using its noted M&A capability to bring in-house new tech-
nology development that helps the firm enter new mobile growth markets, such as 
NFC mobile payments, and expand its intellectual property portfolio, generating 
sizeable revenue along the way.

Chipmakers embrace the mHealth opportunity

The US health care sector is witnessing increased adoption of mobile and wire-
less technology, with the global mobile health (mHealth) market forecast to be 
worth $11.8 billion by 2018.21 Within this fast-growing, embedded segment, the 
consumer medical device market is expected to be a leading connectivity growth 
opportunity for semiconductor companies.

Key drivers of this expected growth are the recent health care reforms in the 
United States, such as the Affordable Care Act and the Health Insurance Portability 
and Accountability Act, which are aimed at reducing health care costs, improv-
ing care quality, and increasing general public access to health care. These reforms, 
together with an aging population, are driving the need to reduce the cost of treat-
ment, thus fueling demand for remote patient treatment and monitoring. Within 
this niche market, device OEMs are utilizing semiconductor processor platforms 
to enable advanced functionality in areas such as diagnostics and therapy. This is 
helping fuel the US wireless health monitoring device industry, which has doubled 
in the past four years from a value of $7.1 billion (2010) and is estimated to grow to 
$22.2 billion in 2015.22  

Semiconductor companies making plays in this area include Qualcomm, which 
through its subsidiary Qualcomm Life, has launched the 2net platform, a cloud-
based platform designed to provide wireless connectivity and data management 
services for chronic disease management and improve the sharing of medical in-
formation. More than 180 partners and collaborators have integrated or are consid-
ering integration with the 2net platform. For Qualcomm, this is an example of the 
company’s approach to becoming a platform leader in mobile and wireless using 
elements of the OI playbook—in this instance network and community building. 
Already leading the mobile applications processor market with the hugely success-
ful Snapdragon chipset,23 which powers many of today’s smartphones and tablets, 
the company has successfully leveraged a number of tactics designed to exploit col-
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laborative innovation. For example, the firm’s prominent use of acquisitions and in-
licensing technology, most notably in the form of the ARM processor architecture 
at the core of the Snapdragon chipset, has allowed it to build a series of resilient 
technology platforms across multiple markets and engage third parties as part of 
a collaborative innovation strategy. Partnering with firms to assist them in devel-
oping new mobile software and in hardware innovation allows the firm to build 
networks and lead new ecosystems that complement and enhance its proprietary 
core technologies. 

Other vehicles used to establish collaborative innovation networks and allow 
codevelopment on shared product architectures include Qualcomm’s venture capi-
tal group, which acts as a conduit to bringing in and spinning out new ideas to the 
market. The Qualcomm Life Fund is part of this group, focused on investing in 
companies active in areas such as chronic disease management, remote diagnosis, 
and health informatics and analytics, all of which will help accelerate adoption of 
the 2net platform. The firm also established the Qualcomm Innovation Center in 
2009 to promote open source software development in conjunction with develop-
ing proprietary Qualcomm technologies. Once again, acquiring external technol-
ogy and establishing innovation networks, this time in the open source community, 
has become a key element of the process that has led to a series of successful initia-
tives in areas such as smart home technology. 24

Smart homes on the rise

The impact of Smart Home‡ technology adoption is picking up speed, and semi-
conductor companies are well placed to capitalize. Recent analyst projections sug-
gest global smart home revenues are estimated to reach $72 billion by 2017 with 
new ecosystems focusing on the development of systems and devices for smart 
home entertainment, computing, monitoring and control, and even health.25 Mar-
ket trends to watch in this area include the emergence of app-based home automa-
tion solutions; adoption of multiple, and seamless, connectivity options within the 
home; and a general shift in consumer discrete content viewing to content-as-a-
service model. All of these trends will provide semiconductor companies opportu-
nities to develop and utilize new platform chip technologies in a multitude of home 
connectivity solutions and consumer devices. 

Companies already making inroads in this market include Samsung, which has 
introduced AllShare, a digital content sharing platform for smart home use. The 
firm, which has a well-established semiconductor operation feeding a variety of its 

‡A Smart Home can be generally defined as a living space in which wireless connectivity technology is 
embedded in consumer electronics and home appliances, which are then managed via Internet broad-
band connections.
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consumer electronic markets, has also launched Smart View, a software application 
that links Samsung’s Smart TV with its own brand of mobile devices, enabling us-
ers to stream live TV and other content. Also part of the firm’s platform strategy is 
a home energy management solution that integrates smart appliances, smart TVs, 
thermostats, mobile devices, solar panels, and smart meters. Tactics used by Sam-
sung to boost innovation capability in this area and beyond increasingly rely on 
elements of the OI playbook. The company invests heavily in research and develop-
ment across all business units—some $22 billion in 2012 alone—and has operated a 
robust OI program for a number of years. The primary aim is to network its stand-
alone research centers with partners in industry and academia through initiatives 
such as the global research outreach program, an annual call for research proposals 
from universities, with Samsung then sponsoring and collaborating on the winning 
ideas.26 Recent moves to expand the outreach strategy include the soon-to-be-open 
OI and venture capital centers in Silicon Valley and New York City being built to 
enhance open outreach to the technology, mobile, and media communities and 
keep the firm ahead in mobile software and hardware innovation. 

TowArd A susTAinABle oi cAPABiliTy 

At the broadest level, our research confirms that leading semiconductor com-
panies are utilizing multiple tactics associated with OI to eke out dominant 

positions in the mobile ecosystem. By moving the focus on growth beyond the con-
fines of their traditional markets, companies such as Qualcomm and Samsung are 
successfully implementing platform leadership strategies that incorporate key ele-
ments of the OI playbook.27  Specifically, our findings highlight wide implementa-
tion of the three pillars of OI—namely, combinations of the outside-in, inside-out, 
and coupled processes—at the core of the OI strategy. 

Dig deeper, and the common use of five tactics aligned to each core process 
becomes apparent in each instance where semiconductor mobile growth through 
OI is targeted. These tactics include: in-licensing technology through partnerships 
and acquisitions; enabling third-party codevelopment and complements by devel-
oping innovation networks and ecosystems; sharing product architecture control 
through open source development; enabling information transparency via open 
platform technologies; and out-licensing internal technology via venture capital 
mechanisms. When all of these elements are brought together and deployed as part 
of a systematic OI process, a company can expect to improve its growth capabilities 
and go some way in building a sustainable OI model. DR

Scott Wilson leads TMT research for Deloitte Research, Deloitte Services LP.

Craig Wigginton is the US Telecommunications National Industry Leader for Deloitte LLP.
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Consider this scenario in which 

you want to develop a new 

capability: You want to learn to 

drive a car. 

You’re 16, sitting behind the 

wheel for the first time. You 

have spent your life watching 

Mom and Dad from the back 

seat. They explained it all to 

you. Now it's your turn. Start 

the car. Put one foot on the 

brake. Put it in "Drive". Go easy 

on the gas and—away you go! 

You’re driving.

Now reframe the situation in a 

small but important way:

You’re 16, sitting behind the 

wheel for the first time. You 

have spent your life watching 

Mom and Dad from the back 

seat. They explained it all to 

you. Now it's your turn. Start 

the car. Put one foot on the 

brake—and the other on the 

clutch. Move your right foot 

off the brake and onto the gas. 

Ease off the clutch and add a 

little gas. The car lurches for-

ward and dies. Try again.

A few dozen more attempts at 

getting rolling and you can begin 

to think about shifting into sec-

ond gear.

For most people, there are big 

differences in approach when it 

comes to learning to drive an au-

tomatic versus a manual trans-

mission-equipped vehicle. Even 

though the objective is the same 

(get the car moving), differences 

in the specific nature of the task 

necessitate different ways of 

learning how to accomplish it. 

Most drivers require some trial-

and-error to become proficient 

at operating in a manual mode. 

You can only get that by actually 

trying to drive the car.

Now imagine there is only one 

place to practice, and it is 11,000 

miles away.
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An observer might take this last bit of our example and assert that few would 
ever learn to drive a vehicle with a manual transmission. Under the best of 

circumstances, the geographic separation of the practice (capability development) 
location and actual driving (capability execution) location would dramatically low-
er the odds of the learning taking place.

Yet this is exactly the decision that many executives make when it comes to the 
development of important capabilities for their businesses—capabilities more cru-
cial than mastering the nuances of the clutch pedal, and with broader implications. 
Decisions about how to locate development capacity versus execution (henceforth 
we will call it “production” capacity) can exert a strong influence on a company’s 
future success. 

This article explores the link between production location decisions, the na-
ture of the capabilities required to create a product, and the ability of a company 
to develop the next generation technologies it may seek. While the consequences 
vary by company, a common theme emerges: Leaders who misjudge the location of 
production relative to the location of product and process development resources 
may adversely impact the company’s long-term competitive position. 

Here we provide a framework to guide executives as they consider how best to 
position production capacity around the globe. The framework highlights impor-
tant trade-offs in the pursuit of an optimal facility location that may ultimately in-
fluence company success. There is an opportunity to enhance the quality of location 
decisions by building on the classic determinants of capacity location—factors such 
as real estate costs and availability, taxes and incentives, logistical costs, and impor-
tantly, the availability of talent—with an appreciation for the profound impact such 
decisions can have on the ability of the company to develop future products.

Our framework considers three learning and logistical factors that contribute to 
an effective production location decision:

• Learning mode: The manner in which knowledge about the production 
process is transferred from R&D to the factory floor 

• Market-to-plant ratio (MPR): The capacity of the market to support more 
than one production location 

• Value density: The relationship between product value and the logistical 
costs of distribution 

Two case studies illustrate the framework in action. First, in the early 2000s, 
many firms in the optoelectronics industry moved production offshore to save 
costs, a decision that led to unexpected trade-offs with next generation product 
development. Second, we consider the Spanish company Ingeteam Corporación 
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S.A. Ingeteam is a producer of electric power conversion equipment, supplying its 
products to, among others, the wind power industry. The company adopted a hy-
brid location model that preserved its ability to develop high quality products and 
enabled the firm to customize those products for the US market. Ingeteam dem-
onstrated how multiple production locations can be designed to protect product 
development capabilities.

locATion is influenced By How leArning is TrAnsferred from r&d To 
ProducTion 

The manner in which learning about how to produce something occurs should 
be a fundamental input to the decision about where to locate facilities,  

particularly in relation to the research and development capabilities that are critical 
for next-generation versions of a product. 

Research identifies two primary modes of learning related to the transfer of  
capabilities from the lab to the factory floor: learning-before-doing and learning-
by-doing.

Learning-before-doing

Learning-before-doing can take place when a process is so richly described, 
so well understood, that development engineers can communicate a process and 
product design with precision.1 In learning-before-doing, a receiver of knowledge 
about a process simply needs to understand what is being said and can act to ac-
complish the task. Production personnel can therefore execute without close inter-
action with designers. Because learning is completed before doing, manufacturing 
is able to move closer to regional markets—often separating development and pro-
duction—in pursuit of more rapid response, improved production economics, and 
hopefully, competitive advantage.2 Conversely, production can also move further 
away from markets in order to take advantage of savings in lower-cost geographies. 

Successful execution of a learning-before-doing approach requires that critical 
variables of production are known. Processes and techniques must be well defined, 
relying on technology that is stable and clearly understood. This understanding al-
lows for an accurate prediction of how the process will transfer to the factory floor, 
regardless of where the factory floor is located. 

Learning-by-doing 

In learning-by-doing, the executors of a task may need to test a variety of strate-
gies and/or seek coaching prior to accomplishing their goal. Producers expect to 
improve over time and by trial and error. Critical variables may as yet be unidenti-
fied, making it difficult to predict how a process established in design will transfer 
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to the factory floor.3 Learning-by-doing contexts are those in which gaps between 
actual and potential or expected performance are likely to be revealed, and must be 
addressed, through cumulative production experience.4 

When developers are directly involved with the factory floor they can identify 
clues and relevant information that may otherwise go unrecognized.5  In the opto-
electronics industry case that we will describe, engineers reported constant contact 
with the shop floor and “suited up” at least once daily to work with production per-
sonnel. This engagement allowed manufacturers to improve through a continual 
process of problem solving, which was triggered by the difference between actual 
performance and potential or expected performance as defined by the company.6

Firms facing learning-by-doing product and process transfers must consider 
the interdependencies between development and production as they think about 
the positioning of capacity. Separation of one from the other may sever impor-
tant communication linkages and impede the ability to transfer knowledge across  
the company.

wAys To deTermine THe numBer And locATion of ProducTion PlAnTs

The challenges presented by learning modes are amplified by decisions about 
the number of production facilities operated by the company. We will see that 

where multiple production facilities can be maintained, executives have greater 
latitude to manage the impact of learning modes and development. Many factors 
contribute to the choice of facility quantity, including available capital and man-
agement attention, but two simple metrics allow executives to generally assess the 
optimal number: market-to-plant ratio and value density.

Market-to-plant ratio

Market-to-plant ratio (MPR) offers insight into the economic viability of mul-
tiple production facilities. It is calculated as a ratio of global market demand for a 
product and the minimum efficient size for a production facility.7 For example, if 
the market for a company’s product is one million units and the minimum efficient 
plant size is 250,000 units, then the MPR is 4.

An MPR close to 1 indicates market demand is likely insufficient to support 
multiple production facilities. Companies competing in high technology and 
growth-oriented industries often face this constraint.8 MPR tends to be higher in 
stable, mature markets, allowing companies in these markets to support production 
across multiple geographies.
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Value density

Companies may choose to lim-
it the number of production facili-
ties they employ even in situations 
where MPR allows a greater num-
ber.  A reason may be the value 
density of the products they sell. 

Value density summarizes the 
relationship between a product’s 
value and the logistical costs as-
sociated with its distribution. It is 
calculated as the ratio of these two 
measures. When a product is value 
dense, companies have an incen-
tive to centralize manufacturing 
even when MPR does not make it 
necessary to do so.9 Alternatively, 
low value-density products offer 
incentives to scatter productive 
capacity more widely. Here com-
panies prefer to locate close to end 
demand so they can limit the logis-
tical cost of delivery.

The role of value density in the production process is illustrated by the market 
for soft drinks. Despite the $18.3 billion US soft drink market commanding a high 
MPR, the production of the concentrated syrup from which the final drink is made 
tends to be focused in a small number of locations.10 Final production of soda oc-
curs at the widely scattered bottling locations to which this value-dense syrup is 
shipped. Once there, the syrup is combined with carbonated water and packag-
ing—dramatically lowering its value density—and distributed to the final customer.

many factors contr ibute to 
the choice of fac i l i ty  quan-
t i ty,  inc luding avai lable 
capita l  and management 
attent ion,  but two s imple 
metr ics  a l low execut ives to 
general ly  assess the opt imal 
number:  market-to-plant 
rat io and value density.

vAlue densiTy  
exAmPles
•Many consumer electronic and other technology 

products are value dense. They are often of high val-

ue, yet also tend to be compact and relatively easy 

to ship and manage through distribution channels.  

Producers often centralize production in a few loca-

tions and ship globally as needed. 

•Bulky or heavy products such as furniture, foam 

products, and many commodities are low value-

density products. The logistical costs associated with 

distribution are often high relative to the cost of the 

product itself. Producers have the incentive to push 

production closer to the end consumer in order to 

save on these costs.
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frAmework for inTegrATing fAciliTy quAnTiTy And leArning mode

Researchers have found that a combined understanding of factors related to 
learning mode, MPR, and value density can inform the plant location deci-

sion in important ways.11 Here we adapt their frameworks to help guide decisions 
as to how to position production capacity around the globe. Our framework allows 
us to situate a company or product line in one of three sectors based on attributes 
associated with learning mode, MPR, and value density. The framework can also be 
used to monitor the migration of the company or product line across the different 
sectors as market conditions change.

In proposing this version of the framework (figure 1) we note that, for the most 
part, the regular rules of location strategy apply. It is incumbent upon executives 
to account for traditional factors such as real estate costs and availability, taxes and 
incentives, logistical costs, and importantly, the availability of talent as they choose 
production locations. Yet there are important additional insights to consider as part 
of a location strategy. 

Learning-before-doing Learning-by-doing

Sector I
Location decisions driven
by traditional factors, not

development issues
Sector III

Location decisions driven
by traditional factors;
caveat of at least one

colocated development
site

Sector II
Location decisions influenced

by future development
implications; may override

traditional cost factors
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Figure 1: Positioning capacity relative to plant quantity and production learning mode.
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Sector I corresponds to contexts in which learning-before-doing is the relevant 
learning mode for a company’s production process. The well-understood attributes 
of the production process allow for a relatively easy separation of development and 
production. Increasingly ubiquitous electronic communication methods continue 
to accelerate the ability of companies to operate over extended distances, perhaps 
increasing the incentive to pursue lower-cost locations that exist closer to local 
pockets of demand.12 Learning-before-doing, it turns out, can dramatically lower 
the risks of such decisions. 

Sector II companies inhabit a danger zone in which learning-by-doing is required 
and the company is constrained to a single production location. Executives may 
feel the need to retain an engineering core in a highly skilled development site, yet 
ship production off to lower-cost locations in order to improve profitability. As we 
will see in the example of the optoelectronics industry, this decision can have a pro-
found impact on the developmental trajectory of companies and markets. 

Sector III companies face a different challenge. Here a high MPR and/or low value-
density provide companies with the incentive and ability to geographically distrib-
ute production capacity. However, caution is still warranted, as learning-by-doing 
demands access for development engineers to the factory floor. Production in such 
environments can grind to a halt without proper engineering support.13 Sector III 
companies must understand their production processes at a depth that allows them 
to separate those critical aspects that demand learning-by-doing from those that 
can be segregated from development resources in pursuit of other objectives. In 
some cases, the demands of different production environments or stages may re-
quire the colocation of different kinds of development capabilities at different sites. 
This approach may yield hybrid location strategies that allow the company to push 
forward with its new product development objectives while simultaneously enjoy-
ing the benefits sought in traditional location decision-making processes. Failure to 
foster this understanding may result in retarded progress toward product develop-
ment objectives. The case of Ingeteam will illustrate how one company managed 
this trade-off.

APPlicATion of THe frAmework—oPToelecTronics And wind TurBine 
generATors 

Sector II framework and consequences: The optoelectronics industry

Optoelectronics provide an example of an industry confronting the Sector II 
danger zone of the framework. Recent research by Professor Erica Fuchs and 
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her colleagues at Carnegie Mel-
lon University demonstrates the 
challenges faced by firms in this 
industry as development needs 
are traded off with the incentive 
to locate production in low-cost 
geographies.14

In the early 2000s optoelec-
tronics manufacturers faced 
intense competition. With the 
bursting of the technology and 
telecom bubble, optoelectronic 
component manufacturers had 
to make a critical choice as to 
whether to retain production at 
their domestic sites in developed 
economies such as the United 
States, Europe, and Japan, or to 
move manufacturing to the low-
er-cost developing countries of 
East Asia. In this case, the current 
generation technology was suffi-
ciently well understood to make 
such a move possible. The cost ad-
vantages were there for the taking. 
So compelling was the incentive 
that seven of the eight US-based 
optoelectronic component manu-

facturers studied by Fuchs and team chose to relocate manufacturing offshore.
The consequences for firms that moved production to lower-cost locations may 

not be obvious at first. However, industry analysis in light of our framework helps 
illustrate potential long-run effects and why the next-generation “integrated” tech-
nology for optoelectronics sits in Sector II of the framework: 

• Producing next-generation integrated optoelectronic devices was a learn-
by-doing activity. Reported yields for such devices ranged from 1 to 3 
percent with the possibility of days passing between the creation of usable 
components.15 Production, design, and test engineers reported having to go 
“down to the shop floor” multiple times per day in order to solve problems. 

nexT-generATion  
oPToelecTronics
   Optoelectronic devices convert electronic signals 

to light, and vice versa. They are preferred to more 

traditional electronic devices for some applications 

because of their resistance to the electromagnetic 

interference that vexes designers of highly dense 

circuitry. They play a critical role in the telecommu-

nications industry, as providers strive to offer their 

customers more bandwidth.

   In addition to telecommunications, optoelectron-

ics have the potential to revolutionize computing. As 

the power of microprocessors continues to rise, is-

sues of information transfer between them continue 

to emerge. However, in computing, size matters a 

great deal more than it does in telecommunications. 

In 2000, then-current-generation optoelectronic de-

vices were too big to make headway in the com-

puting market. The key to market penetration was 

size-reducing integration. Standard optoelectronic 

devices incorporate six different components. As of 

2010, manufacturers could only integrate two at a 

time on a single chip. The ability to integrate the re-

maining components (or even just a larger number), 

thus reducing the size of the device, remained a criti-

cal challenge for the industry.
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The engineers highlighted the need for an “intimate” connection with the 
production process.

• The MPR ratio was close to 1. The market size for next-generation optoelec-
tronics was approximately equal to the minimum efficient scale of a single 
production facility for each competitor, thus compelling them to choose a 
single facility. 

• Optoelectronic devices are value dense, thereby increasing the incentive to 
consolidate production, even in the face of potentially growing markets.

Was offshoring production done at the expense of R&D?  

Optoelectronics manufacturers that moved production offshore generated 
cost savings, but to the detriment of next-generation product development. The 
research of Fuchs et al. confirmed the cost advantage achievable by firms willing 
to move production offshore, even after accounting for reasonable learning curve 
effects and a dramatic improvement in process yields. Yet the researchers cautioned 
offshoring could have negative consequences on R&D.

if the optoelectronic component manufacturers move offshore and, because 
of a lack of short-term economic incentives to do so, cease to push forward 
research and development in optoelectronic integration, there could be dire 
implications for long-term technology development in iT globally.16 

Related research on 28 US-based optoelectronic firms that made different deci-
sions about offshoring linked those decisions to the subsequent ability to develop 
next-generation integrated devices.17,18 Yang et al. made three observations about 
firms that offshored to developing geographies—in this case East Asia—in pursuit 
of cost advantages:  

1. R&D activity on next-generation products substantially decreased, in 
particular when the most complicated, least understood chip fabrication 
sequences were moved offshore. Each additional year of offshoring cor-
responded to a 26 percent decrease in the development of next generation 
integrated technologies. 

2. Offshoring corresponded to a departure of the engineering talent respon-
sible for next-generation development. In many cases, these engineers 
relocated to competing firms that were still engaged in next-generation 
development. In other cases, they left the field entirely, pursuing opportuni-
ties in other product domains. Regardless, the data suggests that not only 
could offshoring activity prevent or delay the development of products for 
new markets (such as optoelectronics in computing), it could also lead to an  
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erosion of capability through loss 
of talent that forestalls future ef-
forts at retrenchment.

3. Product development did 
not end with the choice to sepa-
rate development and produc-
tion, but it did undergo a mate-
rial shift. Instead of focusing on 
the next generation of products 
(i.e., integrated devices), develop-
ment efforts tended toward the 
improvement of the current gen-
eration production process. Each 
additional year of offshoring cor-
responded to a 27 percent increase 
in these types of incremental im-
provements. While the research-
ers in this example did not assert 
a reason for this shift, we infer that 
the available talent pursued what 
was possible given their context 
and capabilities.

The US optoelectronics firms 
in the study that offshored produc-
tion did generate sought-after cost 
savings, but the trade-off was their 
future competitiveness. The rela-
tive merits of this trade-off will be 
judged by history, but anticipating 
the effects of it is a matter for to-
day’s executives.

Sector III framework and consequences: The wind turbine industry

Ingeteam Corporación S.A. is an example of a company that has adapted its 
product development and production approach, balancing its need to meet market 
demand with an understanding of the types of learning required to succeed. The 
company fits within Sector III of our framework. 

THe ingeTeAm  
locATion decision
   Headquartered in Spain, Ingeteam specializes in 

the development of electrical equipment, motors, 

generators, and frequency converters. The compa-

ny’s Indar division produces generators for increas-

ingly ubiquitous wind turbines. Indar generators, 

weighing approximately seven to 10 tons each, are 

combined with a gearbox and other equipment in a  

90-ton “nacelle” (cover housing) and hoisted 250–

400 feet into the air where they are attached to a set 

of wind blades. Quality and reliability in this context 

are crucial. The gearbox accelerates rotation from a 

languid 20 RPM on the blade side of a wind turbine 

to the 2000 RPM required to generate adequate 

power. A failure of the generator once it is “in the 

air” can cost up to $200,000 to fix.

   In 2010 Ingeteam decided to increase penetra-

tion in the growing US market for wind power. Suc-

cess in the US required Ingeteam to gain a deep 

understanding of product component attributes and 

development needs specific to US compliance and 

regulations. The firm chose Milwaukee, Wisconsin, 

because of the area’s manufacturing heritage and its 

proximity to other producers of power and control 

systems, potential suppliers, and customers. Inge-

team also valued a high-quality local workforce, solid 

local infrastructure, and the area’s proximity to a ma-

jor international airport.19 
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Ingeteam adopted a hybrid production model that gives it the benefit of local 
market access while maintaining developmental effectiveness. It achieved this by 
keeping approximately 95 percent of its core R&D capability at its central develop-
ment site in Spain. Ingeteam’s management chose to maintain production of rotors 
and stators (the core components of a generator) in Spain as well, because it felt 
more capable of achieving a combination of high quality, precision, and coordi-
nation with its development engineers. Their ability to do so is facilitated by the 
higher value-density of those components, relative to a fully assembled generator.

However, production in the United States requires its own kind of learning-by-
doing. Ingeteam leaders cite cultural differences as a driver of the need to modify 
production operating procedures. Products also need to be modified to meet US 
code and tooling standards and to adapt to “the reality of the shop floor.” According 
to Adolfo Rebollo, vice president of Indar Electric Machines:

This is an iterative process. There is lots of working together on the shop 
floor to make it happen. if we had to do it in spain, we would have to bring 
a crew of Americans over just to figure it out. That is just not possible.20

Developing core system components required extensive interaction between en-
gineers and production personnel—learning-by-doing—in Spain. Therefore produc-
tion of those components remains in Spain. Adapting to local US conditions requires 
extensive interaction between engineers and production personnel—learning-by-
doing—in the United States, where final assembly and adaptation now occur. 

A BAlAncing AcT 

The choice of where to locate production can have a long-term impact on over-
all business success. Construction of new facilities is expensive and difficult  

to undo.
Traditional factors associated with location choice are important. Real estate 

costs and availability, talent, taxes and incentives, and logistical costs, to name a 
few, all impact the ability of a location to support the needs of a business. But so, 
too, does the impact of location choice on the ability of the company to evolve its 
product offerings.

Our framework offers executives another tool for location evaluation. They can 
position their companies in the framework and derive a better understanding of 
how to promote long-term business and product development success. They can 
also use the framework as a tool for evaluating capacity location strategies in light 
of ongoing market evolution. To use it, executives need to understand the impor-
tant attributes of the markets they serve and the products they offer. They need to 
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consider the mechanism by which knowledge about how to produce is transferred 
from the lab to the shop floor.

Sector I companies, those that can safely rely on learning-before-doing regardless of 
MPR or value density, are in an enviable position. They may choose to locate based 
on more traditional criteria, with little regard to their choice’s impact on long-term 
product development capability. These firms should keep careful watch on their 
product development needs. Markets can change such that an unwary company 
may find itself drifting into Sector II or Sector III without knowing it.

Sector II companies face real danger. Low MPR and/or high value-density limit the 
number of producing locations. Before pursuing a cost-efficient production strat-
egy, it is important to consider what the long-term implications may be for next-
generation technologies. Balancing today’s survival against tomorrow’s success (or 
survival) is an ongoing effort, and overweighting traditional factors at the expense 
of future viability poses its own set of risks. We saw this in the example of firms in 
the optoelectronics industry that saw declines in product evolution capacity, along 
with the departure of key development personnel.

Sector III companies benefit from the ability to use a greater number of production 
locations, even if learning-by-doing remains an important element of their devel-
opmental capability. Here it is important to think carefully about product attri-
butes and life cycles. Colocation may be important for new products to evolve, but 
capacity may move elsewhere when products mature. As with Ingeteam, different 
locations may offer different opportunities to achieve production and development 
goals. Savvy executives carefully evaluate these issues along with the more tradi-
tional factors that drive location decision making.  They also look for opportunities 
to promote learning-before-doing in production processes, thus increasing loca-
tion flexibility and enabling migration toward Sector I.

Careful evaluation of product development needs is a critical dimension of the 
plant location decision. Incumbent on executives across all sectors is an apprecia-
tion for how those needs will evolve over time and the ways in which they should 
influence decision making. DR 
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The classical employment model—vertically inte-

grated companies hiring full-time employees to work 

eight- to nine-hour shifts—has given way to a new 

approach: the open talent economy—a collaborative, 

transparent, technology-enabled, rapid-cycle way of 

doing business through networks and ecosystems. 

The problem for many business, talent, and Hr leaders 

is that they are operating as if the classical “balance 

sheet” model of talent is still dominant and relevant. 

it’s not.
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Today’s evolving workforce is a portfolio of full-time employees, contract and 
freelance talent, and, increasingly, talent with no formal ties to a company at all. 
People move from role to role and across organizational boundaries more freely 
than ever. Global markets and products are driven by accelerating innovation and 
growing scale, and they demand talent pools and systems that can be rapidly as-
sembled and reconfigured. Business leaders and customers expect agility, scale, and 
the right skills on demand. These new business and talent models look less like 
integrated factories and companies and more like highly orchestrated networks and 
ecosystems with a multitude of approaches to mobilizing, orchestrating, and engag-
ing talent, skills, leaders, and ideas.

What the open source model did for software development, the open talent 
economy is doing for work. Today’s younger, connected, globally mobile people are 
managing their careers on their own terms. Where their parents may have sought 
job security, they prize engagement and meaning. This means that organizations 
must reinvent their sense of what they have to offer talent and even what it means 
to “have” talent in the first place.

In “Reframing the Talent Agenda,” we concluded by saying, “The new [talent] 
agenda will recognize that corporate boundaries are not the end of the talent man-
agement challenge. They are a departure point for influencing, enticing, and inte-
grating talents of freelance, third-party, and open source talent ecosystems from 
almost anywhere by building new networks and ways of working.”1 This article 
outlines a new way of thinking about talent that looks at talent strategies across 
organizational boundaries: in the company, the extended enterprise, and beyond 
the enterprise. 

We recognize that we are in the early years of the open talent economy. Some 
parts of the landscape are clear; others are still being defined. Like early mapmak-
ers, we recognize that we are creating an early version of a new reality, and we 
hope to provide a useful and engaging view of the next phase of talent strategy and 
management.

inTroducing THe oPen TAlenT economy

The open talent economy includes a growing number of categories of talent 
that are being integrated to produce goods and services:

• Balance sheet talent: Balance sheet talent is talent employed directly by a 
company, typically full-time, and often with the expectation that career op-
portunities will be available that keep employees substantially within the 
company. This is the traditional view of corporate and organizational work. 
Because balance sheet talent is the most traditional talent category, it is  
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expected to represent the fastest-declining proportion of all talent arrange-
ments in the future. Most HR and talent executives and teams are focused 
almost exclusively on balance sheet talent.

• Partnership talent: When companies collaborate, venture, and license to 
increase their business reach and capabilities, employees often find them-
selves effectively employed by two or more companies that operate as part 
of joint ventures or as entities with multiple investors. This creates a category 
of talent that finds itself straddling the talent cultures, programs, and strat-
egies of collaborating companies. This is an important category of talent 
in emerging and growth markets due to the combination of statutory and 
regulatory requirements limiting foreign ownership and the attractiveness 
of joint ventures for accessing local markets, factories, capabilities, and tal-
ent. Many HR and talent organizations have historically had an arm’s-length 
relationship with talent in joint ventures, leaving these employees in a no-
man’s land that lacks clear linkages to any one joint venture partner’s talent 
programs, employer brand, and culture. 

 

Graphic: Deloitte University Press  |  DUPress.com

Figure 1. Types of talent

Balance sheet talent: Full-time statutory employees of an organization. The employing 
organization bears all the carrying and development costs for these employees.

Partnership talent: Employees who are part of a partnership or joint venture and are on 
a related balance sheet (whereby an organization has some equity or ownership stake in a 
related entity).

Borrowed talent: Employees who are directly part of an organization’s extended value 
chain but who reside on someone else’s balance sheet, such as contractors who work in 
support roles, outsourced call centers, or manufacturing.

Freelance talent: Independent workers hired for specific but temporary projects. 
Workers are hired by the hour, the day, or the project, and they are typically integrated 
with and working alongside balance sheet talent.

Open source talent: People who provide services for free or who provide paid services 
as part of a Web community or marketplace. Examples include volunteer crowdsourcing 
and the paid crowd work industry. These workers can be anywhere in the world and 
generally work outside of an organization, separate from balance sheet talent.

Balance sheet FreelanceBorrowedPartnership Open source

Open talent economy continuum
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• Borrowed talent: Borrowed talent is talent contracted through another 
organization, often through an outsourcing or contracting arrangement 
(either locally or globally, as in an offshore outsourcing contract). These 
contracted or “borrowed” services can range in scope from support (for ex-
ample, cleaning and maintenance) to outsourced functions such as finance, 
HR, customer support call centers, and contract manufacturing. Generally, 
these relationships are managed by procurement and operations teams with 
low levels of input and support from HR and talent teams.

• Freelance talent: One of the fastest-growing segments of the talent econo-
my consists of individuals who work independently but substantially as part 
of larger company networks and teams. Freelance talent is typically role- 
and position-based and involves individuals providing capabilities and skills 
to augment or complete teams on an independent, ad hoc, or adjunct basis. 
Often, this can entail providing temporary assistance to fill a position or role 
or to complement a project team. Freelance talent is also used to manage 
variable demand for roles or positions: for example, when adding a section 
of a course at a university or staffing additional temporary shifts at retail 
stores during holiday shopping seasons. Freelance talent often works on site 
and on project teams alongside balance sheet talent.

 Some industries, including the entertainment, media, music, and software 
industries, have well-established models for building teams of freelance tal-
ent. Other industries are increasing their use of adjunct talent, which is a 
growing trend in higher education in some countries. And still other indus-
tries are increasingly turning to independent talent of many types to provide 
deep and specialist skills on a project basis.

 In the United States, the number of freelance or independent workers con-
tinues to rise. According to MBO Partners, in 2012, there were 16.9 mil-
lion independent workers in the United States—a number MBO forecasts 
to rise to 23 million in 20172 and that could reach 65 to 70 million, or half 
of the US workforce, by 2020.3  Some sectors of the economy are already 
witnessing the steady movement of knowledge workers to independent and 
ad hoc status. The higher education sector (university and college levels) in 
the United States is a case in point. Over the past 35 years, the percentage of 
full-time faculty has steadily declined (from 56 percent to 39 percent), with 
a corresponding increase in part-time and adjunct faculty (from 24 percent 
to 41 percent) (figure 2).4 
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The growth in the number of freelancers in the workforce has been accompa-
nied by the rise of online marketplaces, such as Elance.com and oDesk.com, that 
specialize in connecting contractors and freelancers with employers. Elance.com, 
for instance, is an online job platform where companies can find and hire freelanc-
ers from 170 countries. Launched in 1998 as an e-commerce application to man-
age contractor services, Elance.com sold its enterprise software division in 2006 
to focus on developing a web-based platform for the contingent workforce.5 Free-
lancers create and manage profiles online and collaborate to find jobs. The work 
ranges from website development to mobile app development, graphic design, and 
content writing. As a service fee, Elance.com charges 8.75 percent of the amount 
an employer agrees to pay the job seeker, who can be paid by the project or by the 
hour. The number of employers and freelancers using Elance.com has grown mark-
edly in the past three to four years, as have the cumulative earnings of Elance.com’s 
freelancer community (figures 3–5).

Graphic: Deloitte University Press  |  DUPress.com

Source: John W. Curtis and Saranna Thornton, “Here's the news: The annual report on the 
economic status of the profession, 2012-13,” Academe 99, No. 2 (March–April 2013), 
p. 7: <http://www.aaup.org/file/2012-13Economic-Status-Report.pdf>, accessed May 29, 2013

Figure 2. Trends in US college and university instructional staff employment 
status, 1975–2011
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Source: Elance, “Global Online Employment Report—Q1 2013,” 
<https://www.elance.com/q/online-employment-report>, accessed June 10, 2013

Figure 3. Number of jobs posted on Elance (cumulative lifetime)

3M

2.5M

2M

1.5M

1M

0.5M

2013 Q12012 Q12011 Q12010 Q1

Graphic: Deloitte University Press  |  DUPress.com

Source: Elance, “Global Online Employment Report—Q1 2013,” 
<https://www.elance.com/q/online-employment-report>, accessed June 10, 2013

Figure 4. Total registered users and freelancers on Elance
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• Open source talent: Over the past decade, we have been witnessing the 
rise of open source talent: individuals collaborating to create products 
and services by sharing their skills, experiences, and ideas and insights,  
sometimes (though not always) without direct ties to a company or organi-
zation and sometimes with no remuneration. This phenomenon is also of-
ten referred to as crowd talent, crowd work, or crowdsourcing work. Open 
source or crowd talent can work anywhere in the world and generally oper-
ates outside of the offices and facilities of companies, separately from bal-
ance sheet talent. While freelance and contract workers are generally hired 
to fill roles and positions, using open source talent involves using online 
communities and networks to access large numbers of workers for very 
specific tasks and projects. The reach of these communities and networks 
is often global, well beyond the traditional geographical frame for freelance 
workers. In addition, while it is not uncommon for freelance workers to 
have access to corporate offices, labs, or other facilities, open source talent 
generally works remotely to complete specific tasks and/or to provide ideas 
and insights. 

 Given the growing ability to digitize many types of work, this category of 
talent continues to grow rapidly. People in an open source talent community 

Graphic: Deloitte University Press  |  DUPress.com

Source: Elance, “Global Online Employment Report—Q1 2013,” 
<https://www.elance.com/q/online-employment-report>, accessed June 10, 2013

Figure 5. Freelancer earnings on Elance (cumulative lifetime)
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may participate in a literal open source project, such as the development 
of Linux software, the Fox browser, or Wikipedia. Or they might provide 
information and advice on a particular topic by participating in blogs and 
discussion boards (a number of technology companies, in fact, increasingly 
depend on these sites to answer technical questions that were previously 
handled by in-house employees—why hire technical and customer support 
staff when you can encourage blogs and discussion board sites to provide 
the same support for free?). Some companies are using open source sites 
and competitions, such as the platform provided by InnoCentive, to post 
challenges meant to invite insights and inputs to critical business problems.

As documented in the Harvard Business Review case study, among the best-
known recent examples of creating a business ecosystem that leverages networks 
to significantly extend the reach of a critical function and team is P&G’s experi-
ence in the last decade with Connect and Develop, sometimes referred to as the 
evolution of R&D (research and development) to C&D (connect and develop).23  In 
response to a challenge from A. G. Lafley, the CEO, P&G’s R&D team was asked to 
develop a strategy for leveraging global scientists, suppliers, and networks for half 
of their future innovations. The idea was not to replace but rather to extend the 
reach, productivity, and capability of P&G’s 7,500 product development specialists 
and researchers by connecting them, using both propriety and open networks, with 
suppliers (and their 50,000 R&D specialists) and scientists around the world. The 
result offers a useful case study for talent and HR as well as for business and R&D 
leaders on how to utilize multiple business models—in this case, in-house (balance 
sheet) talent combined with external networks to access ideas and insights that can 
be acquired and commercialized. 

P&G’s Connect and Develop network uses multiple talent approaches, including:

• Hiring retired R&D scientists for specific projects (a form of freelance talent)

• Conducting competitions for technical and product development chal-
lenges, providing awards for specific challenges using proprietary and third-
party open source markets such as InnoCentive

• Deepening relationships with its supplier network to identify solutions to 
product development challenges (a form of partnership talent that involves 
licensing and purchasing product ideas and technologies) 

Through Connect and Develop, P&G has created an R&D talent and idea ecosystem 
that integrates a range of R&D talent spanning P&G staff in the company’s own 
labs, suppliers, retired scientists, and a global network of inventors and researchers. 
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oPen source TAlenT: A Brief inTroducTion 
In recent years, a totally new way of working has become possible. This can be seen in the 

advent of a range of new business models with a new set of players and a new language. 

There are three emerging models of open source talent that are central to understanding this 

evolving landscape:

• Volunteer-based models: Examples of volunteer-based open source talent models 
include Wikipedia, an online encyclopedia written and updated by 100,000 volunteer 
contributors. It currently includes 26 million articles in 286 languages. 

• Crowdsourcing idea marketplaces: Among the best known of the crowdsourcing idea 
marketplaces is InnoCentive, a site that posts challenges for researchers, inventors, and 
problem solvers around the world.

• Crowd work and project marketplaces: Crowd work and project marketplaces are  
composed of a growing set of business models and websites that distribute and manage 
small components of projects (and sometime entire projects or subprojects) to be  
done remotely. Work can be done by the piece, project, or hour. One example is  
Mechanical Turk.

Crowd work is also emerging as a field of academic study at business and technology colleges 

and universities.6 Examples of crowdsourcing idea, crowd work, and crowd project market-

places include:

innoCentive

year formed: 20017 

about the company: InnoCentive is an online platform for open innovation that helps com-

panies reach out to talent around the world by posting problems as challenges. InnoCentive, 

formed by Eli Lilly in 2001, awards a cash prize to the idea that best meets the challenge 

criteria.  In its first year, it posted 12 challenges and sought 82 submissions from 16 countries.8 

number of innoCentive employees: 51–2009

number of innoCentive users (solvers): 285,00010 

number of countries catered to: 20011

Revenue model: InnoCentive charges its clients for posting challenges on the website.  

Its fees range from $2,000 for a brainstorm challenge to $20,000 for a premium challenge.12 

award amount: Varies from $500–$1 million13

mechanical Turk

year formed: 2005

about the company: Mechanical Turk is an online crowdsourcing platform that helps com-

puter programmers to reach out to a set of people across the world that can help with tasks 

that are beyond the scope of computers’ current capabilities. These tasks, such as tagging, 

choosing the best among a group, and performing data duplication, are known as Human  

Intelligence Tasks (HITs). Estimates suggest that Mechanical Turk reaches around 500,000 
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workers across 100 countries, with workers concentrated mainly in the United States (50 

percent) and India (40 percent).14

number of hiTs: 263,79115 

number of mechanical Turk users (workers): 500,00016 

number of countries catered to: 19017 

Revenue model: Mechanical Turk charges 10 percent of the amount the “requestor” pays to 

the worker for a task, with a minimum charge of $0.005 per HIT.

Reward amount: The reward amount ranges from $0.005–$10 per HIT.

Growth: The number of workers participating in Mechanical Turk has quadrupled over the 

past five years.

Graphic: Deloitte University Press  |  DUPress.com

The number of workers in 2008 has been estimated as the average of 2007 and 2009 workers. 
2011: The data are as of January 2011.

Sources: 
2007: Jason Pontin, “Artificial intelligence, with help from the humans,” New York Times, March 
25, 2007, <http://www.nytimes.com/2007/03/25/business/yourmoney/25Stream.html?_r=0>

2008: Joel Ross, Andrew Zaldivar, Lilly Irani, and Bill Tomlinson, "Who are the Turkers? Worker 
demographics in Amazon Mechanical Turk,” <http://www.ics.uci.edu/~jwross/pubs/SocialCode-
2009-01.pdf>, accessed May 29, 2013

2009: Joel Ross, Andrew Zaldivar, Lilly Irani, Bill Tomlinson, and M. Six Silberman, “Who are the 
crowdworkers? Shifting demographics in Mechanical Turk,” <http://www.ics.uci.edu/~jwross/pubs/
RossEtAl-WhoAreTheCrowdworkers-altCHI2010.pdf>, accessed May 29, 2013. 

2010: Ibid.

2011: Amazon Web Services discussion forum, 
<https://forums.aws.amazon.com/thread.jspa?threadID=58891>, accessed May 29, 2013
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It’s the difference between employing an R&D staff of a few thousand employees 
within one’s own company and having access to a network of hundreds of thou-
sands, or more, of idea and insight generators around the world.

From an open source talent ecosystem perspective, the experiences of Apple’s 
app store and Google’s Android store offer another significant example of a business 
model designed to leverage the efforts of highly talented individuals and profes-
sionals who work for themselves or for someone else, but who generate business 
value, brand value, and profits for a company. Apps were introduced by Apple in 
July 2008.24 At the Apple app store’s launch, approximately 900 apps, free and for 
purchase, were available for the iPhone and iPod and were then made available for 
the iPad. In April 2013, there were more than 775,000 apps for the the Apple op-
erating system, including website tools, publications, and games. In five years, the 
Apple app ecosystem has grown to a multibillion dollar business with an estimated 
300,000 Apple app developers in the United States alone; including developers for 
the Android and other operating systems, an estimated 500,000 app developers are 
active in the United States.25 

The app industry is largely staffed by developers who do not work for Apple, 
Google, or any of the curators of the extant app marketplaces. They largely operate as 
part of the freelance and open source talent economy. Yet the global Apple app store has 
grown to more than $7.5 billion in the past five years (figure 7). The overall apps market 
(Apple, Android, and other platforms) is forecasted to potentially surpass $22 billion 
by 2016.26  Apple takes a 30 percent share of the revenue that flows through its app 
store.27 That’s a sizable source of revenue, profits, and brand stickiness that comes 
from people who don’t work for Apple. From a talent perspective, that’s the point: 
to extend the talent ecosystem beyond a company’s balance sheet and develop new 
ways to integrate talent and ideas into a business ecosystem.28

TopCoder

year formed: 200118 

about the company: TopCoder hosts various online competitions on computer program-

ming among its online community of software developers, algorithmists, and digital design-

ers. The community is accessed via TopCoder’s online platform for open innovation. The  

projects are organized into small tasks and posted as competitions, with prize money awarded 

to the winners.19 

number of TopCoder employees: 7520 

number of TopCoder community members: 476,03721 

number of countries catered to: 20022 
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from THe emPloyee life cycle To THe TAlenT ecosysTem

Traditionally, HR, talent, and business executives think of talent and employee 
processes as a supply chain with an on ramp for new employees and an off ramp 

for retirees. In between, they work for a company in its own offices, campuses, or 
factories. The process starts with “acquisition” and continues through deployment, 
learning and development, performance management, rewards, and career planning. 

All this is different in the open talent economy, where the life cycle—supply 
chain—view of talent is giving way to an ecosystem view that requires a fresh perspec-
tive on the foundation or scaffolding on which to build and manage talent networks.  
The starting point is to reimagine both what work needs to be done and who can do 
it; in essence, the process begins with an expansive view of work design and work-
force planning. While the concept of the employee life cycle may continue as the 
underpinning for balance sheet talent, for other categories of talent, business and 
HR leaders may need a new set of principles directed more toward navigating and 
managing talent ecosystems. 

Consider the evolution of five core processes from the old “life cycle” to the new 
“ecosystem” model, and how they are changing in the open talent economy:

• From “plan and acquire” to “design, brand, attract, and access.” In the 
open talent economy, the central question is how to use all forms of talent, 
work, and business models to access and attract the talent you need to do the 
work you need done. This way of thinking goes beyond the concept of the 
“extended enterprise” to a view that reimagines the business and function, 
what and how work gets done, and who can possibly do it. Whether it’s the 

Graphic: Deloitte University Press  |  DUPress.com

Source: Apple SEC filings

Figure 7. Apple app store global revenues
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wHAT’s driving THe oPen TAlenT economy? 
Several global megatrends are driving changes that propel the open talent economy around 

the world in every sector. These global megatrends don’t necessarily arise in the talent sphere, 

and they affect other business decisions as well, but they are fundamentally changing the 

structure of talent and work.

• Globalization: The coming together of global talent markets across an increasing 
number of disciplines is changing the way work is distributed and sourced. Communica-
tions and connectedness have opened the world to new ways of acquiring, developing, 
and managing talent and work. The open diffusion of ideas, practices, and technolo-
gies—and, above all, people—creates opportunities for different parts of the world to 
influence and depend upon one another in new ways. 

• Technology: The growth in computing speed and storage is making virtual and global 
collaboration possible in more fields every day. When technology makes it easy and 
economical to work anywhere in the world, all of our workforce and workplace assump-
tions are open for review. Additionally, the development of smart machines driven by 
increasingly complicated algorithms (witness Watson from IBM and Siri from Apple) is 
again shifting work, in some cases from emerging markets back to developed ones. In 
the future, the open talent economy may well integrate smart machines and people in 
talent networks. 

• mobile: Mobile computing is rapidly expanding access to the network of global 
workers connected by data as well as voice. Technical and social mobility decouples 
people and organizations from physical geography and defined markets. Today’s critical 
workforces are freer to go where they want to work instead of staying where work 
originates. Easier access to skill development resources is making vertical moves easier, 
too, for both people and organizations.

• education: In the past 20 years there has been an explosion in the growth of the 
education sector at all levels around the world, especially in Asian growth and emerging 
markets. The rapid growth of pools of talented manufacturing, services, and knowledge 
workers around the world continues to reshape global talent networks. We are witness-
ing a new wave of innovation driven by massive open online courses (MOOCs) in which 
leading universities, including Stanford and MIT, are making high-quality courses, taught 
by many of the world’s leading professors, available to tens of thousands of students 
around the world. 
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Apple app store or the P&G Connect and Develop strategy, talent models in 
the open talent economy consciously reach across corporate boundaries to 
create ecosystems and ways of doing business that rely on and partner with 
talent almost anywhere. 

 A crucial first step for managing talent in the open talent economy is to 
connect talent leaders with the business executives designing businesses and 
business models so that they can develop new ways of working that take ad-
vantage of the range of current talent models. A second step is to brand and 
position the business and talent ecosystem in ways that can attract the best 
talent and engage them to participate, whether that talent resides within or 
outside the enterprise. While companies will continue to focus on acquisi-
tion for the portion of critical talent that remains on their balance sheet, 
the new approach to talent, as the examples discussed above suggest, moves 
beyond ways to acquire to ways to attract and access different pools of talent. 

 The open source economy presents new challenges to workforce planning 

• Social media: The rapid rise of social media has changed the way people connect and 
collaborate. For the first time, people can quickly, in some cases in real or almost real 
time, share ideas, information, and requests. These technologies and networks make 
possible a new level, speed, and intensity of collaboration, and sharing that is critical to 
the emerging open talent economy.

• analytics: Managing global talent ecosystems requires the ability to manage and mine 
large pools of employee and business data. Analytics allows companies and employers 
to access, review, rank, analyze, and maintain millions of records on individual tasks, 
projects, and workers. A number of freelance and open source talent, product, and idea 
marketplaces have quickly evolved over the past several years. The scale and reach of 
these online and open markets require a combination of cloud technologies and analyt-
ics to access, sort, and evaluate the hundreds of thousands, and in some cases millions, 
of people connecting to these networks. The core tools of data collection, mining, and 
analysis, as well as the ability to handle huge volumes of tasks and workers, make ana-
lytics one of the key enablers of open talent networks.

The themes of technology, mobile, social, and analytics are increasingly common ways of 

framing the forces driving business models in multiple realms. From a talent perspective, these 

postdigital trends, combined with the larger forces of globalization and the phenomenal 

growth of the education sector, are reshaping what is possible and relevant for HR and talent 

executives planning for the future. Understanding these forces and their potential impact, 

and the opportunities they present for business and talent strategies, requires a broadening  

of the traditional approach to talent, which has been almost entirely focused on balance  

sheet employees.
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as well. The historical model was focused on filling capability requirements 
by hiring people, full- or part-time, to work for the company as employees, 
with the accompanying expectations of an organizational livelihood and ca-
reer. In contrast, the future challenge is focused on workforces (yes, plural). 
The emerging challenge is to plan and design work around, and to access, 
workforces of all types—on the balance sheet, in joint ventures, borrowed, 
freelance, and open source. 

• From “training and deployment” to “participation, learning, and lead-
ership networks.” In a business environment evolving as quickly as it is  
today, companies are recognizing the value of moving from command-and-
control training and deployment approaches to new models built around 
projects and networks. Project-based companies are an increasing feature of 
the business landscape, and projects—as opposed to processes and assembly 
lines—play the central role in many types of work. In a world of continually 
changing project portfolios, the demand moves from outfitting and deploy-
ing employees to creating learning, leadership, and work networks that be-
come the backbone of work structure and employee development.29  

 As an increasing percentage of talent and work moves off the balance sheet, 
one can see the growing relevance of new learning models. In a world where 
half of US employees might be independent workers and half of the R&D 
at leading companies is done outside corporate labs, individuals will have a 
growing need and incentive to be up to date on leading ideas, approaches, 
and tools. Lifelong skill development will increasingly be the responsibil-
ity of the individual; off-balance-sheet employees will need an off-balance-
sheet corporate university. In this connection, an important development 
is the advent of massive open online courses (MOOCs) from consortia 
such as EDx and Coursera, as well as new learning models like the instruc-
tion offered by the Khan Academy. The value of a certificate of completion 
from the Stanford MOOC on artificial intelligence or machine learning be-
comes clearer in an environment where individuals need to both keep their 
skills up to date and find new ways of communicating their capabilities and  
credentials. 

• From “performance management” to “performance engagement.” How 
to measure and gauge how well employees are doing when they might work 
for you, near you, for someone else, or on their own will challenge the cur-
rent thinking and approaches to performance management. Companies will 
need new measures, new processes, and new expectations for what success 
looks like on all sides of the employer-worker relationship. Performance 
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management is a battle between two models: competitive assessment (sort-
ing and ranking) and coaching and development. Companies are still strug-
gling to understand performance for balance sheet employees and find the 
appropriate mix of assessment and coaching. As the workforce extends to 
third-party organizations, individuals, and the human cloud of ideas and 
effort, performance management will face the challenge of evolving to mea-
sure engagement, development, quality, interest, access, and output. This 
will likely involve a combination of the familiar focus on worker assess-
ment and coaching with new measures of network characteristics such as 
influence, attraction, and engagement. Perhaps the future of performance 
management will look more like reviews of books on Amazon.com—with 
professionals and workers sharing their “ratings”  (how many “stars” are on 
your online profile)—than like the closed, linear performance management 
systems we are familiar with today. 

• From “compensation and benefits” to “experience and rewards.” The his-
torical focus of total rewards programs has been on grading and sorting em-
ployees and managers into bands while designing compensation structures 
and benefits schemes that generally prioritize health and retirement bene-
fits. Again, the near-exclusive focus has been on compensation, benefits, and 
rewards for a company’s own employees—those on its balance sheet. There 
are at least two emerging challenges for total rewards programs in the open 
talent economy. The first is to keep pace with the rapidly changing expec-
tations of full-time employees across all the generations in the workforce, 
from veterans and boomers to millennials. The people companies keep on 
their balance sheets are looking for an unprecedented level of flexibility.30  
This is often most true for the critical skill sets companies are most inter-
ested in hiring and retaining. At the same time, employees are looking for 
community involvement, social responsibility, and a higher level of meaning 
and engagement in their work. 

 The second challenge for total rewards is to begin the complex process of 
creating rewards, meaning, and careers for employees who are not on a 
company’s balance sheet. One of the areas in which new approaches and 
innovation are needed is how companies can compensate, reward, and cre-
ate career options for workers in all segments of their talent portfolio. This 
might involve creating tiers or categories of freelance employees with differ-
ent levels of access to projects, work opportunities, and corporate learning 
and development programs (both online and in person). Additionally, as is 
already done by network marketing organizations, compensation for off-
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balance-sheet workers might involve different levels of rewards for different 
levels and types of participation. 

• From “company employee value proposition” to “ecosystem talent brand.” 
As companies deliberately design and build talent networks that incorporate 
on- and off-balance-sheet workers, freelance workers, and open source talent, 
the corporate brand and employee value proposition will need to be reen-
gineered with an eye to attracting and engaging multiple sources of talent. 
Similar to the dynamics of the leading media producers and directors who 
attract the top entertainment talent, talent ecosystems will compete on their 
brands as well as on their talent platforms. How a company’s talent ecosys-
tem reaches out to different pools of talent, and what the company offers in 
terms of work, collaborative environments, engagement, and rewards, will 
become part of its “beyond the balance sheet” talent strategy.

These five core reimagined talent life cycle processes are the start of a new frame-
work for planning and managing talent across the open talent economy. There are 
other issues as well, including how to measure, anticipate, and manage risks; there 
have been some highly publicized cases in recent years where employees work-
ing for third-party companies to make and assemble products have created repu-
tational risks and related expectations and liabilities. Managing talent risk in the 
open talent economy will require proactively considering risks associated with all 
types of talent, including off-balance-sheet talent. In addition, new challenges will 
arise with respect to systems and reporting, both for managing talent and employee 
processes and for maintaining collaborative platforms to support crowd work and 
network-based projects.

mAnAging TAlenT Beyond corPorATe BoundAries

The open talent economy places organizations and talent in new relationships 
with each other, providing new benefits and new challenges. Employer-work-

er relationships are more fluid, faster-paced, and more focused on results and im-
pact; at the same time, we are seeing changes in bargaining power, job security, and 
the social benefits offered by employment. In a business environment that offers a 
new array of talent markets and models extending well beyond the corporate bal-
ance sheet, the open talent economy presents a new starting point for talent strategy 
and management. Creating talent strategies that integrate different categories of 
employees and workers across a company’s talent portfolio may be among the fun-
damental challenges facing business and HR leaders in the next decade. Managing 
in the open talent economy will require a fresh look at core talent and employee life 
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cycle processes and systems to ensure that they are taking advantage of the range of 
talent options available and anticipating and managing the emerging risks for talent 
on and beyond the balance sheet.

As Bill Joy, one of the cofounders of Sun Microsystems, famously remarked: 
“There are always more smart people outside your organization than inside.” This is 
one way to summarize the challenge for business, HR, and talent leaders as we chart 
the next generation of talent strategies and systems in the open talent economy. DR 
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The concept of insur-

ance is fairly straight-

forward: Individuals or 

organizations purchase a service 

that mitigates their risk in the 

event of an unforeseen problem. 

It’s about financial security—

hoping it may not be required to 

use the coverage purchased but 

hedging just in case. In many 

insurance markets, premiums 

paid by policyholders are pooled 

so that the financial impact of a 

single event doesn’t wipe out a 

household or organization. The 

majority pay, and over time, 

many receive a payout, but in 

a given year, a large majority 

do not. Health insurance is an  

exception where many poli-

cyholders use their insurance  

frequently. Thus, the math of  

insurance is about basics: pool-

ing of risk from a large number 

of policyholders to fund a small-

er number of unforeseen losses.
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For many types of coverage, the insurance industry has two customers: 

• Employers, including not-for-profit organizations, purchase a variety of in-
surance services—property and casualty coverage to mitigate damages to 
physical property; directors and owners liability for errors of omission or 
commission; liability protections; and for many bigger businesses, health 
insurance coverage for employees, dependents, retirees, and so on. The same 
is true for health insurance: Today, 56 percent of employers purchase health 
insurance coverage for their employees.1 

• Individuals purchase homeowners, auto, and life insurance coverage as  
an after-tax discretionary investment. Insurance companies that target indi-
viduals frequently advertise on TV and are known for direct-to-consumer 
marketing campaigns. Health insurance is also sold to consumers—cur-
rently comprising 17 million—termed “the individual insurance market” by 
health insurers.2

But, in the United States, health 
insurance is different than other 
types of insurance coverage. It has 
its origins in Texas where physi-
cians in the 1920s created a model 
to help individuals handle the costs 
of hospital care when needed.3 

Two events drove the growth of 
the industry in the modern era: to 

recruit veterans returning from World War II, companies used their health insur-
ance coverage to differentiate in recruiting efforts. And in 1972, as part of the Nixon 
administration, when wage and price controls were placed on employers to con-
trol runaway inflation, health insurance costs were not counted against constricted 
wage ceilings. Health insurance offered by employers became standard fare—first 
dollar coverage, modest (if any) co-payments, low premiums and deductibles, and 
large networks of doctors and hospitals from which to choose were common fea-
tures of many plans. In effect, the workforce was treated to a benefit that mitigated 
the full gamut of risk from routine office visits and medications to hospitalization 
for serious medical problems. And Congress granted employers a tax exemption for 
their portion of premiums now worth $216 billion today.4 

Health insurance, therefore, is different than other types of insurance coverage. 
Unlike insurance that covers risk for catastrophes or big-ticket items, health insur-
ance evolved as a form of comprehensive coverage for everything from minor cuts 

. . .  s ince the mid-1950s, 
employers have paid the 
bulk of costs  for  employee 
coverage whi le being t imid 
about restr ict ions on how 
their  employees use the 
benef i t .  That has changed.
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and routine visits to organ replacement and accidents. It’s akin to a hypothetical 
automobile insurance plan that covers flat tires, not just collisions. And compli-
cating matters, in traditional employer-sponsored coverage, the company pays 75 
percent of the premium so the individual’s share is relatively low and the tendency 
to overuse health services is high.5 Thus, consumers have little skin in the game. As 
a result of these structural flaws, health insurance is widely used because it covers 
everything—and it is expensive for the same reason. 

wHere is THe indusTry now? 

Fast forward to the present, where the US health insurance industry plays a 
ubiquitous role in the nation’s economy and in many American households. 

More than 160 million Americans are covered by employer-sponsored insurance 
plans.6 Another 17 million Americans purchase insurance for themselves in the 
private insurance market, and about 100 million are covered by government-spon-
sored insurance plans.7 Notably, in each of these categories, there are unique eligi-
bility, enrollment, and premium requirements, and each is under intense regulatory 
scrutiny at the state and federal levels. 

It’s a big industry comprising about 400 operators, including 154 with more than 
100,000 enrollees, with enrollment split almost evenly between investor-owned plans 
and not-for-profit plans.8,9 And it is growing at home and abroad as individuals,  

Graphic: Deloitte University Press  |  DUPress.com

Source: Kaiser Family Foundation, Health insurance coverage of the total population 
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governments, and companies seek to mitigate the financial risk of health cost while 
attracting/retaining employees.

Three major changes are reshaping the health insurance industry:

1. Changing role of employers in the insurance market: Many working 
Americans choose a plan from options preselected by their employer, often 
balancing the premium, out-of-pocket costs, and co-payments against the 
size and scope of coverage and provider participation. And, since the mid-
1950s, employers have paid the bulk of costs for employee coverage while 
being timid about restrictions on how their employees use the benefit. That 
has changed. Employer activism is a forcing factor in the health insurance 
industry: Ten percent of employers, mostly smaller companies and organi-
zations, dropped coverage altogether in the last decade.10 For those that have 
maintained the benefit, a three-pronged strategy has become the norm: 

• Shared financial responsibil-
ity with employees: Shifting financial 
responsibility to employees via high 
deductible plans and defined con-
tribution plans that replace benefits 
programs are increasingly the norm 
for employers. And employees are 
being encouraged to pay attention 
to prices for the services they use, 
in some cases through incentives to 

purchase from “high value” providers, and in other cases limiting access to 
providers that are too pricey.

• Narrowing networks of providers: Employers are contracting with fewer pro-
viders (doctors and hospitals) to extract better prices and drive volume to 
those that deliver higher quality and lower costs. In some cases, larger em-
ployers are contracting directly with providers; in others, they are pooled 
through arrangements with health insurance companies to get better pric-
ing in their contracts.

• Focused efforts in employee wellness and prevention: Lifestyle-related hab-
its and chronic diseases contribute to 75 percent of health costs.11 Em-
ployers are using coaching programs targeted to employees with chronic 
illnesses (obesity, diabetes, heart disease) and implementing incentives to 
encourage healthy lifestyles. Employers believe wellness-related activities—
for those with medical problems already and to prevent the healthy from  

. . .  the Congress ional  Bud-
get Off ice (CBO) est imated 
up to 27 mi l l ion could be 
newly insured, and over 
the decade only 4 mi l l ion 
may lose coverage as a re-
sult  of  employers paying a 
penalty and walk ing away.
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becoming unhealthy—are strategic investments in their workforce strategy 
and in health cost containment. 

2. Increased enrollment in government-sponsored health insurance plans: 
Today, enrollment in federal and state insurance programs is over 100 mil-
lion including Medicare, Medicaid, Federal Employee Health Plan, Chil-
dren’s Health Insurance Plan, State & Local Government Employee Health 
Plans, and Military Health Plans (Veterans Health/TRICARE). 

Enrollment in each is increasing, and as a result, the influence of the gov-
ernment as a sponsor of the health insurance programs is growing. In some 
cases, government agencies purchase insurance coverage through private 
insurance companies: For example, 13 million Medicare enrollees have a 
Medicare Advantage Plan (Part C) purchased through a private insurer; 
another 32 million have a Part D Prescription Drug Discount Plan offered 
through private issuers; and private plans are routinely offered to federal, 
state, and local employees.12 

The significance of the increased role of government as a sponsor in the US 
insurance market is size: It affords the government the ability to purchase 
for large numbers of enrollees and negotiate aggressive terms and condi-
tions with private insurers who want to enroll and manage a plan on their 
behalf. The growing role of the government as a purchaser of coverage for 
employees from private health insurers is an important dynamic in the US 
health insurance market.

3. The Affordable Care Act and health reform: The third factor driving fun-
damental change in the US health insurance industry was the passage of 
the Affordable Care Act (ACA) in March 2010. Prior to the ACA, there 
was no law that required employers to provide health insurance coverage 
to employees and no law that required individuals to buy it for themselves. 
Both have changed: The law requires employers with more than 50 full-
time employees to provide affordable insurance or pay a penalty—$2,000 
per employee per year.13 And starting in 2014, US citizens not eligible for 
Medicaid or other public programs must purchase health insurance or pay 
a penalty that is the greater of $95 or 1 percent of the difference between the 
household’s taxable income and tax threshold, increasing annually for three 
years. As a result, the Congressional Budget Office (CBO) estimated up to 
27 million could be newly insured, and over the decade only 4 million may 



Deloitte Review     deloit tereview.com

124 THE fUTURE of HEALTH C ARE InSUR AnCE: wHAT’S AHEAD?

lose coverage as a result of 
employers paying a penalty 
and walking away.14,15,16

But the law also added a 
number of new regula-
tory constraints on how 
health insurance plans op-
erate, adding new rules at 
the federal level and vest-
ing responsibility in states 
to implement a number of 
major structural changes 
including Medicaid expan-
sion and creation of health 
insurance exchanges. So 
while the industry is likely 
to see increased coverage as 
a direct result of the ACA, it 
also faces additional com-
pliance and oversight from 
state and federal regulators. 

Each of these three fac-
tors has contributed in a 
unique way to the chang-
ing landscape of the health 
insurance industry in 
the United States. Each is 
unique, but their combined 
impact is a significant dis-
ruption to the industry.

wHAT’s AHeAd for THe HeAlTH insurAnce indusTry?

There are four likely themes that could help frame the future of the US health 
insurance industry: 

1. Enrollment growth at home and abroad: Enrollment in insurance plans 
sold by private insurance companies may increase dramatically in coming 
years. Employers that provide coverage may offer high deductible plans that 

Figure 2. affordable Care act provisions  
directly impacting the commercial health  
insurance industry

Prohibits lifetime limits

Restricts annual limits

Restricts rescissions

Requires coverage for preventive services with no cost-
sharing

Extends dependent coverage to age 26

Requires uniform explanation of plan benefits

Prohibits discrimination based on employee compensation

Requires quality of care reporting

Requires reporting of medical loss ratio and provision of 
rebates

Requires internal and external appeals processes 

Patient protections

Annual rate review

Prohibits coverage exclusions for pre-existing conditions

Imposes adjusted community rating rules

Imposes guaranteed issue requirements

Imposes guaranteed renewability requirements

Prohibits discrimination based on health factors

Prohibits discrimination against medical providers

Requires coverage for essential health benefits

Limits out-of-pocket spending

Limits cost-sharing

Prohibits excessive waiting periods

Requires coverage for clinical trials for qualified individuals 

Sources: ACA and Congressional Research Service [CRS] 
analysis, *Includes Sections 1302, 1341, 1342, 1343, 
1101, 1104, 1001, and 1201)
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transfer risk to employees while protecting them against catastrophic costs. 
Individuals lacking access to insurance through an employer and the self-
employed may purchase individual plans through private insurers. The pop-
ularity of the Medicare Part C and Part D programs shows no sign of slow-
ing, and individuals eligible for subsidies through state health insurance 
exchanges may expand the market by up to 24 million per the CBO.17 And, 
there’s growing interest among state legislators and governors to contract 
with private plans to manage Medicaid enrollment. The health insurance 
industry’s core value proposition—reducing costs by managing health—
is a solid platform for growth. The core competencies and infrastructure 
necessary to manage individual and population health cost effectively are 
required in health care systems worldwide, so enrollment growth may be 
significant at home and exponential abroad for many US health insurance 
operators.

2. Consolidation—fewer players with wider reach: The insurance industry 
is heavily regulated and capital intense. The margins in its core business—
managing health—are thin, so for many, it’s a mandate to “go big or get out.” 
Consolidation is accelerating in the US health insurance sector and in some 
cases, globally.

 

Graphic: Deloitte University Press  |  DUPress.com

Source: Deloitte Center for Health Solutions, Unlocking value in health plan M&A: 
Sometimes the deals don’t deliver, 2012 
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Margin erosion and increased regulatory oversight have driven increased merger 
activity among incumbent companies. In 2011, 20 managed care M&A transactions 
took place, totaling nearly $8 billion, and more deals took place the year after the 
ACA was enacted than in each of the three years prior.18 

The increased “urge to merge” is driven by necessity in many cases: Increased 

Figure 4. US health insurance market

Significant absence of health insurer 
competition exists (based on revised 
Horizontal Merger Guidelines issued 2010 by 
the US Department of Justice and Federal Trade 
Commission)

83% of metropolitan markets rate 
as “highly concentrated”

at least one health insurer had a commercial 
market share of 50% or more

Roughly 50% of metropolitan 
markets

Two largest health insurers had a combined 
commercial market share of 70% or more

24 of 48 states studied

average market share of state’s largest 
insurer

Individual market: 54% 
Small group market: 51%

average number of state insurers with at 
least 5% market share

Individual market: 4 
Small group market: 4

States with least competitive commercial 
health insurance markets

From least to most competitive: 
Alabama, Alaska, Delaware, 
Hawaii, District of Columbia, 
Maine, Michigan, Nebraska

Sources: AMA, “2011 Competition in Health Insurance: A Comprehensive Study of US 
Markets”; Kaiser Family Foundation, “How Competitive are State Insurance Markets?”
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costs of operations and downward pressure on premiums by individual, employ-
er, and government purchasers are a requisite for scalability and size. It’s increas-
ingly a competitive industry that historically pits strong “local” brands against  
“national” brands. Consolidation is expected to continue among US operators,  
as well as acquisitions of insurance companies in emerging and developed health 
systems of the world.

In all likelihood, there may be fewer US health insurers, but their enrollment 
and scope of operations may be broader. 

3. Diversification—new products and services: The health insurance  
industry is in the enviable 
position to take advantage 
of these major drivers of  
innovation:

• Consumerism: Behavioral eco-
nomics is a daunting term. It 
essentially means that indi-
vidual behavior is influenced 
by a complex set of triggers—
incentives, circumstances, 
needs, values, opportuni-
ties—that determine how 
we respond. The majority of 
health care costs worldwide 
are the direct result of unhealthy lifestyles and/or failure to adhere to rec-
ommended treatment plans. Nevertheless, how does a health care system 
change how its citizens behave? The health insurance industry might pro-
vide new mechanisms to influence behavior—incentives, benefits design, 
and technologies—that reward desired responses from individuals and 
populations. As the individual (retail) insurance market grows, the ability 
to adapt health plans to individual needs and offer self-care tools that are 
useful when making decisions provides an attractive opportunity.19 

• Integrated health: In an emerging trend, the convergence of clinical and 
administrative management of the system means bigger organizations that 
deliver and finance health care services (a.k.a. integrated health systems). 
Insurers are in an enviable position to collaborate with or acquire clinical 
delivery capabilities either through acquisitions or as business partners in 
accountable care organizations and medical homes. In some communities, 
health insurers may become business partners to hospitals and physicians 

Ult imately,  the health in-
surance industry’s  va lue 
proposit ion boi ls  down 
to this :  managing health 
costs  without compromis-
ing safety and outcomes. 
The escalat ing costs  of 
health care borne by em-
ployers,  fami l ies ,  and tax-
payers cal ls  for  innovat ive 
solut ions that balance 
these dual  goals .
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who sponsor a plan. In others, health insurers might manage a provider’s 
accountable care organization or medical home programs. In a few, health 
insurers may own and operate hospitals and clinics, and manage a network 
of employed physicians.   

• Big data: Health care is rich in data and weak in information. As health insur-
ers engage as business partners in large, regional/national integrated systems 
of care, they may amass huge amounts of data about what treatments work 
best, which diagnostics are predictive, what stimuli prompt optimal con-
sumer engagement, how processes optimize efficiency, and what everything 
costs based on an individual’s customized plan. And the emergence of state 
insurance exchanges, widespread adoption of electronic health records in 
medical practices and hospitals, and the ubiquitous presence of social media 
provide huge opportunities for further data gathering (as well as opportuni-

ties for its abuse). As a result, health 
insurers may play a lead role as info-
mediaries about health—structuring 
data into useful tools for individuals, 
employers, and providers.

4. Value—the balance of costs 
and care: Notably, in the heat of 
the health reform debate of 2009, 
President Obama used a phrase that 
is perhaps the essence of one of the 

health insurance industry’s greatest challenges: trust. On numerous occa-
sions he reiterated this reference to trust, and while encouraging the passage 
of health care reform, cited a need to “keep them honest,” in reference to 
insurance providers. 

Like any industry that is highly regulated, highly visible, big, and getting 
bigger, US health insurers are in the spotlight. It is an industry that elicits 
strong feelings and wide ranging opinions. 

• Many physicians think health insurance plans limit access to needed cov-
erage they recommend and impose unnecessary administrative paperwork 
that’s burdensome and costly.20 

• Many employers think health insurance benefits are a necessary but costly 
talent recruitment and retention strategy.21

The major i ty  of  health care 
costs  wor ldwide are the 
direct  result  of  unhealthy 
l i festy les and/or fa i lure to 
adhere to recommended 
treatment plans.  Neverthe-
less,  how does a health 
care system change how 
its  c i t izens behave?
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• Consumers who can afford health insurance coverage think it a hedge 
against back-breaking health care costs. Yet even those with coverage do 
not feel completely secure. See our latest findings from the 2012 Deloitte* 
Survey of US Health Care Consumers.

• Ironically, seniors on Medicare feel the most secure of all insurance popu-
lations—perhaps the reason politicians are hyper-sensitive to changes that 
might arouse their passion to protect the program.22 

Trust is an issue for the industry. The potential loss of financial security as a 
result of health costs is a widespread fear, even among those with health insurance. 

Health insurers understand the challenge. Their response to date has not fully 
remedied the trust gap fully. Some are rebranding, some are methodically changing 
their business model to enhance relationships with consumers, and all are active 
in educating legislators and community leaders about the role and scope of their 
operations. It may likely take more effort. Increased transparency about the busi-
ness operations in a health plan—how coverage and denial decisions are made, how 

Graphic: Deloitte University Press  |  DUPress.com

Source: Deloitte Center for Health Solutions,“Deloitte 2012 Survey of US Health Care Consumers,”  
June 2012

Figure 5. Percentage of consumers who feel their household is financially 
prepared to handle future health care costs
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*As used in this document, “Deloitte” means Deloitte LLP. Please see www.deloitte.com/us/about for a 
detailed description of the legal structure of Deloitte LLP and its subsidiaries.
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doctors and hospitals are evaluated and compensated, how premiums are spent—is 
clearly a step in that direction. 

Ultimately, the health insurance industry’s value proposition boils down to this: 
managing health costs without compromising safety and outcomes. The escalating 
costs of health care borne by employers, families, and taxpayers call for innovative 
solutions that balance these dual goals. The health insurance industry has an op-
portunity to deliver on this value proposition, leveraging its unique competencies 
in partnerships with providers.

Bets of the demise of the health insurance industry are ill-advised. It’s an indus-
try with challenges but with substantial opportunity. If managed care is a dubious 
concept in some circles, unmanaged care is the greater risk. Therefore, the future of 
the insurance industry is bright—at home and abroad. DR

Paul Keckley is the executive director of the Deloitte Center for Health Solutions with Deloitte  
Consulting LLP.

Bill Copeland, is vice chairman, US Life Sciences & Health Care leader and the US Health Plans 
leader with Deloitte LLP. 
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dean Kamen is one of the world’s great inventors. His arsenal 

of 440 patents runs the gamut from the Segway scooter to  

irrigation equipment to implantable insulin pumps.1 Kamen’s suc-

cess derives in no small part from his technical genius, and he has an 

uncanny ability to promote the usefulness of his inventions.

To demonstrate a prosthetic arm Kamen designed for the defense 

advanced research projects agency, he showed a wearer overcom-

ing daily inconveniences—peeling a banana and sipping coffee—to 

display the enhanced motor skills.2 His gravelly long Island frank-

ness emphasizes the intuitiveness of his designs, belying their full 

complexity. Kamen knows how to be understood.

mULTIRATIonAL mULTInATIonALS

The shifting business ethos

An excerpt from the forthcoming book  
The Solution Revolution

By william d. eggerS and Paul macmillan 
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Yet igniting interest in a solution to water scarcity has been an uphill climb for 
Kamen. His team prototyped a water purification unit, the Slingshot, back in 2003. 
The Slingshot is capable of churning out a thousand liters of purified water daily 
while running on a variety of energy sources, including cow manure. Kamen and 
the rest of the team hope the unit will provide safe drinking water to more than a 
billion people. The purifier produces drinkable water out of even the murkiest con-
tents, as Kamen once demonstrated on The Colbert Report, when Stephen Colbert 
skeptically poured a bag of spicy, bright-red Doritos into the Slingshot and pro-
duced colorless water. Kamen said it would yield purified water from ocean water, 
a “50-gallon drum of urine,” and even toxic waste.3

Entertaining antics aside, the Slingshot stands to prevent 3.4 million deaths an-
nually attributed to waterborne disease.4 Kamen has personally invested $50 mil-
lion in the solution. Unfortunately, finding a buyer for the Slingshot has proven 
difficult, eliciting waves of gracious declines or unresponsiveness from big play-
ers such as the United Nations and large nongovernmental organizations (NGOs).  
The negative responses prompted Kamen to realize that “the NGOs aren’t the ones 
who can help us get the machine into production, scale it up, [and] bring down the 
cost curve.”5

Struck by its global reach across even the most rural regions of more than 150 
countries, Kamen set his sights on Coca-Cola instead. In 2005, he developed a 
vending machine serving custom blends of carbonated beverages for Coca-Cola in 
the hope of building a future partnership.6 Now Coca-Cola is distributing the Sling-
shot, beginning in rural Ghana, as part of the company’s extensive water steward-
ship efforts.7 The company targets numerous aspects of water use, beginning with 
its own production practices. Thanks to improved water stewardship, Coca-Cola’s 
water use has remained flat even as production rises steadily.8

Partnering with Kamen to expand access to clean water supports Coca-Cola’s 
already far-reaching clean-water initiatives. Coca-Cola also partners with organi-
zations like The Nature Conservancy and USAID to improve water management.9 
Meanwhile, Coca-Cola’s Safe Water for Africa program supplies water to areas of 
West Africa where water resources have deteriorated.10

Multinational corporations like Coca-Cola can scale social innovations faster 
and more widely than other institutions can. This capability magnifies the signifi-
cance of those global companies that are elevating social causes from a footnote to 
a primary consideration in business decisions.

The concept of pursuing a double bottom line, in which companies seek to maxi-
mize financial and social impacts, or even a triple bottom line, with environmental 
benefits added to the equation, has gained traction among large, established firms 
and fledging enterprises alike. Corporate responses vary from beefing up corporate 
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social responsibility (CSR) initiatives to reinvesting profits back into a company’s 
social mission. In recent years, CSR has taken off. Contrast the mere 70 CSR reports 
published in 1990 to the thousands produced today.11 In 2006, only 25 percent of 
Fortune 500 companies produced CSR reports. Today that figure has climbed to 80 
percent.12 While an increase in CSR reporting does not necessarily correspond to 
an increase in overall social impact, a rise in reporting does signal a mind shift—a 
realization that corporate profits aren’t the only meaningful product of a Fortune 
500 company.

A few decades ago, Kamen’s idea of partnering with a large multinational cor-
poration to wipe out waterborne disease would have struck many as bizarre. The 
widely held notion of businesses’ role in society was succinctly captured in the title 
of Milton Friedman’s famous 1970 New York Times piece: “The Social Responsibil-
ity of Business Is to Increase its Profits.”

Recent years, however, have seen many business leaders rethinking this basic 
premise. John Mackey, the founder of Whole Foods Market, is at the forefront of 
this evolution. A proud libertarian, Mackey strongly and unapologetically champi-
ons the free market. Nonetheless, his central idea, which he writes about in his book 
Conscious Capitalism, is that investors are only one of multiple constituencies with 
which a company must engage.13 Customers, employees, vendors, and the commu-
nity at large represent other important stakeholders. Since a company’s choices can 
affect each stakeholder, it should pursue value for all constituents to create lasting 
financial and social returns.14

This concept at the core of the Whole Foods Market mission has caught on. 
Each year, Mackey’s Conscious Capitalism Institute draws executives from dozens 
of large firms, including REI, the Container Store, and Trader Joe’s, to discuss how 
they can bring the ethos to their own companies.

In a similar vein, Harvard Business School professor Michael Porter and Mark 
Kramer, founder of the social-impact consulting firm FSG, have evolved Jed Emer-
son’s concept of “blended value” into a related concept they call “shared value.” The 
idea “involves creating economic value in a way that also creates value for society 
by addressing its needs and challenges.”15 Businesses that practice shared value con-
nect company success with wider social progress.

“We can make market forces work better for the poor,” explains Bill Gates, “if we 
can develop a more creative capitalism—if we can stretch the reach of market forces 
so that more people can make a profit, or at least make a living, serving people who 
are suffering from the worst inequities.”16

What Mackey, Gates, Emerson, Porter, and Kramer have in common is the be-
lief that business should no longer solely cede the solving of social problems to 
government and nonprofits. The specific terms may vary, but the concepts converge 
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around the idea that caring solely about profits is simply not rational anymore and 
in the long run is actually a liability. The ripples of business decisions across eco-
systems, cultural and environmental, are too wide to ignore. If a company ignores 
the social impacts—both positive and negative—of its mainline operations, it does 
so at its own long-term peril. For this reason, a business must increasingly consider 
multiple factors, both internal and external, in its decisions. Hence the term multi-
rational multinational.

A growing body of research supports the notion that such an expansive view of 
a company’s role can boost profitability. Paul Griffin and Yuan Sun of the University 
of California Davis and Berkeley studied a group of companies that have issued 
CSR reports. The researchers found that the companies’ shareholder perceptions 
improved and that the aggregate market value of the companies rose by $10 billion 
after the reports were released. Surprisingly, smaller companies benefited the most 
from reporting. A 2007 study from the Wharton School of Business demonstrated 
that companies striving to address the best interests of all stakeholders rather than 
just shareholders outperform the S&P 500 by a significant margin.17

Many mature companies’ first involvement with the solution revolution is via 
corporate philanthropy. While companies have always invested in their commu-
nities, the sheer size of today’s contributions and their global impact is unprec-
edented. In a study by the Committee Encouraging Corporate Philanthropy, 214 
respondent companies reported collectively giving more than $15.5 billion in 2010, 
billions more than the UN Development Program’s annual spending. Fully 82 per-
cent of the respondent companies run their own foundation or trust.18

But philanthropic action alone runs counter to the premise of a multirational 
multinational. Instead, companies are increasingly applying their competitive ca-
pabilities and expertise to challenges that nonprofit organizations have struggled 
with for decades. Cincinnati-based Procter & Gamble is partnering with UNICEF 
to wipe out tetanus in Africa by 2015. Profits from the sales of Pampers diapers 
contribute to free vaccines for expectant mothers and newborn babies, through 
a program that has immunized over 300 million to date and raised widespread 
awareness about the issue.19

Unilever is another corporate trailblazer. Since 2000, it has partnered with 
NGOs, banks, and governments to sell cleaning products in parts of rural India 
where sanitation is a constant concern. Unilever employs women in rural villages 
to sell the products, lifting them and their families from poverty as they strive to 
address the sanitation needs of more than 600 million underserved Indians.20 This 
base-of-the-pyramid approach, discussed in more depth later in the book, intro-
duces a brand-new market segment to Unilever—and underscores that doing good 
can often also be good business.
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There is no shortage of skeptics of the corporate push into social innovation. On 
the one hand, many conservatives and libertarians argue that companies best serve 
larger societal interests not by focusing on social good but by employing workers 
and meeting consumer demand. On the other hand, some liberals remain skeptical 
of business intentions, viewing CSR and other efforts as merely self-serving exer-
cises in corporate PR, as some of these efforts are. Still others assess the impacts of 
CSR and corporate social innovation initiatives as greatly overblown. In The Market 
for Virtue, political scientist David Vogel argues that while there might be a market 
for firms that do good, there is also one for less virtuous firms and “the size of the 
former does not appear to be increasing relative to the latter.”21

Company Target issue
Campaign, 
year started

impact to date

coca-cola
access to 
clean water

Safe water for 
africa, 2005

382 community water projects in 
2012; 1.6 million people benefit

whole foods 
market

Poverty
annual Pros-
perity cam-
paign, 2009

Supported over 1 million people 
with microcredit; $5.6 million 
raised in 2012

Shell Poverty
Shell  
foundation, 
2000

invested over $1.2 billion in 
solving developmental issues by 
creating scalable enterprise-based 
solutions

zappos
urban  
revitalization

downtown 
Project, 2011

investing $350 million in real 
estate, education, small busi-
nesses, and tech start-ups to help 
transform downtown las vegas

P&g Health
Tetanus vac-
cines, 2006

immunized ~300 million expect-
ant mothers

unilever Sanitation
Project Shakti, 
2000

45,000 entrepreneurs in 135,000 
villages, 15 indian states, by 2009

walmart
access to 
quality food

Stores in uS-
da-designated 
food deserts, 
2011

To add 275-300 stores in food 
deserts by 2016; to produce 
40,000 jobs; to give 800,000 
people access to healthy groceries

microsoft
internet  
access

High-speed 
broadband, 
2011

committed to deliver high-speed 
broadband to 1 million low-
income households within three 
years

yum! Brands Hunger

The world 
Hunger relief 
Program, 
2007

in united States, 148 million 
pounds of food donated (worth 
$650 million) to needy

ge
cancer and 
environment

ecomagina-
tion, 2004

launched natural gas turbines 
that can replace coal plants and 
offset 2.6 million tons of carbon 
emissions per year

virgin environment
environment-
friendly fuels

uses airbus a320 aircrafts, each 
of which emits 3,600 fewer tons 
of carbon per year

Table 1. Sample initiatives of multirational multinationals
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Each perspective has a modicum of truth to it. What they all tend to miss, how-
ever, is the growing alignment of financial and social incentives that is pushing 
companies to move beyond traditional CSR. When larger societal problems are 
seen not as just charity but as actual market opportunities, then actions by business 
are more scalable and viable over the long term.

As a result, corporate contributions often align with each company’s unique ca-
pabilities and objectives (table 1). Health care companies tend to focus on health 
causes. Large technology firms with highly sophisticated educational requirements 
often contribute to higher education. Internationally, contributions to education 
and health account for more than half of corporate giving, dwarfing all other cat-
egories, including the arts and disaster relief.22

Many companies, then, are becoming multirational, integrating their corporate 
and social missions. Mark Kramer says that “social change becomes part of the 
competitive equation—companies have to compete around their ability to improve 
social conditions and achieve social outcomes.”23 Consumers are helping drive this 
trend. In an Edelman global survey, the majority of consumers viewed corporate 
donations as insufficient, instead urging companies “to integrate good causes into 
their day-to-day business.”24 DR

William D. Eggers leads the Global Public Sector Research for Deloitte Services LP.

Paul Macmillan is a partner with Deloitte Touche Tohmatsu Limited and the Global Public Sector 
Leader. 
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