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about this issue

A Winter Smorgasbord

WE STRIVE FOR A GOOD MIX OF STORIES in every issue of Stanford Business, but
this issue is particularly diverse. Janet Zich writes about the multiple facets of the
School’s newest center, the Center for Social Innovation, beginning on page 16. Her
report should be of interest to anyone involved in nonprofit management, philanthropy,
or corporate responsibility. Another take on corporate responsibility and leadership is
provided by Business School graduates who are CEOs in an article written by former
Wall Street Journal reporter Fred Rose, starting on page 22. A report on novel research
by Assistant Professor Ulrike Malmendier on CEO investment decisions presents yet
another vantage point on corporate leadership; see page 28.

You’ll also find stories about alums engaged in highly personal quests—one whose
grief has led to his success as a sculptor, another determined to help his native Turkey
take its national airline public, and another who enhanced her self confidence by
devoting a year to managing the nonprofit production of a pictorial book, ¢, and
traveling exhibit on Africa.

By all means, read Eric Zitzewitz’s essay on judging in the Winter Olympics, even
if you didn’t follow the figure skating judging scandals in Salt Lake City. The assistant
professor of strategic management has statistically analyzed the scoring in several
Olympic sports. The work allows him to present some nonintuitive lessons for
managers on how to reduce bias in group decision making.

I could go on, but I want to welcome our new production manager, Arthur
Patterson, bid a fond farewell to retiring associate editor Nan Christensen, and
save room for the readers who have written us letters since last issue. Enjoy.

itttee D Yte oinon

Letters to the Editor

YOUR ARTICLE “A Season of
Scandal” in the November 2002
issue jumps directly into the
cesspool of drivel portrayed by
other media. Over the past few
years, the press has reported on
company after company as
being corporate criminals and
awash with corruption and
scandal. Accusations are based
on the foundation that corpo-
rate America is the root of evil
in our society. Attempts at

explanation and/or defense by
the accused are put down as not
credible and self serving. How
ever could these “scoundrels”
even consider defending them-
selves, as we, the people, find
them guilty in the people’s court
of the press?

Arthur Andersen was put to
its knees by the presumed guilt

of one or two (long before
legitimate guilt had been either
evaluated or assessed). AA was
and always had been an excel-
lent firm with top-notch peo-
ple. Now their ex-employees
go with their tails between
their legs for having ever been
associated with corporate
scoundrels. They fear even

putting AA on their resumes.

Corporations are the back-
bone of America, providing
approximately 7o percent of
Americans with their income
and livelihood. More than 50
percent of our workforce is in
small and mid-sized companies
where people work hard and
straight for their lives and com-
panies. Many officers and
founders lose their entire life
savings and file for bankruptcy
having given many Americans
employment for perhaps but
a brief time. This cannot be a
sign that corruption is endemic.

The American press is killing
our country. Why have national
headlines from minimally edu-
cated reporters with scant evi-
dence become the basis of guilt?
As for the GsB, yes, analyze and
criticize and review, but some-
where, sometime, how about
encouragement of business,
support of the American dream,
not just the preponderance
of the bad stuff?

FRED W. PATTON, MBA ’69

Oakland, CA

THE NOVEMBER ISSUES OF
both magazines [Stanford Busi-
ness and Stanford] dealt with
“A Season of Scandal” and
“Ethics in the Wake of Enron.”
In these articles a number
of distinguished professors
expressed their learned views.
As a singed Enron investor,
the absence of any comment on
the role of retired GsB dean and
professor of accounting Robert
Jaedicke was conspicuous.
After all, Mr. Jaedicke did chair
Enron’s audit committee.
I admit I did not understand
Enron’s accounting but banked,
mistakenly, that Mr. Jaedicke
did. Oops.
NEEL HALL, AB ’54, MBA 59
Tucson, AZ
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dean,s COlumn BY DEAN ROBERT L. JOSS

\Who Should Go to Business School?

MONG THE MANY QUESTIONS that get

asked of a business school dean, the one

I often hear is, “Why should someone go

back to school and get an MBA?” People
seem to have a much clearer idea about why students
would return for graduate studies in medicine (to prac-
tice medicine and heal the sick), in education (to gain a
teaching certificate and help shape young minds), or in
law (to pass the bar exam and advocate for justice).
Unlike the other professions, there is no license required
to practice management—so why pursue an MBA?

My answer starts with the observation that our soci-
ety relies on managed institutions to produce and deliv-
er nearly all our goods and services—public and private.
How well those institutions perform their economic and
social roles—that is, how well they are managed—has a
very large impact on the quality of people’s lives. It is the
managers of those institutions, from front-line supervi-
sors to the most senior executives, who work together
to determine and deliver the performance of each insti-
tution. Management is a tough job, requiring one
to work with and through others to accomplish the mis-
sion of the organization in an ever-changing environ-
ment. It is a noble calling—just as is the work in other
professions. You can impact the world significantly
when your organization performs well. Society benefits

from a job well done, and employees benefit from a pos-
itive work life. It takes a lot of practice to become a good =

manager since there is a huge component of what we
now call “learning by doing.”

But in addition to practice, good management also
takes a lot of knowledge—knowledge about how
economies work, how markets function, how competi-
tors are likely to behave, how organizations function,
how resources should be allocated, how people might
react to certain situations, and what it takes to make
yourself effective as a manager and leader. The purpose
of the Stanford Graduate School of Business is to pro-
mote learning about management. As a school, we are
largely in the knowledge business, and it is our primary
duty to create and disseminate the body of knowledge
relevant to the practice of management. Students pur-
sue graduate education in management at a place like
the GsB to acquire that body of knowledge. While there
are always notable examples of successful managers
who never went to business school, experience (and
logic) tells us that someone is a lot better off undertak-
ing a management career with that body of knowledge
than without it.

Bottom line: Someone who wants to undertake a
professional career making organizations perform bet-
ter ought to consider going to business school. If a
prospective student is passionate about management as
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a career, graduate study in management can be a great
investment. This education equips you with a way of
thinking about the world of management and manage-
rial challenges that is career-lasting and invaluable.
When should someone think about going to business
school? Prospective managers are ready whenever they
decide that management is the career for them, and they
seriously want to learn about the knowledge base an
MBA program offers. The challenge for us in reading
applications is to determine how serious and well-
founded the applicant’s decision is. This is why, in addi-
tion to looking at their capacity to handle the rigor of

Management is a noble calling
because you can impact the

world significantly when your
organization performs well.

the academic work, we look at how much and what
kind of work experience they have. The daily challenges
of real-world organizational life offer the type of expe-
riential learning that is an essential complement to an
intellectual understanding of management. A decision
to commit one’s professional life to a career in man-
agement is often more sincere when based on doing
managerial and operational tasks—like calling on cus-
tomers and prospects, feeling rejection from a sales call,
managing a team of people, giving and receiving feed-
back, hiring and firing people, making tough choices
within limited resources, living with and learning from
your mistakes, following up on the details—than when
it is based just on knowing what management is about.

When we attract and admit people who are passion-
ate about management as a career because they want
to change the world through the leverage of organiza-
tional performance and who have acquired enough
knowledge and experience about management to feel
confident this is their calling, then we have an excep-
tional student population that is an integral part of the
GsB learning experience. This has been a hallmark of
Stanford for many years and is our objective every year
as we prepare to admit a new class. [




WHAT’'S UP News About the GSB and Its Graduates

Spreadsheet

TRIAL RUN ENDS: First-year MBA students celebrate after simulating leadership of a greeting card company.

Students Thrown into Leadership Roles

HE COMPANY WAS IN TROUBLE. Quality control was
uneven, communication with suppliers was spotty, and feed-
back from customers was not encouraging. So a few days
before classes began last fall, 6o first-year MBA students took
on the task of changing the course of an organization, and in the
process gained experience in the sometimes messy role of leadership.

The simulation, part of a leadership development initiative by the
Business School, is based on the belief that leadership is best learned
through experimentation and practice. The exercise is one of the
School’s first steps to increase the experiential component of the MBA
curriculum.

“We need to help our students know themselves better,” said Dean
Robert Joss. “They need to know how they will work in teams, how
to give and get feedback, etc.”

Assuming the role of a senior management team, students gath-
ered data, assessed problems, and planned and implemented changes,
all the while soliciting feedback and communicating with team mem-
bers, customers, suppliers, and others. Alumni volunteers played the
role of customers and suppliers, ultimately sharing from their pro-
fessional experience.

“One thing that’s apparent in the real world of business leadership
is the need to listen actively and attentively to others,” said Roy Vella,
JD/MBA 96, one of the volunteers. “The exercise gave students a heavy,
concentrated dose of that critical practice.”

Associate Dean David Kreps told students they would be asked to
develop plans and recommendations for how to handle business chal-
lenges. “In the real world, however, plans and strategies are not enough.
You actually have to make them happen, and that is crucial to becom-
ing a leader. It requires experimentation and practice.”

Fond and Not-So-
Fond Memories

THE 25TH AND §OTH reunions
prompt people to share the best
stories of their post-GsB lives
with classmates, but many also
write down precious tidbits of
School history. Here are two
such highlights from last year’s
reunion classes of *52 and 77:

When Pauline Hart arrived
on campus in the early fifties,
she was surprised to find herself
registered as “Paul Hart.” She
also discovered that she was one
of three women in her class.

“I learned that heretofore
two had been the quota, since
‘women’s lib’ had not made
much impact yet.”

The Des Moines, Wash., resi-
dent has thought many times
about the mistake in her name.
“They didn’t send me home,”
she says, “but to this day, I still
wonder who was the ‘mistake,’
as another girl in my class was
Bobby Bennion.”

Hart became the first member
of the American Dietetic Associ-

ation with an MBA degree. She
used her skills to develop the
concept of contract manage-
ment for hospital food services
and says she “scored many
firsts” before retiring from a
career in hospital management.

Everyone has been intimidat-
ed by a decorous, well-respect-
ed teacher, but Bob Homans of
Norden Capital in Los Angeles
has a particularly frightening
tale. It occurred in the class
of the late Leland Bach, a GsB
professor known as a masterful
teacher.

Homans, MBA 77, says he
received a call one day from
Professor Bach’s secretary
“informing me that the Great
Man could not read my hand-
writing, and would I possibly
be able to go up to his house
and read to him the contents
of my final exam bluebook in
macroeconomics.” Homans
had no choice but to
comply.

“It is one thing to write
garbage in a bluebook, hand
it in, and wait for the results,”
he says. “It is quite another to
have to verbally present that
same garbage to Professor Bach
himself, realizing all the time
that both of us are probably
trying desperately to hold back
laughter.”
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Shoppers Browse
Mail, Mall, Web

THE MOST SUCCESSFUL
online retailers understand the
multichannel habits of today’s
shoppers, Professor Haim
Mendelson told a fall Alumni
Weekend audience. The co-
director of the GsB’s Center
for Electronic Business and
Commerce argued that the rise
of electronic commerce was
over hyped and so is news of
its decline. Online sales are still
increasing for firms that have
learned customers don’t stay
within categories, such as shop-
ping only at a retail store,

online, or via catalog. The
online sales of Lands’ End peak
a few days after a traditional
paper catalog is mailed,
Mendelson said. Car shoppers
shift back and forth between
Web sites like Autobytel and car
lots. Wal-Mart’s photo service
allows customers to drop off
film at a store and collect digital
images electronically.

Online shoppers are different

in one respect, Mendelson
told the audience during the
Sloan Distinguished Faculty
Lecture. While they may plan
what to buy on weekends, sur-
veys indicate the most popular
time to buy is around 9 A.M.
on Mondays.

Alumna Puts Old
Bones to New Use

FOR THREE DECADES, THE
Anatomical Chart Company of
Skokie, IlI., has been decorating
the walls of doctors’ offices with
meticulous drawings of the inner
human body. Now, many of
those images have been gathered
into the Women’s Health and Well-
ness reference book, which was
published by Lippincott
Williams & Wilkins, thanks to
new-product developer Lesley
Weeks Ochoa, MBA ’95. Hired
by the chart company to find
new ways to take advantage of
its specialty, Ochoa developed
the concept for the guide with
the chart firm’s sales force. She
then did a competitive analysis
and found medical doctors and
other experts to help with text
that accompanies the colorful
illustrations contrasting healthy
eyes to dry eyes with cataracts,
or body changes associated with
pregnancy and menopause. The
goal, Ochoa says, is that when
women and girls peruse these
female-specific illustrations, their
added understanding will
prompt them to take a more
active role in staying well. In
other words, a picture might be
worth a thousand pills.

Poet Dana Gioia Goes to Washington

in human history who decided

to go to Stanford Business
School to become a poet,”

Dana Gioia, MBA ‘77, once joked
in the Santa Rosa Democrat.
Now that education may pay off
in a different way, as President
Bush has nominated the Sono-
ma County poet and critic to
run the National Endowment
for the Arts, the organization
that at least since the Reagan
administration has been a
lightning rod for impassioned
debates about the direction of
culture in this country.

Gioia seems an ideal candi-
date, having set off several cul-
tural debates himself with
essays such as “Can Poetry Mat-
ter?,” published in 1991 around
the time he quit being a vice
president of General Foods. The
essay argued that a clubby aca-
demic subculture was prevent-
ing poetry from being widely
available to the mainstream.

His last poetry volume, Interro-
gations at Noon, won the Ameri-
can Book Award last year, and

I ‘m probably the only person

his experience in management
should help him manage the
agency'’s $115 million budget
and periodic controversies over
how it is spent. Gioia told the
Washington Post that he accept-

ed the nomination because,

“I think it is important for Ameri-
can artists to play some role in
making a case for the arts in the
public world.” In Sonoma, where
he lives with his wife, GSB class-
mate Mary Hiecke, and their two
sons, Gioia has been the force
behind an annual county book
fair and a national poetry teach-
ing conference.

Rankings Report Card

WHILE EDUCATORS POINT
out that media rankings don’t
measure what’s most important
about business education—
learning—the standings con-
tinue to proliferate. In the 2002
biennial Business Week MBA
ranking, based primarily on a
poll of students and recruiters,

Outsider Turns Around Nissan

$5.5 billion loss to a $2.7 billion profit while boosting the stock

B s head of Nissan Motor Co., Carlos Ghosn has transformed a

price, making him one of the most highly regarded executives
in Japan. “If you want to be a leader, make sure you get results,” he
told a Business School audience last November.

The accomplishments were not without pain, but Nissan was head-
ed for the junkyard if it didn’t improve its record of seven years of
unprofitability and declining market share when the former Michelin
and Renault executive was named CEO three years ago. Ghosn cut staff
and suppliers and added accountability. Asked what it was like to be an outsider in Japan, he said it was
an advantage at Nissan, because he could start with a clean slate. “But being a foreigner is a disadvantage.
| don’t speak Japanese, and it's my first time managing in a country where | don’t speak the language.”

He is learning, according to Japanese press reports, but meanwhile, Ghosn is able to communicate in
English, French, Portuguese, Italian, and Spanish.
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Stanford rose to No. 4—the
rank last held in 1994, follow-
ing Kellogg, Chicago, and
Harvard. The rank was an
improvement over the School’s
No. 11 place in 2000.

Stanford was ranked No. 1
in U.S. News & World Report’s
2002 annual survey—as it has
been in the previous four busi-
ness school rankings by that
magazine, which polls academ-
ics and recruiters about the best
programs, and looks at salary
levels upon graduation, among
other factors. The Business
School tied with Chicago and
Columbia for the No. 3 slot
in the 2002 Financial Times’
ranking, which surveys alumni
about their salaries and career
advancement, and factors in the
international aspects of pro-
grams along with a measure of
faculty intellectual firepower.

Meanwhile, Stanford scored
No. 39, up from No. 45, in the
2002 Wall Street Journal survey
of 1,600 recruiters.
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Placement Report: MBA Class of 2002~

INDUSTRY ANALYSIS

Industry Percentage Median Base Median Total
of Class Salary Compensation
SERVICE (78 PERCENT)
Management Consulting 25 $100,000 $135,500
Investment Banking/Brokerage 11 $ 85,000 $140,000
E-Commerce/Internet 8 $ 90,000 $115,000
Investment Management 6 $100,000 $155,000
Private Equity 5 $110,000 $195,000
Consumer Services 4 $ 81,000 $ 95,000
Financial Services 4 $ 85,000 $125,000
Hedge Funds 3 $100,000 $200,000
Nonprofit/Government 3 $ 75,000 $ 85,000
Venture Capital 3 $125,000 $175,000
Entertainment/Media 2 $ 64,000 $ 70,500
Other 4 $ 87,500 $113,000
MANUFACTURING (22 PERCENT)
Consumer Products 5 $ 82,000 $110,000
Biotech/Pharm/Medical 4 $ 95,000 $120,000
Computers (Software) 4 $ 95,000 $131,000
Industrial/Equipment 3 $ 84,500 $ 92,000
Networking/Telecom Products B $ 95,000 $105,500
Computers (Hardware) 1 $ 80,000 $ 97,000
Other 2 $ 95,000 $120,000
AT A GLANCE Top employers (hired five or more ‘02 grads,

Top functions
Consultant: 26 percent

Brand/Product/Marketing Manager: 12 percent

Investment Banker: 12 percent

Total compensation

Median: $130,000 (down 10 percent from previous year)

Range: $18,000-$300,000
Base salary

Median: $95,000

Range: $18,000-$185,000

Top five career choice factors
Compatibility with people in firm
Opportunity for broader career
Intellectual stimulation

Early responsibility
Compensation package/potential

in alphabetical order)
Bain & Company

The Boston Consulting Group Inc.
Goldman, Sachs & Company

McKinsey & Company
Microsoft Corporation

Morgan Stanley Dean Witter

Siebel Systems Inc.

Miscellaneous

Average number of job offers per student: 2
Graduates starting entrepreneurial ventures: 26
Graduates going to private companies: 56 percent;

public companies: 41 percent; nonprofits: 3 percent

Change in industry from pre-MBA: 71 percent
International focus: 13 percent of positions
are based outside the United States; 53 percent
of positions are international in scope.

Source: Stanford Business School Career Management Center

Rescuing an Elephant

IT TOOK AN OUTSIDER TO
point to 1BM Corp.’s problems
and a crisis to solve them. So
says Louis Gerstner, the archi-
tect of the Big Blue comeback,
who retired in 2002 as CEoO.
Gerstner, author of a new
book, Who Says Elephants Can’t
Dance?, spoke to a Business
School audience in November.

Gerstner says that culture—
not the product nor the manu-
facturing process—is the most
important element in an enter-
prise. He said it is impossible
to change an institution—be it
private or nonprofit—without
changing the culture. “The
levers you have to pull are cul-
tural, not directional. It’s how
people think, what they value,
what they do.”

Dean Robert Joss, who with
CNET reporter Dan Farber inter-
viewed Gerstner, pointed out
management can’t unilaterally
change a business’s culture.
Gerstner agreed, but said you
can tell employees that if they
don’t support change, the com-
pany they work for won’t exist.

When he retired, Gerstner
had convinced the highly intel-
lectual, individualistic $8o bil-
lion working culture at 1BM to
work as a team.

“We understood what made
us successful was our size,”
he said. “When the elephant
dances, all the rest on the dance
floor leave.”

Research Reports:
Analysis or Publicity?

SELLING IS A “NOBLE function
in the United States,” finance
professor George Parker told
alumni/ae last fall, but “no one
should ever expect salespeople
to give an independent evalua-
tion of their products.” That, in
a sense, is what many investors
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Solomon at Forefront of Finance Evolution

rofessor Emeritus Ezra Sol-
P omon, who laid the founda-

tion for the modern under-
standing of financial management
with the 1963 publication of his
seminal book, The Theory of
Financial Management, died of a
stroke Dec. 9 at age 82 in his Stan-
ford home.

Solomon, who joined the Bus-
iness School faculty in 1961, was
a member of President Richard
Nixon’s Council of Economic
Advisers from 1971 to 1973 when
the United States suspended the
convertibility of dollars to gold
and imposed wage and price
controls.

"A lot of people go to Washing-
ton and wind up thinking they can
give political advice,” said emeritus
professor George P. Shultz, who
was secretary of treasury at the
time and later secretary of state.
“Ezra stuck to economic advice
and agreed with the fundamen-
tals. He was a gifted economist

did when they ignored the
wording on the bottom of ana-
lysts’ research reports that says
the report was prepared by an

employee of a company doing
business with the firm whose
stock was being analyzed.

In an Alumni Weekend talk on
accounting issues in the wake
of business scandals, Parker
said he had come to wonder if
investors needed the word
“advertisement” printed at the
top of these reports in the same
way that newspapers label ads
that look too much like stories.
“Selling is meant to be advoca-
cy, and advocacy has a place in
markets,” he said, “although it
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with real wit, and had a wonder-
ful, candid, clear way of express-
ing himself.”

Banking and finance professor
James Van Horne recalled the influ-
ence Solomon'’s 1963 book had on
corporate finance theory. “In the
1940s and well into the 1950s,
finance was largely descriptive as
taught in most schools. Ezra
helped move the field toward a
more rigorous theory-based foun-
dation—a more mathematical
expression,” he said.

From 1965 until the early 1970s,

has to be labeled as advocacy.”
Parker gave similar talks to two
groups of alumni/ae in Mexico.

The Waiting Game

HE MADE IT EASY FOR YOU

to sell your garage junk in a few
days, but Steve Westly, MmBA 83,
had to wait more than two
weeks last November to find out
that he had won the job of Cali-
fornia state controller. Westly,

a former vice president of elec-
tronic auction giant eBay, won
the seat by 16,811 votes.

But because Californians cast
so many provisional and absen-
tee ballots, it took election offi-
cials weeks to count enough of
them to certify Westly the win-
ner, though close contender
Republican state Sen. Tom
McClintock conceded on
Nov. 18. When Westly won, the
Democratic Party recorded its
first sweep of statewide offices
in more than a century.

Election experts say we can
expect more long waits in close
races. Because Florida officials
turned away many would-be
voters in the close 2000 presi-

Solomon was the managing editor
of Prentice-Hall's book series Foun-
dations of Finance. “Those books
had an important influence in both
accounting and finance,” Van
Horne said, “and Ezra as the editor
persuaded others, mostly at Stan-
ford, to contribute.”

Born in 1920 in Burma, Solomon
began his academic career at the
University of Chicago. He moved
to the Stanford Business School
to become founding director of
the International Center for the
Advancement of Management Ed-
ucation (ICAME). The center drew
faculty from business schools in
developing nations for a year of
intensive management education.
He also became the School’s first
Dean Witter Distinguished Profes-
sor of Finance.

Contributions in his memory are
being made to the Ezra Solomon
Faculty Fund, established at the
School in 2001 through a gift from
Stephen Luczo, MBA ‘84, Solo-
mon'’s former student, now CEO
of Seagate Technology.

dential election, the federal gov-
ernment has mandated that by
next January all states create a
system for provisional voting
that will allow people to vote
even when their registrations
are misplaced.

CEO Sees Inequities
in Patent Rights

SIDNEY TAUREL, CEO of phar-
maceutical giant Eli Lilly, argues
that legislation that chips away
at patent protections is actually
an attempt to limit health care
spending by transferring intel-
lectual property from innova-
tors to imitators.

The law permits other in-
dustries to protect their trade
secrets longer than the pharma-
ceutical industry, he said during
a fall quarter View from the
Top speech. “One hundred
years from now, the formula for
Coca-Cola could still be secret,
but for the pharmaceutical
industry, we can only keep com-
petitors from acquiring and
using our most valuable trade
secrets—our clinical trial data—
for five years.”

Battle of the Bands

THE BATTLE OF THE BANDS,
a competition among bands
made up of students, venture
capitalists, and small business
entrepreneurs, drew together
the GSB and the surrounding
community for a night of
awareness-raising, music, and
fun in October. The event bene-
fitted Start Up—an area non-
profit that promotes economic
development in East Palo Alto.
Students, alumni, and local
venture capitalists gathered on
the Business School’s front steps
and declared Culture Shock, a
Fijian band composed of Start
Up entrepreneurs, winners of
the battle.

Pictured from top: Filipe
Kamakorewa singing and
strumming with Culture Shock;
Rodney McBride of the Start Up
staff band; and, John Hebert, a
first-year GSB student who was
a member of the student band.
Start Up was founded by six
GSB students in 1994. m
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Unexpected Lessons in Self Confidence

What started out as a request to make a few fundraising phone calls turned into

a massive personal, professional, and logistical challenge for this ‘96 graduate.

ETTING OUT TO GIVE THE WORLD a different

view of Africa, she wound up getting a differ-

ent view of herself. So says Ariane de Bon-

voisin, the senior advisor for the coffee-table
book A Day in the Life of Africa, which was released to
much fanfare in October. The 14th book in the “Day
in the Life” series, this is the first for a charitable
cause—AIDS education in Africa—and thanks to de
Bonvoisin, also the first to feature a ¢ with photos and
music, a world-traveling photo exhibit, and a docu-
mentary to tell how all were made.

Working without pay and living frugally in Man-
hattan on her savings and unemployment checks, the
1996 MBA graduate raised millions of dollars to finance
the project, which involved airlifting 95 photojournal-
ists across the breadth and width of Africa for a day of
shooting on Feb. 28, 2001. It also involved seeking
endorsements from United Nations and African lead-
ers and finding sponsors to donate digital cameras,
computers, and other equipment. Donations also
finance the traveling exhibit that held its grand opening
in New York’s Grand Central Station last fall.

For de Bonvoisin, it all began at a lunch where she

Photos from the book, “A Day in the Life of Africa”

volunteered to make a few calls to potential sponsors.
“I had just left AoL Time Warner and thought I could
use the skills I learned there and at Sony, where I was
on the other side of the desk, with people asking me to
get the corporation to invest in their startups.” Later,
because of her business training, she realized the “Day
in the Life” brand could be extended to other prod-
ucts—an insight that launched her into a year’s worth
of volunteer activities. Logistically, she says, one of her
important challenges was making sure all the sponsors
were kept involved. “I know from experience that peo-
ple in large corporations complain that once they write
the check, they never hear from us again.”

The experience has spoiled her for large corporate
jobs in the near future, however. “I had self-confidence
before, but it wasn’t the same as the belief I have in
myself now,” de Bonvoisin said one day last autumn,
as Oprah Winfrey’s producers were tracking her down
for a look at the documentary, and the book had land-
ed on the bestseller list of Barnes & Noble.com. “I knew
that as Ariane from Sony or Ariane from AoL Time
Warner I could get the World Bank to call me back.
I didn’t know I could do that when I was Ariane call-
ing from my home office.”

That is not to say she did not get plenty of rejections,
but “because of them, I’'m a lot less vulnerable to other
people’s opinions,” she says. “Yes, there are a lot of rea-
sons why putting Too photographers in Africa on a sin-
gle day should not work, but it did.”

So, what is her encore? “I’ve hired a wonderful agent
and am pursing my own publishing idea,” she says, not
volunteering to reveal details quite yet. Check out the
’96 class notes in about a year. u

Ariane de Bonvoisin
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“Corporate and Foundation Investors are esteemed
members of the GSB community who keep faculty
and students well connected to new developments,

practices, and concerns in the business world.”

Robert L. Joss, Philip H. Knight Professor and Dean

Corporate Investors:

Stanford Graduate
School of Business

Corporate Investors

2001-2002

Hank McKinnell, CEO of Pfizer, speaks with students at

the View From the Top speaker series.

Principal Investors

$500,000 and Above

Cemex, S.A. de C.V.

The William and Flora Hewlett Foundation
The David and Lucile Packard Foundation
Pfizer Inc

$100,000 to $499,999

The Charles Schwab Corporation
Foundation

Goldman, Sachs & Co.

Intel Corporation

The Spencer Foundation

The Dean Witter Foundation

Lead Investors
$50,000 to $99,999

Accenture Foundation Inc.
The Barrett Foundation

Eli Lilly and Company

Ford Motor Company Fund
The MacDonnell Foundation
Morgan Stanley

Sun Microsystems, Inc.

Senior Investors
$20,000 to $49,999

Bain & Company

The Boston Consulting Group
Capital One

Cartier, Inc.

McKinsey & Company

Perry Capital Management, Inc.
The Pittston Company

Global Supply Chain
Management Forum

Accenture

Agile Software

American President Lines, Ltd.
Applied Materials, Inc.
BMW Technology

Cap Gemini Ernst & Young U.S. LLC
Cisco Systems

Deloitte Consulting

Dow Chemical Company
E2open

Eli Lilly and Company
Ericsson

Exel

Hewlett-Packard Company
i2 Technologies

IBM Corporation

Ingram Micro Logistics
Intel Corporation

Intuit Inc.

KPMG Consulting
Manugistics, Inc.

Maxtor Corporation
Modus Media International
Motorola

Nokia Mobile Phones
Nomura Research Institute, Ltd.
One Channel

Palm, Inc.

PeopleSoft, Inc.

SAP Labs, Inc.

Solectron Corporation
Tradec

United Parcel Service
Viacore, Inc.

Investors
$10,000 to $19,999

Booz Allen & Hamilton

Capital Research & Management Company
Cisco Systems

Dodge & Cox Incorporated

ExxonMobil Corporation

Fujitsu, Ltd.

General Mills, Inc.

Granite Rock Company

HNC Software

Ishiyama Corporation

ITOCHU Technology, Inc.

Knight Ridder Inc. Fund

Linbeck Construction Corporation
Lucent Technologies Inc.

Mitsubishi Corporation

Mitsubishi Heavy Industries, Ltd.

State Farm Insurance Companies

T. Rowe Price Associates Foundation Inc.

Friends

APL Limited

Apple

Atlas Venture

Basic American, Inc.

Bay City Capital LLC

Bechtel Foundation

Cornerstone Research

Latitude Communications Inc.

The Mervyn L. Brenner Foundation Inc.
The Newhall Land & Farming Company
Nth Orbit, Inc.

Paraid

The Procter & Gamble Company

R.T. Frankian & Associates

Sikand Foundation

Soft Sheen+Carson

Temple-Inland Foundation

Towers Perrin

Alliance for Innovative
Manufacturing at Stanford

Advanced Micro Devices
Cemex, S.A. de C.V.

Cisco Systems

Ford Motor Company
General Motors Corporation
Honda R&D Americas

Intel Corporation

Sun Microsystems, Inc.
Toyota Motor Corporation

NoTE: All support acknowledged here was
received between September 1, 2001, and
August 31, 2002.

If you are interested in learning more
about the Corporate Investors program,
please contact:

Susan Chung, Director

Corporate and Foundation Relations
chung_susan@gsb.stanford.edu
650.723.6057
www.gsb.stanford.edu/corprel/



recruiting BY TAD GLAUTHIER, MBA ‘02

Détente in the Interview Room

Students and Career Management Center staff are working together
to change prospective employers’ experience with the recruiting process.

HE MEDIA GAVE MBA RECRUITING at Stanford a

poor report card during the 2000-o1 academ-

ic year. BusinessWeek downgraded the GsB to

No. 11 in its biennial ranking of MBA programs,
and the Wall Street Journal placed us at a bewildering No.
45. Both publications explained the School’s low rank
primarily on the rationale that the recruiters they sur-
veyed had found our students arrogant.

I was a first-year student at the time, wondering how
long my classmates and I would have to pay for the
misdeeds of others—before our good intentions and the
passage of time swept up the existing poor perceptions.

After graduating last June, I spent the summer
surveying corporate recruiters and studying media
rankings of MBA programs for the Career Management
Center (cmc) to understand the perceptions firms have
of recruiting at the Business School. In particular,
we hoped to find out which of the troubles with our
reputation had vanished along with the dot-com exu-
berance and which had managed to outlive it.

Some recruiters told me that behavior
was not great at any of the top schools dur-
ing the dot-com heyday. A number also said
that at Stanford, professionalism had
improved since that time. However, many
voiced suspicions that the bad behavior
would return in perfect step with a healthy
Nasdaq. Moreover, they said that even in the
current economy our candidates showed less
flexibility in location, starting salary, and job
title than students from the other top
schools. Our class had fewer of the big-tick-
et infractions like missed interviews, but our
general preparation for interviews remained
problematic. It became clear that as of the
2001-02 recruiting season, the students had
not entirely shaken the rap picked up two
years earlier.

Students are waking up to the challenge
of changing our reputation for the better.
Second years David Yao and Elaine Wong
are leading a charge to improve interview-
ing professionalism. The co-chairs of the
cMmc advisory committee began this fall by
conducting an awareness campaign around
the issue, and as of this article going to print,
were collaborating with the Student Associ-
ation on next steps. First- and second-year
leaders are now working on creating a vi-
able, student-owned mechanism that will

keep the tenets of good form in place.

In the meantime, a new cMc policy has begun to
address these issues. This year each student must sign
“Student Recruiting Conduct Guidelines” to participate
in on-campus recruiting or to use the resources of the
cmc. This contract directly addresses many of the
recruiters’ pet peeves, including timeliness and compa-
ny-specific interview preparation. As the use of cmc
services evolves from a right into a privilege, job-
seeking students will likely become more conscientious
in all aspects of interviewing behavior.

Even a sea change in student behavior, however, may
not be enough to efface all of the challenges to our rep-
utation. As behavior and preparation improve, we may
continue to see some recruiters frustrated by an even
more common complaint: low yield on job offers.

Stanford Business School is relatively small, so
recruiters have to work harder to hire or even to inter-
view as many students as they want. One investment
banker who expressed general dissatisfaction with
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Business School candidates’ preparation
said later in the same interview, “I always
notice that when we do get people from
Stanford, they’re head and shoulders above
the other people.” Recruiters consistently
praised the interpersonal skills and the
intelligence of GsB students—they just
wished it were easier to recruit them.
Some recruiters told me they were frus-
trated by the sense that students come to the
GSB because they want to stay on the West
Coast or because they want to be entrepre-
neurs. In fact, about half of the Class of
2002 remained in the West, and about 6
percent chose to start their own companies.
While firms would like the School to make
it easier to hire GsB grads, this would
require altering the makeup of the student
body. If we start trying to “harvest” gradu-
ates that the big firms want to hire, we
become little more than an elite job-train-

ing program for banks and consultancies.
We want businesses to welcome our grad-
uates with open arms and checkbooks, but
we must match the recruiting firms to the
student tastes, not vice versa.

The cmc is on the front lines, handling
these challenges with recruiters. It monitors
student preferences carefully to encourage
the right firms to come to campus. Because
there will always be some slack, the cmc
also actively manages firms’ expectations
about the yield they will see.

In fact, under the leadership of director
Andy Chan, the center has overhauled many
aspects of its operations. Other changes
include new furniture and Internet connec-
tions in recruiting rooms and a new online
scheduling system. The cmc also has be-
come more responsive to students and
recruiters. The center staff size has grown by
30 percent to strengthen corporate relation-

ships, student advising capabilities, and
overall service levels. Staff even operate a
table every day during lunch at the Birds,
where they field student questions and pro-
vide drop-in career counseling.

In the fall of 2002, the media rankings
that somewhat reflect recruiter perceptions
began to show improvement for the GsB.
We made a resounding leap from No. 11 to
No. 4 in BusinessWeek, and we made mod-
est gains in the Wall Street Journal ranking
to No. 39. (For Andy Chan’s response to
the wsy rankings and methodology, see
the alumni Web site: wwuw.gsb.stanford.edu/
alumni/chan.html.)

We are moving in the right direction.
With the positive changes at the cmc and
among the student leadership, I'm confident
the business community will see a steady
and certain improvement in the experience
of recruiting graduates here. [

alumni SerViCCS BY CATHY CASTILLO

Get Tuned Up with Lifelong Learning

NE EVENING LAST SEPTEMBER, SOMe

70 alumni/ae listening to faculty

member Rod Kramer describe the
nature of genius sat transfixed in a class-
room. Finally, 15 minutes after the session
had been scheduled to end, Erica Richter,
the Alumni Association’s associate director
for Lifelong Learning, apologized that
they’d run out of time. A few attendees filed
out to the patio, where a reception had been
set up, but moments later an enthusiastic
member of the audience rushed after them
and announced: “He’s agreed to keep talk-
ing.” Wine glasses and plates were filled,
and the crowd piled back into the classroom
to continue the discussion for another hour.

The program was one of the offerings of
the School’s Lifelong Learning initiative,
designed to help alumni remain involved in
the intellectual community long after they
graduate.

“Our programs try to remove geograph-
ic and time barriers,” Richter says. “We
have events on campus, but we also design
activities specifically so people can be
involved even if they can’t be here physical-
ly.” Alumni from Singapore, Bolivia, Ger-
many, Italy, Mexico, Kuwait, and Greece,
and throughout the United States, have
signed up as Frequent Learners, asking to
receive email newsletters which provide
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information and notification of activities.

Many offerings can be accessed through
the program’s Web page (wwuw.gsb.stanford.
edulalumnillifelonglearning/). The site in-
cludes written or video descriptions of
recent speakers and conferences, syllabi,
and video giving a sample of current class-
room offerings and information about
upcoming events.

One of the most popular online features
thus far has been “Course and Seminar
Reading,” containing bibliographic lists of
readings recommended or required for cur-
rent courses at the School. The “Suggested
Reading” section also invites alumni to rec-
ommend books, and lists recent publica-
tions written by faculty or GsB graduates.

“In My Opinion” poses a question or
states a position and invites readers to share
their views. Topics have included the pro-
posal to require MBA graduates to pass a
certification test, a discussion of teaching
ethics in the classroom, and a debate titled
“Will Internet Voting Reinvent Politics?”

Lifelong Learning also offers cps of
faculty lectures, with slides and other sup-
porting materials that create a type of mini-
class. “This is one way we’re trying to use
technology to extend the School’s connec-
tion with its graduates,” says Richter, MBA
’79. A monthly newsletter, @GSB Today,

reaches out to all alumni for whom the
Business School has email addresses and
recaps news and current research, and out-
lines services offered.

For those who can attend events on cam-
pus, Lifelong Learning offers eight faculty
programs each year along with small, infor-
mal events featuring alumni. These events
are targeted to different career levels and
professional development plus outside
interests, such as a discussion of the Cali-
fornia wine industry.

Another service allows alumni to sub-
scribe to four databases offering online
access to major newspapers and magazines
through Jackson Library. “It’s a great addi-
tion to the Internet resources people have
already,” says Richter.

“You develop business knowledge and
skills while you’re a student. It makes sense
to continue building on those as you move
through your career. We’re trying to offer
some useful and fun ways to do this.” =

Lifelong Learning at a Glance

Erica Richter, assoc. director, Lifelong Learning
Priya Singh, program manager

Barbara Daines, Web editor

Sign up to be a Frequent Learner to receive
early notification of programs at
www.gsb.stanford.edulalummillifelonglearning/
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d@CiSion making BY ERIC ZITZEWITZ

Lessons for Business from Olympics Judging

Forcing decision makers to boil their opinions to a single vote can encourage
bias and vote trading, says a researcher who studied Olympic winter sport judging.

Extreme
opinions by
judges are
not as biased
as we think.
The same is
true for stock
analysts.

HEN DESIGNING a group decision-

making process for potentially biased

managers, intuition tells us that throw-

ing out extreme opinions neutralizes the

most severe biases among the group’s members and

leads to better decisions. Surprisingly, new research sug-
gests our intuition may be wrong.

In a corporate setting, empirical data on the impact

of biases in group decision making is hard to come by.

Luckily, a parallel setting exists that offers a rich dataset

Sasha Coben at the 2002 Winter Olympics in Salt Lake City

of biased decision makers coming together to attempt
to reach an impartial decision: winter sports judging in
the 2002 Olympics.

Consider figure skating. As we’ve known since long
before the 2002 Olympic vote-trading scandal, figure
skating judges are nationalistically biased. As a response
to these biases, figure skating under-weights extreme
opinions more than any other judged Olympic sport.
Judges’ scores are compressed into an ordinal ranking
of skaters, and then the winner is determined by who is

ranked higher on a majority of scorecards. If four judges
think the Canadian couple skated a lot better than the
Russian couple but five judges think they skated a little
worse, the Russians win.

It sounds like a good idea to throw out extreme
scores when judges may be biased, but this actually
makes things worse. Throwing out extreme scores
throws away a lot of information. Using techniques
I developed to study stock analyst forecasts, I find that
extreme opinions have information, noise, and bias in
the same proportions as less extreme opinions. In short,
those extreme opinions are not as biased as we think.
The same is true for analysts. When an analyst says
something very different from the pack, listen to her!

Also, turning opinions into votes actually can make
vote trading easier. It’s easier to agree on “You vote for
my skater” than “You add o.1 point to whatever you
would normally give my skater.” I find evidence of
vote trading throughout the figure skating judging
data, and the judging blocs are exactly what you’d
expect from the 2002 scandal: The Cold War countries
of Russia, Ukraine, and Poland aligned with France on
one side; the United States, Canada, Italy, and Ger-
many on the other.

The other judged winter sports—ski jumping,
moguls, aerials, and snowboarding—have much less-
biased results and no evidence of vote trading. And this
gives us our second lesson: Career concerns matter. In
figure skating, national federations choose the judges,
and, not surprisingly, they select for the Olympics the
judges with the most nationalistically biased track
records. Think of Yuri Balkov, who was caught on tape
(successfully!) fixing the 1998 Olympic ice dancing
competition and was nonetheless chosen by Ukraine for
Salt Lake City in 2002.

In the other sports studied, the International Skiing
Federation selects the least biased judges. Ski jumping
judges still have some nationalistic biases—they hide
them in minor events but express them in the Olympics.
But rather than trading votes, other judges compensate
for each other’s biases, so an unrepresented athlete is
not at a disadvantage.

So what does this teach us in the corporate world?
Suppose the promotion committee of a professional
services firm is choosing a new partner. Or a compa-
ny’s division heads must decide among several projects
to greenlight and devote resources. In both cases, the
chair or group leader must contend with the inherent
favoritism of the partner who is most familiar with the
candidate or the division head who would reap the
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HOW NATIONALISTIC ARE OLYMPIC JUDGES?

* Ranked in order of degree of nationalistic bias

DEGREE TO
WHICH EXTREME
SCORES ARE HOW SCORES HOW OLYMPIC
WINTER SPORT DISCOUNTED* ARE DERIVED JUDGES ARE CHOSEN
Figure skating High 9 judges assign Judges
ordinal rank to nominated by their
performers; median respective national
rank counts federations
Ski jumping Medium 5 judges score Selected by a
each jump; median central body,
3 scores summed; also the Federation of
includes objective International Skiing
component of
distance jumped
Mogul skiing Medium Judges assign Selected by a
specific aspects of central body,
performance to score; the Federation of
also includes objective International Skiing
time component; median
3 scores summed
Ski aerials Medium Judges assign Selected by a
specific aspects of central body,
performance to score; the Federation of
median 3 scores summed International Skiing
Snowboard halfpipe | Low Judges assign Selected by a
specific aspects of central body,
performance to score; the Federation of
all scores summed International Skiing

most benefit from the approval of a partic-
ular project.

Olympic judging is most similar to a
committee that allows biased decision mak-
ers to participate rather than recuse them-
selves. Organizers do not adjust for known
biases, but as observed in ski jumping,
sometimes other judges do. Also, organiz-
ers can use career concerns to create incen-
tives for limiting biases.

An important departure from sports
judging is that most organizations do not
insist on simultaneous voting, preferring
instead to reach consensus and resort to for-
mal voting only when opinions become
deadlocked.

Even so, I offer three observations from
my research:
® Value fairness. To the extent that organ-
izations can cultivate a taste for fairness
among decision makers, nearly unbiased
outcomes can be achieved.

@ Beaware of career concerns. If managers
are accountable to someone who cares pri-
marily about the quality of the decision,
rather than which decision is taken, you will
get better decisions. Part of the role of a
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strong committee chair is to make sure that
members are rewarded for providing un-
biased information and act as a counter-
weight to interested parties within the
organization.
@ Recognize the cost of opinion truncation.
Contrary to intuition, truncating opinions
into votes uses information inefficiently,
with the additional likelihood of encourag-
ing bias and vote trading. This is why vot-
ing should be a last resort in group decision
making. In a well-functioning committee,
extreme opinions are respected and given
extra weight, and members are selective
about when they give them. If members are
not selective enough, though, committees
can fall into a situation where every opin-
ion is extreme, and the only way to make
decisions is to count votes. Keeping groups
small can help, but the committee chair is
important as well.

Heed these lessons from Olympic winter
sports judging, and no one will get clubbed
in the kneecap. |

Eric Zitzewitz is assistant professor of strategic
management at the Business School.

TOKYO

TUESDAY, MAY 27, 2003
IMPERIAL HOTEL

BEIJING

THURSDAY, MAY 29, 2003
ST. REGIS HOTEL

SHANGHAI

MONDAY, JUNE 2, 2003
RITZ CARLTON HOTEL

Winning in the 21st Century:
Optimizing Supply Chain Value

Presentation by
Professor Hau Lee

Thoma Professor of Operations, Information,
and Technology; Director of The Stanford
Global Supply Chain Management Forum;

Director of Managing Your Supply Chain for

Global Competitiveness Executive Program.

For more information, visit
www.gsh.stanford.edu/alumni/events/execforums

Non-alumni executives wishing to receive an invitation,
please send an email with your contact information to

munson_mendyegsh.stanford.edu




people

Casting One's Grief

MARTIN KATZ, SEP '74

CHEERFUL “YOU’RE 47 sec-
onds early” bubbles through the
opening front door, followed by
a smile reminiscent of George
Burns. Martin Katz, pharmaceutical re-
search scientist, business executive, and
now successful sculptor, moves into view
with the same dynamic energy that brings
life to his art. Behind him, the foyer is a
Japanese garden, with fishpond, carvings,
and sculpture from around the world, a hint
of the artwork that dances through the rest
of the sprawling California home. But the
compelling focus is the man himself, at once
the perfect host and eager docent. His most
famous sculpture is nothing but an empty
pedestal that day; the piece itself, Yizkor, is
in New York as part of a special exhibit of
the National Sculpture Society, “In Remem-
brance: September 11.”
Yizkor means “remembrance of souls” in
Hebrew, and Katz created it in 1995 fol-
lowing an annual memorial of the tragic

death of his 21-year-old son. Several days
into a workshop the teacher approached
him and said, “What’s going on here?” It
was only then that Katz realized what he
had been forming—three figures locked in
grief, the emotion of the piece so raw and
universal it would in 2002 serve as a sym-
bol for an entire nation.

“I'was part of a generation that was told,
‘Art? You gotta go make a living,”” Katz
says. So he put that boundless energy
toward a successful career in pharmaceuti-
cal and cosmetic research, primarily with
Syntex. “Culture came late,” he claims. “I
was the definition of chutzpah. I would see
sculpture in a museum and think, “What’s

the big deal; I could do that.”” He took his
first-ever art class in 1984 at the age of 57.
“I was trying to come back to the world
after my son’s death,” he says. By 1990
when he left his role as senior vice president
of research for Advanced Polymer Systems
to consult for several pharmaceutical firms,
he could give his art more time. His works
are all based on the human figure and range
from ceramics to metal, classical to whim-
sical, with a more recent nod to the abstract.
“I'm like a kid in a candy store,” he says
with that smile when asked which process
he prefers, and it’s clear that if Katz were a
sculpture, the title would be Nachat,
Hebrew for “delight.” — LI1sA EUNSON

Pop, Planes, and Politics

CEM KOZLU, MBA '71

HEN WE LAST CAUGHT UP with

Cem Kozlu, he was leading a

double life as a politician and
writer. That was 1995. Now he’s living
triple. Kozlu’s day job is president of the
Coca-Cola Company’s division for 48
countries in Central Europe, Eurasia, and
the Middle East.

Several times a month he hops a plane
from Vienna to Istanbul, where he “regen-
erates” by strategizing about restructuring
Turkish Airlines (THY). In his spare time, he
still writes and is about to publish his fifth
book on business and economics in Turkey
and other developing countries.

Now chairman of the airline’s board,
Kozlu was once also its cCEO—the first with
private sector experience. He gained inter-

national attention in the

early nineties for turning

around the poor service and

spotty on-time record for the

state-owned carrier. With the

goal of privatizing THY, he

ran for parliament and won

in 1991 but says now that he

was “too idealistic for the

slow pace of change in gov-

ernment. It is hard to achieve

anything measurable. The greatest push for
change in Turkey is coming from the busi-
ness community, which is more global in
scope, and from the younger people who
are educated abroad.”

Crises (including a deadly airliner crash
in January) tend to delay privatization.
Turkey was hit with a major earthquake in
1999, followed by a national economic cri-
sis that culminated in a bailout loan from
the International Monetary Fund. Despite
the recent recession and terrorism, Kozlu’s

team has been praised for
keeping the airline in the
black last year while many
airlines sought government
subsidies. THY reduced its
number of flights, changed
routes, sold aircraft, pared
in-flight meals, and negotiat-
ed temporary pay cuts ahead

of action by others.
“The airline industry in
Europe is on the verge of major restructur-
ing, by which I mean the addition of low-
cost, no-frills airlines like (u.s. carrier)
Southwest,” Kozlu explains. “To succeed in
that environment, we need to be very flexi-
ble. Our strength is that our hub, Istanbul,
sits at the corner of European access to Cen-
tral Asia, the Caucasus, and North Africa.”
Kozlu still plans to take the airline pub-
lic one day. “It’s a question of timing,” he
says. “With the industry downturn, this is
not the best of times for an 1r0.” L]

STANFORD BUSINESS FEBRUARY 2003

PETER STEMBER



stanford
sloan
program

2005-2004

“l hope you will consider sending a senisr manager in your

organization to the Stanford Sloan Program. Sloan Fellows graduate

with the knowledge and confidence to lead global enterprises.”

Robert L. Joss

Philip H. Knight Professor and Dean
Stanford Graduate School of Business
Sloan Fellow 1965-1966

The 47th session of

the Stanford Sloan Program
will run from September 2003
through June 2004

The Stanford Sloan Program is a full-time master’s
degree program in general management for executives
with at least eight years’ experience and high potential for senior-
level positions. Its principal objectives are to develop a top
management perspective; increased appreciation of the global
nature of the social, economic, political, legal, and ethical
responsibilities of management; and greater understanding of key
functional areas including finance, organizational behavior,
marketing, decision analysis, and strategic planning. The 48 Sloan
Fellows are expected to have the sponsorship of their employers
and to resume careers with those employers at the conclusion
of the program.

For brochure and application materials, contact:
Bruce McKern, Director, Stanford Sloan Program
Graduate School of Business

Stanford University, Stanford, CA 94305-5015
Telephone: (650) 723-2149 Fax: (650) 725-4070
Email: sloanadmin@gsb.stanford.edu

Web site: http://www.gsb.stanford.edu/sloan
Application deadline: February 15, 2003

GRADUATE SCHOOL OF BUSINESS




CENTER FOR SOCIAL INNOVATION

Reaching Across Public and Private Sectors

With the involvement of many Business School
and other Stanford faculty, a new organization searches for solutions
to some of today’s most pressing social problems.

By JANET ZICH e Illustrations by CAMPBELL LAIRD




ETSY VANDER VELDE IS PRESIDENT AND CEO of Heart

of America Family Services in Kansas City, Kan., an

agency that serves a seven-county area. In March 2002,

she attended the Executive Program for Nonprofit Lead-

ers. “I was pretty beat up when I got there,” Vander
Velde recalls. “2001 had been a horrible year for us.” The nation-
wide economic downturn had put her agency’s normally healthy
budget in the red for the first time in years. “I felt my board blamed
me. I blamed myself. [ was exhausted. When I got to Stanford [ was
like a garden that hadn’t been watered.”

The Executive Program for Nonprofit Leaders (EPNL) is as much
about nurturing nonprofit leaders like Vander Velde as it is about
developing their management skills and capabilities. “The demands
and sacrifices of working in the nonprofit world often lead to
burnout and eventually to the loss of talented leaders,” says James
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A. Phills Jr., acting associate professor of organizational behavior
at the Business School who is also faculty director of the executive
program. “All the folks in the program are presidents, executive
directors, CEOS of their organizations, and that’s a particularly lone-
ly job. The fact that they came together and shared the experience
of the solitary nature of leadership was an important part of com-
munity building.”

Vander Velde and her classmates were sponsored by the Center
for Social Innovation (cst), an umbrella organization led by Phills
and Dale T. Miller, the Morgridge Professor of Organizational
Behavior. With 17 affiliated Business School faculty and many oth-
ers throughout the University, the center reaches across the public
and private sectors to find solutions to some of today’s most press-
ing social problems. The reason for its inclusive approach is sim-
ple. Says Phills: “The fundamental nature of the problems we’re




CENTER FOR SOCIAL INNOVATION

concerned about can’t be addressed by just one discipline or one
professional field.”

csr’s concerns are indeed wide ranging: They include education,
the environment, philanthropy, nonprofit management, and cor-
porate social responsibility, an interest fueled by the recent
accounting scandals at Enron and other major companies. The
center supports the development of new courses and cases in all
these areas. “In contrast to some of our peer institutions, where
there might be a center that focuses on nonprofit or public sector
management and a different entity that focuses on corporate social
responsibility, cst is distinctive in studying both,” Phills says. “csr’s
approach is important because corporate social responsibility and
nonprofit and public sector management are both fundamentally
about trying to make the world a better place.”

Business School Dean Robert Joss has made a major commit-
ment to csI to reflect his belief that all students need a deeper under-
standing of business as a social institution as well as an economic
one. Corporate managers must realize the impact their leadership
and the actions of the company itself have on employees, the envi-
ronment, and the people around it, he says.

The Center for Social Innovation came together in the heady
stock market of 1999. The economic woes of the past few years

have only made its mission more compelling. “The social problems
that cs1 was originally concerned with have been exacerbated by
the declining economy—concerns like poverty, urban economic
development, and educational reform,” says Phills. “We’re more
acutely aware of our limited resources today.”

“The social sector has been asked to address problems the gov-
ernment previously focused on,” Miller adds, citing examples in
education, health care, and social services. “It’s not just that they’ve
been working on the same problems and not making any progress,
and now it’s time for us to help them out. These problems have
become more intractable than people thought. This is the time for
a partnership between nonprofits and business.”

Under csr’s broad umbrella we find familiar names like the Pub-
lic Management Program, which last year awarded certificates to
a record 25 percent of the graduating MBa class, and the Alumni
Consulting Team, which has been contributing pro bono consult-
ing services to nonprofit organizations since 1987. These stalwarts
stand beside new programs like the nonprofit executive program
and the Stanford Educational Leadership Institute (SELI). Intro-
duced last fall, the center’s partnership with Stanford’s School of
Education attempts to integrate the best of education and business
in the quest for educational reform.

Connecting the Dots

T’S JULY 8, 2001. ’m sitting on a plane

cruising at 30,000 feet on my way back

to Boston after spending two weeks at
the Stanford Executive Program for Non-
profit Leaders (EPNL). The Stanford experi-
ence was much more than I had anticipated.
It wasn’t just about education. It turned out
to be a reflection on how I functioned as a
manager and a leader and what that means
to the Robert F. Kennedy Children’s Action
Corps. All of this is simply a way of stating
that [ am seeing myself, my skills, and most
important, the agency I’'m working with
from a different place. Dare I say, a more
enlightened place. I'm grateful. Pm fasci-
nated. And I’'m scared, as I sit here reflect-
ing on the best way to share what I’ve
experienced.

I remember a long walk back to the
Schwab Center after class with Joel Podol-
ny and Jim Phills. They advised me that if
I had approached the strategy of my
agency’s contracting differently, a contract
we’d recently lost might very well still be
with us. I raised the contract issue in the first
senior team meeting after my return from
California explaining that I learned we do

some things extremely well, but that we’ve
also made mistakes. I could tell people did-
n’t believe we could have done anything dif-
ferently. I reached into my briefcase and
took out Built to Last by Jerry Porras and
James C. Collins. I told them, “This is an
interesting book, and when you walk
through it, you’ll see what I mean.”

I distributed copies of the book and Joel
and Jim’s presentations to the 11 members
of my senior management team. We agreed
to meet two weeks later and share our
thoughts on the materials. The time arrived,
and as we sat through lunch, I could sense
in the group a certain uneasiness. I asked
how many in the team had
read the whole book, and
I was disappointed to see
only 2 hands out of 11
raised. I reflected on my own
skepticism before I went to
Stanford and resisted the
temptation to bark like an
executive director.

Instead, when we got to a
discussion of corporate cul-
tures, I asked the group,

Edward P. Kelley, EPNL ‘01

“Well, what do you think the culture of the
RFK Children’s Action Corps is around new
initiatives? I think one of the cultures of the
organization is that you don’t really have to
do what the executive director tells you.”
I pointed out that if the executive director
asks 11 people to read a book and 2 do it,
then the other 9 must have a sense that to
not read the book wouldn’t have any ram-
ifications. This was the first time our dis-
cussion became delicate but certainly not
the last.

Two weeks later, on a deck overlooking
a lake in central Massachusetts, the senior
team assembled one more time. This time,
they had read the entire book and all the
materials. I watched this talented, commit-
ted group of leaders discuss, debate, and cri-
tique the principles that are vital to their
trade. We were on the same
page. We understood there
was a strength and an
integrity in the agency that
we all shared great pride in.
At the same time, we saw the
difference between being
leaders and being managers.
And we came to the full
understanding that our job
was no longer perceived to
be the protection of the chil-
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“Schools were designed 100 years ago,” says Linda Darling-
Hammond of the School of Education and codirector with Phills
of the new institute. “Education is a mass process like businesses
used to be when they were designed on assembly-line models, and
school leaders have been trained to lead organizations as they are.
Businesses have redesigned. We have the same need.”

CSl’s approach is important
because corporate social responsibility
and nonprofit and public sector
management are both about trying
to make the world a better place.

What the center brings to SELI is its expertise in organizational
design and development of the nonprofit leader, says Darling-Ham-
mond, adding, “Our first point of connection is the Executive Pro-
gram for Nonprofit Leaders.” SELI also is developing a summer
program for urban school leaders and their teams as well as a class
in case research, to be taught by Darling-Hammond and Phills, in
which students from master’s programs in business and education
will go out into the public schools to conduct on-site research.

cst blesses courses and cases on social innovation at every level
from undergraduate through graduate to executive offered by Stan-
ford’s schools of humanities and sciences, education, engineering,
medicine, and business. Under the center’s Environmental Sustain-
ability Initiative, more than 40 new case studies have been com-
pleted or are under way. They will be used in courses like the one
on eco-tourism developed by William Barnett of the Business
School and William Durham of Stanford’s Department of Anthro-
pological Sciences, to be offered this spring for the first time.

The center also supports research in many areas. Researchers
from the Stanford Project on Emerging Nonprofits, led by Walter
W. Powell of the School of Education, are tracking the growth and
organizational development of 200 new nonprofits over a 2- to
5-year period. A research fellows program that will bring three or
four scholars from different disciplines to the Business School is
slated to begin in the near future. During their year of residence,
the fellows will address, from their various perspectives, a topic rel-
evant to social innovation. The topic will change from year to year,
says Miller. Reports from these and other research projects will
be covered by the Stanford Social Innovation Review, a journal
founded by csi that begins publication this year.

At age two, the Executive Program for Nonprofit Leaders is the

dren who are in our care today, but, beyond
that, to be certain that the agency is avail-
able to children 1o, 50, 100 years from now.
We have the responsibility to make sure this
agency is truly built to last.

We decided the best way to continue this
paradigm shift within the agency was to
involve as many people as possible in the
discussion. In order to do this, we founded
the Robert F. Kennedy Children’s Action
Corps Leadership Institute, which met for
the first time on Oct. 29, 2001. Forty-four
program directors, assistant directors, prin-
cipals, assistant principals, clinicians, out-
door adventure experts, and administrators
assembled in a professional conference
center for a presentation and discussion
designed to convey the message that some-
thing new has begun and you are part of it.
At a later meeting, the institute would arrive
at a statement of the core values of the
agency that I believe is the most clearly
articulated description of the agency’s pur-
pose in its history. It would go to the board
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of directors in March 2002 and be ratified.

It’s easy to tell anecdotal stories about the
value of something. And so, when asked to
document change in our agency as a result
of the EPNL program at Stanford, I would
say that we are a long way from knowing
exactly the long-term effects. But I am

confident that over the next year or so we
will continue on our path and implement
new ways of connecting our actions to the
core values arrived at by the Leadership
Institute. If there is one place where the
EPNL connected the dots for me, it is that
leadership is not a secondary responsibility

having only to do with the financial life of
the program. Far more important, it is a
commitment to make an organization live
its values on a minute-by-minute, second-
by-second basis—thus guaranteeing the
long-term viability of the organization.

— EDWARD P. KELLEY, EPNL 'OT
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granddaddy of csr’s “new” programs. It will meet next month
for only the fourth time, but to hear EPNL’s graduates around the
country tell it, it already is having an effect on their agencies. Near-
ly 150 executives have attended the EPNL since the first class met in
June 2001. Participation in the academically rigorous, two-week
program is competitive. Participants must be nominated by a foun-

IAL INNOVATION

You have to tread easily at first, Cousineau has found. “You have
that two-week wonder thing to deal with. I approached the board
first. They’re business people; they can relate to it.”

Six months after EpNL, Vander Velde phoned last fall from
Philadelphia, where she was attending the annual conference of the
Alliance for Children’s Services. “eEPNL profoundly affected my

dation or individual before they are invited to apply. The center digs
into its $4 million annual budget to subsidize up to 9o percent of
the $11,000 cost for each successful applicant.

“What Stanford has done is to validate the work of this sector,
not just as those little organizations that do nice things, but as a
marketable and important sector of society,” says Linda Croushore,
executive director of the Mon Valley Education Consortium in

“I came back from Stanford
realizing | really love what | do.
I'm developing a new strategy to
deal with my agency’s problems,
and I'm optimistic about it.”

southwestern Pennsylvania and a member of the first EPNL class.
Bill Bolling, executive director of the Atlanta Community Food
Bank, credits the program with creating a safe place to share ideas
and ask questions. “It was an environment where you could put
anything on the table and not be laughed out of the room,” he says.
Bolling continues to share ideas with some of his classmates, as does
Dave Cousineau, president and ceo of the Seattle Children’s Home,
who occasionally meets with other Seattle-area grads to plan how
to bring home to their agencies the lessons they learned at Stanford.

life,” she reported. “I came back from Stanford realizing I really
love what I do. I'm developing a new strategy to deal with my
agency’s problems, and 'm optimistic about it. My communica-
tions have improved; ’'m more visible. I have a renewed sense of
confidence; I'm doing the right thing. My husband sees the renew-
al. My agency sees it. Even here at the conference, everybody who
knows me sees the change—and they all want to know how they
can go to Stanford, too!” [ ]

Creating Better Philanthropy

ference on global philanthropy, “Borderless
Giving,” one of four major conferences on
philanthropy sponsored by the Center for
Social Innovation in the past four years.

OVERTY DOESN’T necessarily breed
Pterrorism, Gordon Conway, presi-

dent of the Rockefeller Foundation,
told the gathering at a conference on inter-
national giving six months after the terror-
ist attacks on New York and Washington,
D.C. “But we do know that poverty pro-
vides justification, a sense of legitimacy, to
those who wish to be terrorists.”

The Rockefeller Foundation concen-
trates its philanthropy on the poor and
excluded of the world, particularly in areas
where government or big business have let
them down. The foundation has stepped in
to finance small, struggling biotech compa-
nies in developing microbicides for African
women to protect against HIV/AIDS. It has
partnered with the Gates Foundation to
develop a vaccine against the disease; the
vaccine is now in the final stages of testing
in Nairobi. And it joined with the United
Nations and the Japanese government to
fund African scientists who crossed an
African rice with an Asian rice to develop a
new strain growing now in West Africa.

“I believe that modern societies, whether
they are in the developing countries or here

in the United States, are like three-legged
stools,” Conway says. “They have three
legs: the government, the private sector, and
the NGo sector. I think the big chance for
philanthropy, apart from funding the NGo
sector, is to help create the binding that
brings those three sectors together.”
Conway was speaking at a two-day con-

The others included one on entrepreneurial
philanthropy, another on corporate philan-
thropy, and a third, called “High Impact
Philanthropy,” which was followed later in
the year by a three-day executive education
program of the same name.

Although it is most visible for its out-
reach in philanthropy, the Center for Social
Innovation also has several research proj-
ects under way that deal with the subject,
most notably the Stanford Project on
Emerging Nonprofits, in which researchers
are assessing the impact of various types of
philanthropic funding sources on young
nonprofits. The center hopes to determine
how different funding models—traditional
foundations, venture philanthropists, cor-
porate and individual foundations, and
individual givers—affect the growth, orga-
nizational development, and performance
of startup service agencies.

The study of philanthropy promises to
remain a major concern of cs1. As Rocke-
feller Brothers Fund President Stephen
Heintz put it at the “Borderless Giving”
conference, philanthropy is, after all, “the
venture capital of social innovation.”
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STANFORD

GRADUATE SCHOOL OF BUSINESS

CHANGE LI1VES,
CHANGE ORGANIZATIONS,
CHANGE THE WORLD

Stanford’s dynamic, highly interactive executive
programs give you powerful ideas to promote
change, practical tools to foster innovation, and
concrete methods to enhance the way your organi-
zation competes in today’s complex business
environment. By working with the world’s fore-
most business faculty and exploring ideas with a
global network of senior executives, you’ll gain
unparalleled insights for creating sustainable
competitive advantage and powerful inspiration
for initiating and managing change.

General Management

Stanford Executive Program
June 22 — August 5, 2003

Executive Program for Growing Companies
February 16 — 28, 2003, and July 20 — August |, 2003

Stanford - N.U.S. Executive Program in
International Management (in Singapore)
July 27 — August 15, 2003

Executive Management Program:

Gaining New Perspectives

(formerly Advanced Management College)
(at Stanford Sierra Conference Center)

September 14 — 20, 2003

Financial Management

Credit Risk Modeling for Financial Institutions
March 30 — April 4, 2003

Finance and Accounting for the
Non-Financial Executive
May 4 — 9, 2003, and November 9 — 14, 2003

Financial Management Program
July 6 — 18, 2003

Leadership and Strategy

Leading Change and Organizational Renewal
March 9 — 14, 2003 (at Harvard), and
November 2 — 7, 2003 (at Stanford)

Corporate Governance Program
May 28 — 31, 2003

Executive Program in Leadership: The Effective Use of Power
July 13 18, 2003

Executive Program in Strategy and Organization
August 3 — 15, 2003

Mergers and Acquisitions
August 17 —22, 2003

Human Resource Executive Program:
Leveraging Human Resources for Competitive Advantage
September 14 — 19, 2003

Information Strategy for Competitive Advantage m
October 5 — 10, 2003

Managing Teams for Innovation and Success
2004 dates to be announced

Marketing

Strategic Marketing Management
August 3 — 13, 2003

Negotiation

Advanced Negotiation Program
March 30 — April 4, 2003

Negotiation and Influence Strategies
April 6 — |1, 2003, and October 9 — 14, 2003

Technology and Business

Strategic Uses of Information Technology
April 27 — May 2, 2003

AeA/Stanford Executive Institute
August 10 — 22, 2003

Managing Your Supply Chain for Global Competitiveness
August 24 — 29, 2003

For information or applications, please contact: ANGEL DODSON

Phone: 650.723.3341 Fax: 650.723.3950

Email: executive_education@gsb.stanford.edu
OFFICE OF EXECUTIVE EDUCATION, STANFORD GRADUATE SCHOOL OF BUSINESS - STANFORD UNIVERSITY, STANFORD, CA 94305-5015

Subject to change. For the latest information, go to our Web site at
www.gsb.stanford.edu/exed






RESTORING

CONFIDENCE

CEOS EMPHASIZE TRUST AND TRANSPARENCY. BY FRED ROSE

WE LOST IT SOMEWHERE IN THE 1990S amid the soaring stock market, the
cultish faith in emerging technologies, and the promise of “new economies.”
That's when intelligent management theory blew up. = Again and again we
heard that “the old rules don’t apply,” as if fictional space hero Buck Rogers
had landed in the boardroom with management techniques wildly detached
from the past. Everything could expand without limits, we were told. Inven-
tories moved at the speed of light. Sales mushroomed magically. Money could
be raised at the snap of a Palm Pilot, and debt could disappear with a part-
nership. Employees happily grabbed paper instead of paychecks.

Then, Buck tumbled. The full effect of his fall has yet to be
understood. Tales of fraud and loose accounting mark the head-
lines. Red ink stains corporate accounts. And, in many ways, we’d
like to think of Buck’s boardroom visit as a bad dream.

It’s tempting this close to events to underestimate the scale of
occurrences. Says John Gunn, MBA *72, president and chief invest-
ment officer at Dodge & Cox, San Francisco-based investment
managers, “I don’t think people have a proper perspective on what
happened in this market. About $8 trillion went to money heav-
en; so an awful lot of people are saying, I must have been misled.””

Losses in the U.s. stock market alone equaled nearly a year of
national economic output. Savings for retirements and college edu-
cations were dashed, and investor confidence was knocked.

The route to recovery demands tough management decisions.
It asks for sharp corporate insight as much as national political
preoccupation. And company by company, management by man-
agement, this is a time when business heads must ask: How can
we lead better? What is the route to recovery? And then, What is
management for the 21st century?

With such questions in mind, we turned to some of the Stanford
Graduate School of Business’s most distinguished graduates for a
sampling of thoughts and experiences from the world of the chief
executive’s office. The leadership experience of the graduates with
whom we spoke totals decades. The alumni come from diverse
industries and different interests. Interviews were conducted sepa-
rately over several weeks. While the views aren’t always in accord,
it was agreed that a vital strategic moment is at hand.

There are at least two parts to this problem for ceos. The first
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are steps of recovery, boosting troops, and
rebuilding the credibility of leadership. Sec-
ondly, the lessons of the last few years need
to be absorbed and applied to the future.

The immediate problem “is close to a
total lack of confidence that investors have
in the integrity of the system,” says Richard
Kovacevich, MBA ’67, chairman, president,
and chief executive of Wells Fargo & Co.
CEOs, “we—we collectively—have to do
whatever it takes to restore public confi-
dence so that they can rely on and believe
the accuracy of our public reports. What that means is that we’re
going to have to do some things that are going to turn out to be
excessive—because in order to correct a problem, you usually have
to overreact to restore that confidence.

“Most of us, I think, are appalled and outraged by what has
happened,” says Kovacevich, who will be honored with the Ernest
C. Arbuckle Award later this month by the Stanford Business
School Alumni Association. “We all suspected that there were
some bad apples, but obviously the extent of it is far greater and

We collectively have to do whatever it takes to
restore public confidence so that they can rely on
and believe the accuracy of our public reports.”
—RICHARD KOVACEVICH, MBA '67

far more extensive than certainly I ever thought.” Nor, in a glob-
al era, is this a problem solely for u.s. managements. “ Anyone who
tells you that these things can’t happen in Europe clearly isn’t talk-
ing sense, because if it can happen in America, it can happen any-
where in the world,” warns Rod Eddington, SEP 91, president and
chief executive officer of British Airways pLcC.

How dramatic must changes be to restore confidence? Hank
McKinnell, Sloan ’66, MBA 67, PHD ’69, chairman and chief exec-
utive officer of Pfizer Inc., contends that substantial progress
already has been made. The laws and regulations that have
emerged since the stock market boom, McKinnell says, comprise
“an historic revision of the framework within which corporate
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RESTORING CONFIDENCE

governance occurs.” What’s needed now, he says, are efforts to
educate the public about “exactly what’s expected of a chief exec-
utive officer; we need to talk about the principles of ethical cor-
porate management, experience, vision, and foresight.”

That’s a tough order. CEOs, as Jeffrey R. Immelt, chairman and
chief executive officer of General Electric Co. and a graduate of
Harvard University’s MBA program, lamented recently, “are down
there at the bottom of the heap with telemarketers.”

If the 19905 were the time of grand strategies and digital dreams
in the chief executive office, the opening years of the 21st century
are demanding more nuts-and-bolts work. Trust and integrity are
the stuff of details. Directors’ scrutiny of operating issues is more
thorough, report CEos who are Stanford Business School gradu-
ates. And that’s an important return to basics. “Ultimately, the
buck stops with the ceo,” notes Constance H. Lau, MBA *79, pres-
ident and chief executive officer of American Savings Bank in Hon-
olulu. “While we’re supposed to go through all this grand thinking,
it is also our responsibility to see that the organization functions
properly and is focused on customer needs and that the people act
with integrity.”

FRAUD BY THE FEW—be they at Enron, WorldCom, or Glob-
al Crossing—has battered employee faith just as it has investor
trust. CEOs say they are pressed to reach out more to colleagues.
“I guess 'm amazed at the fact that it’s almost impossible to com-
municate too much,” says Kovacevich of Wells Fargo. And it’s true
of companies large and small. Robert Moog, MBA ’84, chairman
and president of tiny University Games and AreYouGame.com,
says he is paying special attention to support of colleagues by send-
ing missives noting exemplary work. The two closely held San
Francisco Bay Area firms jointly employ about 8o people.

CEO themes today often deal with touchy matters far different
from the cheerleading “return on investment—all else be damned”
swagger of the boom market. Kovacevich focused on ethics, the
abstract topic so much on minds across corporate America, in an
email to all hands at Wells Fargo. “It’s important we all under-
stand that the honesty, trust, and integrity essential for meeting the
highest standards of corporate governance are not just the respon-
sibility of senior management or boards of directors. We all share
that responsibility,” he wrote, adding that “corporations don’t
have a conscience. People do. Corporate ethics is the sum total of
the thousands of ethical decisions all of us make every day.”

Essays on ethics aren’t executives’ usual stock in trade. “This
isn’t what you were trained to do,” Kovacevich says. “When [ went
to Stanford,” he recalls, “I don’t remember people saying that this
is where you’re going to be spending time—on these sorts of
issues—and these are the courses you should take.”

There are those, of course, who stand ready to help—for a fee.
Advice on governance and disclosure is a growing business. Stan-
dard & Poor’s has launched a corporate governance practice. Rival
Moody’s Investors Service has said it is building a similar consult-
ing practice.

“Clearly, there is a healthy skepticism about numbers these
days,” says Jack Schuler, MBA 64, chairman of Stericycle Inc. and
Ventana Medical Systems Inc. Schuler says, “Audit committee
meetings are completely changed from what they were two years
ago, both in terms of length and in terms of detail.” Eddington at
British Airways estimates that the audit committee on his board is
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spending about twice as long on the accounts as it once did.

Lau reports that at American Savings Bank she has taken an
activist, inside approach to disclosure. “We have always had inter-
nal control systems, but now, in addition to internal controls, we
also have brought in disclosure controls, where we require every
executive to sit with their operating managers on a continuing
basis, but at least every quarter, to talk about the things that would
require disclosure but also to talk about emerging issues or even
potential issues.” With this approach, she says, “we can be much
more anticipatory.”

Disclosure has a hard-nosed advantage—in addition to its moral
strength. “It’s not a sense of wanting to change the world or want-

While we're supposed to go through all this
grand thinking, it is also our responsibility to see
that the organization functions properly.”
—CONSTANCE H. LAU, MBA 79

ing to go to heaven,” Hamid R. Moghadam, mBA ’80, chairman
and chief executive officer of San Francisco-based amB Property
Corp., told Fortune magazine, but because “you want to make
yourself attractive to the people who supply you with capital.”

Moghadam told Stanford Business, “I think there’s a public trust
in my hands and in the hands of the team here to do the best we
can and be truthful about what we do. I think the public is willing
to forgive us for mistakes that we may make strategically, but
they’re not going to forgive anyone more ethical lapses.”

As a founder of the industrial property investment and man-
agement company, Moghadam says, “I have never sold a single
share of stock. I know—I went to Stanford Business School—that
you’re supposed to diversify. But we’re long-term owners of the
business—for good or bad.... I think the thing that is going to
work best is the brand of the ethical and transparent company, to
be the people in the white hats.”

In pursuit of the white hat role, Moghadam has for some time
made disclosure a byword. AMB each quarter issues supplemen-
tary information with its financial statements that lately have
mushroomed to nearly 3 5 pages from 4 or 5 pages a few years ago.
The company expenses its stock options, a much-debated step
advocated by reformers. “We did it before Coca-Cola, but no one
seems to remember,” Moghadam brags.

AMB has committed to reporting each quarter’s financial results
before General Electric—long one of the earliest-reporting com-
panies. AMB now routinely makes its numbers public just one week
after the close of quarter and several days before GE. Moghadam
says swift reporting is a matter of healthy management. “Frankly,
I think that good companies with good systems should be able to
close their books quickly,” he says. “The ones that take two
months are likely spending that time cooking the books.”

Measures such as faster, more forthright disclosure and better
communication go a long way to settle CEOs’ “Step One” concerns
for recovery. But “Step Two” is a thicket of nuance and debate.
No terrain is more heavily disputed and more subject to foot-drag-
ging than corporate governance and boards of directors.

In an effort to move reluctant companies, the New York Stock
Exchange has invoked new standards demanding a majority of
independent directors on the boards of all listed companies as well
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as the independence of those on audit committees. “Independence”
is itself an oft-abused notion. Directors with a variety of business
or family ties to either a company or its management have been
deemed “independent” in the past. But, with the new rules, exec-
utives at major customers and suppliers are out, for instance.

A survey by McKinsey & Co., the New York-based consulting
company, last year suggested that those who sit on corporate
boards were well aware of the system’s weaknesses. Some 200
directors, who sat on a total of 500 corporate boards, said more
than a quarter of their “independent” colleagues on boards weren’t
truly independent. Nearly a third of all directors felt their boards
had, at best, an ineffective process for dealing with conflicts of
interest. And 41 percent of those surveyed weren’t satisfied with
their boards’ oversight of chief financial officers, while 3 1 percent
felt that their boards’ reviews of the CEO weren’t adequate.

The ample awareness of weaknesses and dissatisfaction among
directors on boards suggests that other forces—such of those of
management and traditional deference to powerful chairmen-
cEos—make major structural changes hard to achieve.

Stanford CEOs are considering some of the important ideas now
being bruited about. But what, if anything, needs to be done?
There are differences of opinion, in part along theological lines of
free-market forces versus regulation, and doubts about the wis-
dom of new laws and rules for their own sake. McKinnell of Pfiz-
er argues that legal and regulatory changes to date are sufficient.
Gunn of Dodge & Cox contends that market forces are sufficient
to punish the foolish and the incompetent. Notes Lau, laws and
regulations never entirely suffice. “You never can cover everything
in a procedure or system. Directors need a strong moral compass.”

Getting a lot of attention these days is a mechanism used for a
decade by Minneapolis-based biomedical firm Medtronic, where

I think the thing that is going to work best is

the brand of the ethical and transparent company,
to be the people in the white hats.”

—HAMID R. MOGHADAM, MBA '80

Schuler is lead director and chairman of the corporate governance
committee. “Lead” or “principal” directors are supposed to guide
the independent directors by acting as a conduit for opinions.
Schuler says he has found the plan a good one. “Ideally, you want
to be able to discuss everything publicly in the full board forum.
But there may be people unhappy with agenda issues that didn’t
come up or how they were handled,” Schuler says, adding that he
is approached by fellow directors at least a couple of times before
meetings with items for attention.

The concept has gained popularity of late, although grasped at
times with the sudden conviction of a sickbed conversion. Among
those who have adopted the structure are General Electric and
Houston-based energy marketer Dynegy Inc. and natural gas serv-
ices provider El Paso Corp.

The notion of separating the positions of chairman of the board
and chief executive officer is also gaining increasing attention. Cur-
rently, about 75 percent of the companies that make up the Stan-
dard & Poor’s 500 Index have a single occupant who bears both
titles. Andrew S. Grove, chairman of Intel Corp. but not at the
same time its CEO, has said, “The separation of the two jobs goes
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to the heart of the conception of a corporation.” Grove, a GsB lec-
turer, has posed this thought: “Is a company a sandbox for the
CEO, or is the CEO an employee? If he’s an employee, he needs a
boss, and that boss is the board. The chairman runs the board.
How can the cto be his own boss?”

British and Canadian practice has long kept the posts separate,
which Eddington of British Airways applauds. “I'm chief execu-
tive of British Airways,” he notes, but “the board is chaired by a
non-executive chairman. I think that’s absolutely right.”

Moghadam, who holds both posts, opposes separation. Gener-
ally reform-minded, he argues that “the traditional independent
chairman in the British model—all they do is run a very formal
meeting process. They see that they enforce Robert’s Rules of Order
and put things in legal form. They don’t know enough to make
sure the real issues come before the board meeting.” He continues:
“The problem, I think—with much of the legislation and these gov-
ernance issues—is that everyone is trying to solve last year’s prob-
lem. The fundamental problem is not what boards of directors are
told about; it’s what boards of directors are not told about.”

The fundamental problem is not what boards
of directors are told about; it's what boards of
directors are not told about.”

—ROD EDDINGTON, SEP ‘91

To maintain track of its CEO, the Medtronic board does a very
formal review each year, covering about 15 issues for which each
director applies a numerical rating to the CEO’s performance. There
are written comments as well. None of this is directly related to
compensation review but is intended to keep the board abreast of
the head officer’s work. In effect, too, it’s useful training for
changes at the top.

“Succession is the heart of it all,” says Schuler. “The board earns
its keep—perhaps 30 to 40 percent of its pay—in maneuvering a
transition of CEO and selecting a successor.” Like changes at the
Kremlin, it brings risk. Market and employee confidence can be
won or lost. Boards often are dominated by former cEos who stay
at the directors’ table. At Medtronic, tradition requires that a
departing CEo step down from the board.

Law, regulations, and even ritual can’t do it all. In the end, it
depends on a relationship of trust—moral people, as Lau notes,
acting frankly and in good faith. Most revolutionary theories of
corporate governance are within the power of most boards to
enact. Yet, they have avoided them. Instead, staggered boards,
golden parachutes, and other legal defenses dating from anti-
takeover provisions invoked since the late 1990s have, in many
cases, further sheltered boards from the people they represent—
the shareholders.

Can the gap between boardroom and shareholder be nar-
rowed? The future must be loose enough to allow innovation,
says McKinnell. And, if there is to be a future, notes Schuler, cEos
and the boards they serve must keep a clear eye on the course. “If
they don’t realize that 8o percent of their conversation has to be
about strategies—on products, on customers, on employees and
management—then they’re missing the boat.” After all, he adds,
“a great audit committee does not ensure a great company;
although a great company needs a fine audit committee.” L
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Hau Lee Honored for Service to Alumni

AU LEE DESIGNS GLOBAL SUPPLY

chains and also acts a bit like one

himself, linking alumni/ae with e-

business, manufacturing, and dis-
tribution logistical issues around the world.
That is why the Stanford Business School
Alumni Association chose Lee to receive its
2002 Jaedicke Silver Apple Award for serv-
ice to the association.

Lee, the Thoma Professor of Operations,
Information, and Technology, is also direc-
tor of the Stanford Global Supply Chain
Management Forum, director of the GsB
Executive Education program Managing
Your Supply Chain for Global Competitive-
ness, and editor-in-chief of the journal
Management Science. He was presented with
the Tiffany apple at the Business School’s
43rd annual Alumni Weekend.

In his acceptance speech, Lee noted that
he has talked with alums over barbeque in
Brazil, on the riverfront of Shanghai, and
at Hobee’s in Palo Alto. “Alumni are at the
beginning and end and every stage of my
research,” he said. “I benefit tremendously
from their knowledge, experiences, re-
sources, and networks.”

hen Jack McDonald started teaching

his investment course at the Business
School, the Dow stood at 777 and the Nas-
daq did not yet exist. When the first students
enrolled in Jim van Horne’s Money and Cap-
ital Markets course, Lyndon B. Johnson was
president of the United States.

Between them, Van Horne and McDon-
ald estimate they have taught over 12,000
students over the past 37 years as the two
most enduring members of the finance fac-
ulty. Van Horne, the A. P. Giannini Profes-
sor of Banking and Finance, first taught
Money and Capital Markets in 196 5. Today
“the markets have changed drastically,” he
said. “It would be hard to come up with
more than § percent overlap between what
I was teaching then and what I teach today.”

McDonald, now the 1B] Professor of
Finance, offered his first section of Invest-
ment in 1968. Although the content has
changed, McDonald taught the same topic
for 35 years.

In 1976, Business School Dean Arjay
Miller introduced McDonald to a friend of
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Professor Hau Lee was honored with the
Silver Apple Award for providing alums with
logistical insight on global supply chains.

his—Warren Buffett. For more than a quar-
ter century, the chairman of Berkshire Hath-
away has been one of a string of business
leaders who have taken part in case discus-
sions in McDonald’s classroom. “Warren
Buffett’s stock was $60 a share the first time
he came,” McDonald recalled. “In Novem-
ber it was $72,000. Students have always
thought it was too late to invest.”

What has changed? Market structures,
including the emergence of Silicon Valley
and the venture capital and private equity
markets. The classroom environment also
has evolved. In 1968, McDonald’s assistant
couldn’t get 68 copies of the assignment
ready in time using a ditto master process.
In the fall of 2000, he began experimenting
with using video to expand the number of
students who could enroll.

One thing that has remained steady,
McDonald says, is the use of classic texts:
The Intelligent Investor, by Benjamin Gra-
ham; Common Stocks and Uncommon
Profits, by Philip A. Fisher; and Extraordi-

nary Popular Delusions and the Madness of
Crowds, published in 1841 by Charles
Mackay.

uthored by Business School Professor

Evan Porteus, the recently published
Foundations of Stochastic Inventory Theory
is both an advanced textbook designed to
prepare doctoral students to do research on
the mathematical foundations of inventory
theory and a reference work for those al-
ready engaged in such research.

Porteus, the Sanwa Bank Ltd. Professor
of Management Science, describes founda-
tional concepts, methods, and tools that pre-
pare the reader to analyze inventory
problems in which uncertainty plays a key
role. All 14 chapters in the book and four
of the 5 appendixes conclude with exercis-
es that either solidify or extend the concepts
introduced. Some of these exercises have
served as PHD qualifying examination ques-
tions in the operations, information, and
technology area at the Business School. The
book is published by Stanford University
Press.

Porteus, who is also director of the
School’s doctoral program, has focused his
academic work on technological systems as
a member of the operations, information,
and technology faculty. The field concen-
trates on the coordinated function of tech-
nology, people, and operating procedures in
the execution of ongoing tasks.

He was elected in late 2002 as a fellow of
the Manufacturing and Service Operations
Management Society. The selection recog-
nizes outstanding research and scholarship
in operations management. The society is
part of the Institute for Operations Research
and Management Sciences (INFORMS) which
represents professionals in the fields of
operations research and the management
sciences.

ta ceremony in Germany’s Nuremberg
Castle on Oct. 31, Paul Romer accepted
the prestigious Horst Claus Recktenwald
Prize in Economics for outstanding achieve-
ment and contributions to the field of eco-
nomics.
The relatively new honor, accompanied
by a €25,000 cash prize, is among the
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faculty publications

ACCOUNTING

Accounting Choices and Risk
Management: SFAS No. 115

U.S. Bank Holding Companies

Leslie Hodder, Mark Kohlbeck, and
Mary Lea McAnally

Contemporary Accounting Research
(Vol. 19, No. 2), SUMMER 2002

Does Meeting Earnings Expectations
Matter? Evidence from Analyst
Forecast Revisions and Share Prices
Ron Kasznik and Maureen F. McNichols
Journal of Accounting Research

(Vol. 40, No. 3), JUNE 2002

Non-Audit Fees Paid Auditors:
Do They Lead to Managed Earnings?

Richard M. Frankel, Marilyn F. Johnson,
and Karen K. Nelson

Directorship (Vol. 28, No. 7)
JULY/AUGUST 2002

ENTREPRENEURIAL STUDIES
Strong Ties, Weak Ties, and Islands:
Structural and Cultural Predictors

of Organizational Innovation

Martin Ruef

Industrial and Corporate Change

(Vol. 11, No. 3), JUNE 2002

FINANCE

Strategic Trading and Learning
About Liquidity

Harrison G. Hong and Sven Rady
Journal of Financial Markets
(Vol. 5, No. 4), OCTOBER 2002

Pricing Coupon-Bond Options

and Swaptions in Affine Term
Structure Models

Kenneth J. Singleton and Len Umantsev
Mathematical Finance (Vol. 12, No. 4)
OCTOBER 2002

GAME THEORY
Information Aggregation in
Common Value Auctions
llan Kremer

Econometrica (Vol. 70, No. 4)
JULY 2002

Invariance of Stable Equilibria

of Signaling Games

Robert B. Wilson and Srihari Govindan
Festschrift in Honor of Steinar Ekern,
Bergen, Norway: Norwegian School
of Economics and Business Adminis-
tration, 2002

INTERNATIONAL
DEVELOPMENT

Culture, Social Capital, and Manage-
ment in a Developing Economy
Gerald Meier

Zagreb International Review of
Economics and Business (Vol. 5), 2002

The Elusive Quest for Growth
Gerald Meier

Journal of Comparative Economics
(Vol. 30, No. 1), MARCH 2002

MANUFACTURING

Perspective: Ten Years of Experience
Teaching a Multi-Disciplinary Product
Development Course

william S. Lovejoy and
V. “Seenu” Srinivasan

Journal of Product Innovation Manage-
ment, 2002

MARKETING

Choice and the Internet: From
Clickstream to Research Stream
Randolph E. Bucklin, James M. Lattin,
Asim Ansari, Sunil Gupta, David Bell,
Eloise Coupey, John Little, Carl Mela,
Alan Montgomery, and Joel Steckel
Marketing Letters (Vol. 13, No. 3)
AUGUST 2002

The Asymmetric Share Effect:
An Empirical Generalization
on Cross-Price Effects

Raj Sethuraman and
V. “Seenu” Srinivasan

Journal of Marketing Research
(Vol. 39, No. 3), AUGUST 2002

OPERATIONS MANAGEMENT
Stochastic Networks and Activity
Analysis

J. Michael Harrison

In Y. Subov (ed.), Analytic Methods

in Applied Probability: In Memory of
Fridrikh Karpelevich, Providence, R.1.:
American Mathematical Society, 2002

Aligning Supply Chain Strategies
with Product Uncertainties

Hau Lee

California Management Review
(Vol. 44, No. 3), SPRING 2002

The Impact of the Secondary Market
on the Supply Chain

Hau Lee and Seungjin Whang
Management Science (Vol. 48, No. 6)
2002

ORGANIZATIONAL BEHAVIOR
When Paranoia Makes Sense

Roderick M. Kramer

Harvard Business Review

(Vol. 80, No. 7), JULY 2002

Business and the Spirit: Management
Practices That Sustain Values

Jeffrey Pfeffer

In R. A. Giacalone and C. L. Jurkiewicz
(eds.), Handbook of Workplace Spiri-
tuality and Organizational Perfor-
mance, Armonk, N.Y.: M. E. Sharpe,
2002

Why Organizations Don't “Know
What They Know": Cognitive and
Motivational Factors Affecting the

Transfer of Expertise

Jeffrey Pfeffer and P. Hinds

In V. Pipek, V. Wulf, and M. Ackerman
(eds.), Sharing Expertise: Beyond
Knowledge Management, Cambridge,
Mass.: MIT Press, 2002

ORGANIZATIONAL ECOLOGY
The Evolution of Organizational
Niches: U.S. Automobile Manufac-
turers, 1885-1981

Stanislav D. Dobrev, Kim Tai-Young,
and Glenn R. Carroll

Administrative Science Quarterly
(Vol. 47, No. 2), JUNE 2002

Resource Distributions and Market
Partitioning: Dutch Daily
Newspapers, 1968 to 1994

Christophe Boone, Glenn R. Carroll,
and Arjen van Witteloostuijn

American Sociological Review
(Vol. 67, No. 3), JUNE 2002

POLITICAL SCIENCE
Asymmetry in Party Influence
Keith Krehbiel

Political Analysis (Vol. 11, No. 1)
WINTER 2003

The Coefficient of Party Influence
Keith Krehbiel
Political Analysis (Vol. 11, No. 1)
WINTER 2003

STRATEGIC MANAGEMENT
Strategy as Vector and the Inertia
of Co-evolutionary Lock-in

Robert Burgelman

Administrative Science Quarterly
(Vol. 47, No. 2), JUNE 2002

A Hard Turnaround for Software

Mark Blumling, Kevin A. Frick, and
William F. Meehan 11l

McKinsey Quarterly (Issue 3), 2002

world’s highest accolades for academic
economists. Romer is the fourth recipient
of the award, which is conferred every two
years and financed by a foundation estab-
lished in 1993 by Hertha Recktenwald, the
widow of the internationally known econ-
omist for whom the prize is named.
Romer, who is the sTANCO 25 Professor
of Economics at the Business School and a
senior fellow at the Hoover Institution, was
selected by a committee of internationally
recognized scholars who cited the out-
standing quality of his contributions to the
development of “endogenous growth the-
ory” or “new growth theory.” This body of
work began with his 1983 doctoral thesis.
Romer makes two basic points: that eco-
nomic growth is driven by new ideas and
advances in technology, and by creating
appropriate economic incentives, govern-
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ment can increase the trend rate of growth
in a way that can make all citizens better
off. Prior to his theory, economists assumed
economic growth in a physical world was
constrained by diminishing returns and
scarcity of resources, and the only offset-
ting force—serendipitous discovery—could
not be understood using standard economic
tools.

In the classroom, Romer is contributing
to the understanding of economics. He
recently cofounded Aplia, a Web-based
publisher of teaching materials and inter-
active lessons for colleges. Its first product,
Principles of Microeconomics, was intro-
duced this fall to approximately 8,000
students in 127 colleges and universities.
The company offers Web-based tools and
content for professors teaching economics
courses, including market experiments

where students trade with each other in
real time and machine-scored homework
assignments with graphs that students cre-
ate and modify.

he American Sociological Association

has honored Martin Ruef, assistant
professor of strategic management, for
coauthoring the best book in the preceding
two years in medical sociology.

Published in 2000, Institutional Change
and Healthcare Organizations: From Profes-
sional Dominance to Managed Care, is based
on research conducted by a team led by
Stanford sociologist W. Richard Scott. It
describes changes in the health care systems
of the San Francisco Bay Area over 50 years
and relates those to changes in basic
demography, values, and beliefs at the
national, state, and local levels. [ ]
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What the CEO
does with his
own money is
really the telling
indicator about
overconfidence.
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CEO Hubris Distorts Investment Decisions

N THE PAST DECADE, economists have begun to flirt
with the possibility that we do not live in a perfect
world in which people make decisions consistently,
rationally, and systematically. Slowly but surely, they
are beginning to acknowledge that most of us do all sorts
of illogical and idiosyncratic things—and that by study-
ing such irrational behavior we can actually learn a
tremendous amount about how markets really function.

With the awarding of the Nobel Prize in economics
last October to psychologist Daniel Kahneman and
economist Vernon Smith, psychology and economics
fields have at last firmly tied the knot. Their love child—
behavioral economics—is now a hot research topic.

One of the groundbreaking scholars in this arena is
the School’s assistant professor of finance Ulrike Mal-
mendier. Her recent study on how hubris affects cEos’
corporate investment decisions is one of the first to apply
research on individual behavior to corporate settings.

Malmendier has found that ceos who are overconfi-
dent—that is, those who overestimate their ability to gen-
erate value within the company—systematically make
distorted decisions about when, how, and how much to
invest in new projects. One of the major contributions
of the study, which she coauthored with Harvard doc-
toral student Geoffrey Tate, is that it translates fuzzy
behavioral concepts into measurable, empirically testable
phenomena.

Malmendier was able to devise a clever measure for
overconfidence: the tendency of a CEO to overly invest
in his own company by habitually buying its stock or by
holding on to stock options long beyond the point when

they should be exercised. “These cEOs tend to think that
under their glorious leadership the stock prices will keep
going up, so they keep holding on to their shares and
their options,” Malmendier explains.

Looking at data on cEOs of 477 Fortune 500 compa-
nies for the years 1980 to 1994, she determined those
ceos who held on to their stock options beyond the fifth
year and who were at least 67 percent in the money were
overconfident. She also classified as overconfident cEOs
who did not exercise their options until expiration.

“What the ceo does with his own money is really the
telling indicator about overconfidence,” Malmendier
says. “It’s a much more accurate measure than whether,
say, he boasts in the media or to investors about how
strong his company is. That could all be show.”

The study related the overconfidence bias to distor-
tions in corporate investment decisions that seem to be
a regular part of the business landscape—particularly
the fact that managers sometimes restrict external financ-
ing to fund new projects and rely instead on their com-
pany’s own internal cash flow. Some studies have tried
to justify managers’ reluctance to go to the capital mar-
ket by stating that the markets never have quite enough
information about a given company to value its stock
properly. Malmendier’s study is the first to identify cEo
behavior as the factor behind this phenomenon.

“QOverconfident CEOs think their investment projects
are greater than they actually are. They don’t want to go
to the outside equity market and issue more shares for
their projects because they think the market will unfair-
ly undervalue the stock. Often, however, the market is
in fact accurately perceiving the reality of the situation,
it’s just that the CEO is overly optimistic,” says Mal-
mendier. “These cEos therefore tend to rely on their own
available funds for growth and expansion projects. They
end up making investment decisions not on the quality
of their projects—which is what a wise cEo would do—
but rather on how much cash flow they have available.”

A typical ceo will invest 19 percent of available mar-
ginal cash flow in investment projects, the study found,
but an overconfident ceo will invest 36 percent. “Those
with a lot of available cash therefore end up investing in
many projects that they shouldn’t,” says Malmendier.

As the recent WorldCom scandal demonstrated,
inflated investment decisions can harm a company. But
Malmendier cautions that overconfidence is not neces-
sarily a bad trait. “We can’t really say anything conclu-
sive about the net effect of overconfidence in this study,
because sometimes it is good in business,” she says. “The
overconfident CEO can also inspire and push his employ-
ees to do great things.”

The study has implications for corporate governance,
however. “ceos who are overly convinced about their
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own leadership capabilities are not actively trying to get
rich at shareholders’ expense; they’re just misperceiving
the situation,” she explains. “So giving them more stocks
and options as an incentive to increase shareholder value
is not going to help; it’s just going to perpetuate their dis-
torted behavior.”

Malmendier suggests instead that company boards
become involved in the affairs of the organization more
actively and more frequently. “The ceo should have to
consult with the board before he goes ahead with large
investment projects, even if they are financed internally.
That’s what should be going on,” she concludes.

— MARGUERITE RIGOGLIOSO

“CEO Ovwerconfidence and Corporate Investment,” Ulrike
Malmendier and Geoffrey Tate, manuscript, October 2002

“Who Makes Acquisitions? CEO Ouverconfidence and the
Market’s Reaction,” Ulrike Malmendier and Geoffrey Tate,
manuscript, November 2002 (http://faculty-gsb.stanford.edu/
malmendier/default.htmz)

litical Sci

Out of Step ...
Out of Congress

N 1994, MARJORIE MARGOLIES-MEZVINSKY, a

freshman Democrat representing Pennsylvania’s 13th

Congressional District, cast the deciding “yes” vote
on President Clinton’s budget. Figuring that tax-averse
voters in her suburban district would be angry, delight-
ed Republican congressmen sang, “Goodbye, Marjorie,”
in the well of the House. They were right. The liberal
Democrat was swept away in the Gingrich revolution
later that year. Margolies-Mezvinsky had plenty of com-
pany in that election. More than 40 incumbent Democ-
rats lost their seats.

Twelve years earlier, the reverse had occurred: Near-
ly two dozen Republican House members lost their seats
despite the enormous popularity of President Ronald
Reagan. What explains the heavy losses by incumbents
in those mid-term elections? Were those elections anom-
alies, or are there lessons that can be applied to the analy-
sis of future elections and, perhaps more important, the
behavior of our elected officials?

Research by three Stanford scholars who analyzed the
results of more than 6,500 congressional races held
between 1956 and 1996 suggests that there is an impor-
tant lesson: Popular and even scholarly opinion that the
public does not hold members of Congress accountable
for their votes is wrong.

Moreover, the researchers found, voting with the ide-
ological extremes of his or her party can greatly decrease
an incumbent representative’s reelection prospects.

Incumbent representatives like Margolies-Mezvinsky,
who support their party’s sitting president by voting
for programs seen as extreme in their districts, are often
punished by their constituents.
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The research was conducted by GSB Professor David
W. Brady; Hoover Fellow John Cogan; and Brandice
Canes-Wrone, a former Stanford graduate student, now
on the Massachusetts Institute of Technology faculty.

The researchers scored congressional voting records
by using the Americans for Democratic Action (ADA)
report cards, which reflect the proportion of liberal posi-
tions taken by a member in a given year on key votes
(taxes, budget, abortion, school prayer, etc.) selected by
the ADA. Relative liberalism and conservatism of districts
were measured by using presidential voting patterns and
demographic data. The researchers controlled for fac-
tors such as challenger quality, incumbent and challenger
spending, control of the White House, and the condition
of the economy.

“For at least two decades, scholars have believed that
the dominant factor in congressional elections was
incumbency,” Brady said. In fact, earlier studies sug-
gested that “the typical representative might be able to
vote on legislative matters as she pleased without fear-
ing that she could lose reelection.”

But politicians, Brady notes, “were ahead of the schol-
ars.” He recounts a remark made by then-Congressman
Lyndon Johnson explaining why he refused to vote for
a civil rights proposal by President Franklin D. Roo-
sevelt. “You can only go so far in Texas ... there’s noth-
ing more useless to the Democrats than a dead liberal,”
the future president said.

Johnson grasped what the scholars didn’t: Voters
notice how their representatives vote on key issues and
act accordingly. Certainly this flies in the face of con-
ventional wisdom that most of us are ignorant of what
actually happens in Congress. How do voters find out?
Brady isn’t sure and says the question could be the basis
for future research.

But the tie between voting records and prospects for
reelection is much clearer. Democrats who move too far
to the left in conservative or moderate districts tend to
lose their seats; Republicans who move too far to the
right also lose. And incumbent presidents who pull
House members to either extreme often lose seats for
their party.

By the same token, representatives from very liberal
districts, for example Barbara Lee in Berkeley and Oak-
land, Calif., or conservatives like Tom DeLay of Texas,
are most likely safe because their “extremism” mirrors
that of their constituents.

If these researchers are correct when they conclude
that we do hold our representatives accountable, a hope
expressed by James Madison in the Federalist Papers may
have come to pass:

“It is particularly essential that [the House of Repre-
sentatives] should have an immediate dependence on,
and intimate sympathy with, the people,” Madison
wrote. “Frequent elections are unquestionably the only
policy by which this dependence sympathy can be effec-
tively secured.” —BILL SNYDER

“Out of Step, Out of Office: Electoral Accountability and House
Members' Voting,” David Brady, Jobn Cogan, and Brandice

Canes-Wrone, American Political Science Review, March 2002

For at least two
decades, scholars

have believed
the dominant

elections was
incumbency.

that
factor
in congressional
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After the 1991
law the most
segregated
firms became
even more so.
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Public Policy

Politicians Guess Wrong on Civil Rights BIll

HE DEBATE AROUND THE PASSAGE of the

Civil Rights Act of 1991 (CRA9T) was heated

and relentless. Many opponents claimed the

bill would lead companies to hire people to fill
racial and gender quotas, while proponents argued it
would open opportunities to women and minorities in
businesses that traditionally had been unwelcoming.
The debate lasted into the 1992 presidential campaign,
and still in 1994, conservatives who had served under
the Reagan and Bush administrations justified their ear-
lier attacks on the bill in a series of law review articles
that presented cRA91 as both quota legislation and a
lawyer’s bonanza. The bonanza claim was based on the
fact that the law greatly increased the potential penal-
ties and legal costs of firms accused of dismissing
employees on the basis of race or gender.

Now, two economists have analyzed industry hiring
practices and related legal costs before and after crag1.
Paul Oyer, associate professor of economics at the GsB,
and Scott Schaefer of the Kellogg School at Northwest-
ern University, provide evidence that the law had the
opposite of a quota effect: It stopped and perhaps
reversed the trend during the 1970s and 1980s toward
industries becoming more integrated along race and
gender lines. “The evidence,” says Oyer, who special-
izes in human resource issues, “is consistent with firms
thinking that the easiest way to avoid a lawsuit is not
to hire certain protected workers.”

A protected worker who was fired in 1990 might be

able to bring a case asking for $50,000 to $100,000 in
legal damages. That same worker had a $200,000 to
$400,000 case in 1992, Oyer says. “CRA9T increased
the costs of employing any individual protected work-
er because it increased expected legal costs. However,
an additional protected worker has an offsetting bene-
fit of making it more difficult for other employees to
sue. The more diverse a firm is, the more difficult it is
to successfully sue that firm,” Oyer says. This is the rea-
soning used by those who predicted the law would lead
to hiring “by quota.”

The study was based on protected worker employ-
ment data from the 1988-96 Annual Demographic File
of the Current Population Survey at the industry level,
which the researchers divided into three timeframes—
a historical sample from 1983 to 1986, a pre-CRA9 T sample

from 1988 to 19971, and a post-CRA9 T sample
from 1993 to 1996. Oyer and Schaefer
looked at the most segregated and the most
integrated industries from the pre-CrRA9T
sample to the post-CRA9T sample to see if
they moved toward each other in terms of
the levels of integration, as one would
expect in a world of hiring by quota, or if
they strayed farther apart, which would
suggest that the law was sorting industries
into those who hire protected workers and
those who don’t. Their analysis suggests
that the sorting effect was stronger than the
quota effect.

“Before crA91, black and female em-
ployment shares had been increasing in
industries in which those groups had been
least represented, such as chiropractic
offices, vehicle dealerships, and metal min-
ing for black employees; and logging, rail-
roads, and construction for women, and
inter-industry variation in protected-work-
er employment shares had been on the
decline,” says Oyer. “Both trends ended

after the act.” Black and female employees continued
to be sorted into stereotypical sectors: Blacks were most
represented in household service, bus and urban tran-
sit, taxi service, and fabric mills; women in day care,
household service, beauty shops, nursing homes, and
libraries.

“The benefits so obviously overwhelmed the costs
that no credible person would say that the Civil Rights
Act of 1964 was a bad idea,” Oyer says, “but the jury
is still out on crRA91.” On the positive side, the law rais-
es the costs of being an “old school” employer. It should
encourage firms to make investments in training man-
agers to act in a way that is perceived as nondiscrimi-
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natory, he says. “Progressive firms can become even
more diverse and draw from a larger potential labor
pool.” But a highly segregated firm is most subject to
discrimination lawsuits, and if that firm tries to force its
hand and hires just from certain quarters so that the
“numbers come out right” without overhauling the
whole firm strategy, that will only bring it more costs.
In the long run, Oyer believes, successful firms proper-
ly balance this tradeoff. “They have to, or legal costs
and bad press make them uncompetitive.”

We will never know for sure what would have hap-
pened in the absence of crag 1, Oyer says. “We can safe-
ly say, though, that it did not have a quota effect. And
there is no evidence that it helped integrate industries
that had employed relatively few protected workers.”

—MARY PETRUSEWICZ

“Sorting, Quotas, and the Civil Rights Act of 1991: Who Hires
When It’s Hard to Fire¢” Paul Oyer and Scott Schaefer, Journal
of Law and Economics, April 2002

People Prefer Inflation
To Prospect of Job Loss

HETHER IT’S IN DENMARK, GREECE, or the
WUnited States, being able to get a job is more

important than stable prices to people’s sense
of satisfaction and happiness. So says research on the
effects of inflation and unemployment by Justin
Wolfers, assistant professor of political economy at the
Stanford Graduate School of Business.

Traditionally, economists have reasoned that the
downside of a recession should be largely offset by the
upside of a boom. However, as far as personal well -
being is concerned, Wolfers shows, the highs of a boom
do not compensate for the blues of a bust. “The hap-
piness destroyed by a recession is much greater than
the happiness created by the boom,” he explains;
“Recessions really hurt, and governments and their
central banks need to be aware of the importance of
avoiding them.”

Wolfers’ paper, “Is Business Cycle Volatility Costly?
Evidence from Surveys of Subjective Well-being,”
examines surveys from 16 different European countries
from 1973 through 1998 as well as data from the Unit-
ed States and the United Kingdom. By comparing self-
reported measures of life satisfaction and happiness in
these countries to the rates of inflation and unemploy-
ment of the time and place, he is able to show that, per-
centage point by percentage point, rising joblessness is
roughly five times more troubling to people than rising
prices. Wolfers presented his results last July to the
Council on Foreign Relations/International Finance
Conference on “Stabilization Policy: Why and How?” and
an article is forthcoming in the journal International
Finance.
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Limiting the magnitude of business cycles has been a
concern of macroeconomics, but there has been rela-
tively little work to quantify the effects of economic
cycles on people’s sense of well-being and security, says
Wolfers, formerly an economist at the Reserve Bank
of Australia. “The conventional ‘misery index’ is infla-
tion plus unemployment,” he notes. “Implicit in that
index is the view that inflation and unemployment are
equally important.”

His findings, based on analysis of over half a million
individual surveys, show, however, that unemployment
outweighs inflation by a ratio of five to one when it
comes to a sense of personal well-being. In other words,
the unemployment rate rising 1 percentage point caus-
es as much misery as the rate of inflation rising 5 points.

Wolfers suggests that the prospect of joblessness
causes much more insecurity among both the employed
and unemployed than do rising prices. Examining more
detailed data on psychological well-being from the
United Kingdom, he finds “high unemployment in a
region lowers average feelings of usefulness, confidence,
and happiness and raises depression and feelings of
worthlessness.”

Moreover, Wolfers has found, people are also averse
to fluctuations in the unemployment rate. Throughout
the ordinary business cycle, the unemployment rate rises
and falls by around 2 percentage points. If these fluctu-
ations were eliminated, the ensuing feeling of well-being
would be equivalent to that gained from permanently
lowering the unemployment rate by a quarter of a per-
centage point, his analysis shows.

“Part of this surely reflects human psychology and
our tendency to internalize our successes but external-
ize our failures,” he notes. But there is also some basic
economics at play. “Those who are hired during the
peak of the boom may be less committed to the job mar-
ket,” he notes, “while those who are fired during a
recession may be highly motivated workers.”

Wolfers’ study also looks at the effects of the busi-
ness cycle on people’s trust. Not surprisingly, recessions
lead to a loss of faith in government. But beyond this,
people also appear to lose faith in both the corporate
and banking sectors. Wolfers suggests that the seeds of
the current backlash against corporate America may lie
in the recession of 2002. “If you really care about the
institution of capitalism,” he says, “you would think
recessions are a really bad thing.”

In terms of economic policy, Wolfers suggests that
keeping inflation rates at rock bottom may not be as
important as stabilizing unemployment rates—even
though the effects of inflation are often permanent and
unemployment transitory. “The policy conclusion is
that Alan Greenspan should keep an eye on both infla-
tion and unemployment,” he says. “Keep unemploy-
ment stable—if inflation’s a little more unstable, the cost
may be worth it.” —MARGARET YOUNG L]

“Is Business Cycle Volatility Costly? Evidence from Surveys of
Subjective Well-being,” by Justin Wolfers, GSB Research Paper
#1751, July 2002 (http://gobi.stanford.edu/ResearchPapers/

Library/RP1751.pdf) and forthcoming in International Finance
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Newsmakers

Stay-home Husbands
Blaze New Trail

WHEN HIS SEVENTH-GRADE
daughter first learned that Steve
Sueltz, MBA ’79, was planning
to become the family’s home-
maker, she was aghast. “What
will I tell people you do?” she
asked. “Now her grades have
improved, her spirit is back, and
Steve is a hit with her classmates

Steve Sueltz, MBA °79, at home with
wife Pat (a Sun Microsystems EVP)
and daughter, Kathleen.

who call him for help with their
math homework,” says Fortune
magazine. Sueltz is one of the
“trophy husbands” interviewed
for a story about the increasing
visibility of female executives
with husbands who support
them as full-time homemakers.
The article asks if family
responsibilities, as much as a
glass ceiling, have kept women
from occupying more of the
very top jobs. Sueltz’s wife,
Pat, is a vice president at Sun
Microsystems, where Kathleen
Holmgren, MBA ’83, is also a vice
president. Holmgren’s husband,
Bob, had a thriving marketing
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career, but she had founders’
stock at Sun, and they had three
children who needed more time,
so he quit.

The Sueltzes managed two
careers as IBM vice presidents for
20 years, but after they moved
to California for Pat’s job, they
found they were making one of
their daughters miserable by
working long hours. Something
had to give. In another article,
Business Week focused on highly
educated women who “stop
out” to care for children. Said
Sharon Hoffman, MBA *91, direc-
tor of the Business School’s MBA
Program: “Women are realizing
it’s impossible for a human
being to have it all. You can
have it sequentially but not
concurrently.”

Ethics Messages
from Today’'s News

ETHICS IS A HOT TOPIC IN
business and law schools again,
but student interest likely will
wane as it does for almost every
subject, academics told the San
Francisco Business Times. When
a topic is in the news every day,
there is always more interest in
courses covering related materi-
al, they said. But there is also
frustration, said GSB Professor
James Baron, because of the
limited depth of information.
“What I tell my students is

we may never know the whole
truth about Enron. It’s such

a complex thing.”

David Kreps, the Business
School’s senior associate dean,
told the newspaper that recent
events allowed professors to
“hammer home two important
messages: Even if one stays
within the letter of the law ...
pushing the envelope in viola-
tion of the spirit of the law is

viewed as unethical generally by
society. [And] if you get caught

doing this, the consequences can

be severe.”

Credit Risk Revised

BOTH BAD DEBTS and earnings
are on the rise at Capital One,
the nation’s sixth largest credit
card company, where CEO
Richard Fairbank, MBA ’81,
bought out rivals over the past
year in the high-risk, subprime
credit card market. Investors
are nervous about the rising
level of bad debts, Business Week
reported, but Fairbank insists
the tradeoff is what he expect-
ed: more charge-offs for higher
profits. The company has its
own proprietary data-mining
techniques that it uses to set
interest rates and credit limits
on individuals’ credit. The mag-
azine said some analysts are
also worried that Capital One
profits might suffer if banking
regulators decide to limit late
fees and over-the-limit charges
on credit cards.

A Spot for Sun?

INVESTORS IN Sun Microsystems
value a share at less than they’d
pay for a slice of pizza, Business-
Week observed in a November
cover story on Scott McNealy’s
plans for rebuilding the 20-year-
old company, which is facing
new competition for its high-end
computer hardware products.
McNealy, MBA *80, is pouring
research dollars into network
software, with the goal of hav-
ing Sun servers run virtually free
of human attention, a strategy
the magazine called risky and
bold. With layoffs and other
cost-cutting, McNealy has said
the company can break even by

Mentions

Sun Microsystems’ Scott McNealy,
MBA 80, is investing heavily in
research on network software.

the second quarter. In the longer
run, the magazine predicts, Sun
will “settle into a specialty niche,
providing high-margin servers
with all the bells and whistles
built in, a path similar to the one
trod by Apple Computer in the
consumer market.”

Team's In, Ego Out

EGO IS OUT, TIMEXES ARE IN
at Kimberly-Clark Corp., where
Tom Falk, Sloan ’89, has become
CEO and is slated to become
chairman this month, according
to the Milwaukee Journal Sentinel.
Outgoing chairman/ceo Wayne
Sanders told the newspaper that
the 64,000-employee company
has a meritocratic culture that
requires finding leadership with-
in. He said he sent Falk to Stan-
ford’s Sloan program because
he was one of a handful of
employees whom he felt had

the potential to run the compa-
ny someday.

Company teams have easily
chosen to follow Falk’s lead,
Sanders said, because of his
talent and team-oriented style.
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BUSINESS 2.0/CORBIS

MARGARET SALMON

Executives who appear self
interested do not fit in well at
Kimberly-Clark, he said. In
1990, Falk crafted a complex
divestiture of a newsprint opera-
tion that involved transferring
ownership to the subsidiary’s
employees, and he was integral
in the company’s $9.4 billion
acquisition of rival Scott Paper.

“A big part of what has made
our company successful is there
isn’t a lot of ego,” Falk told the
newspaper. “You’ve got to be
able to drop your ego and any
other pretensions you might
have.” According to colleagues,
Falk drives a 2002 Corvette but
he counters that image by wear-
ing a $29 Timex.

Signed with Surety

“WE HAD NO HESITATION what-
soever,” Hank McKinnell, CEO of
Pfizer, told Fortune about signing
his John Hancock to certify the
company’s financial statements
last August under a new U.s.
law that requires top executives
to swear to their accuracy, as
well as the accuracy of their
accountants. McKinnell, Sloan
’66, MBA ’67, PHD ’69, gathered
15 people for a two-hour exam-
ination of a year’s worth of
financial statements—filling 300-
page binders—the day before
the signatures were due. McKin-
nell didn’t fret, the magazine
said, because his pharmaceutical
company “doesn’t report pro
forma earnings, doesn’t pay audi-
tors for consulting work, main-
tains a 15-person governance
department, and is regularly
praised for the independence of
its board.”

Hank McKinnell, CEO of Pfizer
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I'll Trade
You Two
Suttons for a...

AMERICANS LOVE TO
rank everything from hot
dogs to business schools,
but it is even better if you
can express your opinions
on trading cards. That must
be the philosophy behind
Business 2.0’s decision to
print management guru trading
cards for the second year in a
row. The eight icons chosen for
the 2002 cards include GsB and
Engineering School Professor
Robert Sutton, nicknamed the
“idea machine” for his book
Weird Ideas That Work, and
Debra Meyerson, PHD ’89, now
a Stanford education school
professor, nicknamed “genteel
rabble-rouser” for her 2001
book, Tempered Radicals (see
November 2001 Stanford Busi-
ness). The 2002 “Most Valuable
Player” honor was given to Jim
Collins, MBA ’83, for his best-
selling book Good to Great: Why
Some Companies Make the Leap
... and Others Don’t.

The Babe Ruth of this cult is
none other than the legendary
consultant Niccolo Machiavelli.

Smart Locks Make
for Tight Ships

MORE STRINGENT U.S. security
requirements are behind the
development of “smart locks”
for cargo that will be shipped
through ports, Business School
Professor Hau Lee told the South
China Morning Post.
Long-distance shippers will
be able to speed through securi-
ty checks in the long run, Lee
told the Post, by using dispos-
able locks, costing “a few dol-
lars,” that will have computer
chips showing the containers’
contents and programmed at
the source. The information will
be relayed via the Internet to the
recipient. “If there is a breach,
you stop the box as soon as pos-
sible. If the breach is that some
unauthorized person gained
access at the factory, you don’t
put it on the boat.” Shippers
and ports who are quick to
adopt the technology and make

Business 2.0 magazine featured
several GSB personalities on
their technology trading cards.

sure their trading partners do
also will have a competitive
edge as tighter security require-
ments are phased in, he said.
The technology has undergone
a trial in Singapore but approval
of a smart lock system is proba-
bly a year off.

Meanwhile, Lee, the director
of the Stanford Global Supply
Chain Management Forum,
told the Los Angeles Times that
many U.S. companies with for-
eign supply chains are looking
for backup suppliers in the Unit-
ed States because of the ro-day
lockout at West Coast ports in
October. Companies are learn-
ing that “you have to have a
second source as a default.

A local supplier can give you
that flexibility,” he said.

Pills and Profits

IMPOTENCE DRUGS are potent
in the marketplace, according to
Bloomberg.com, which reported
in October a setback for Glaxo-
SmithKline pLC because release
of the company’s impotence
drug, Levitra, was delayed for
more testing. Jean-Pierre Garnier,
MBA ’74, the CEO of Glaxo, had
hoped to use the partnership he
had formed with Bayer AG to
take on his biggest competitor,
Pfizer, the maker of the anti-
impotency drug Viagra. “Now
Glaxo may be left behind as

Pfizer gets even bigger with

its acquisition of Pharmacia
Corp.,” Bloomberg said. Still,
Garnier has reduced costs by
more than $1.1 billion since

he took over in 2000, the news
agency said, and he has a
“successful record of getting
products through the u.s. Food
and Drug Administration.”
That agency approved a new
extended release version of
Augmentin, an antibiotic that
is Glaxo’s second best-selling
drug, in September.

Finance for Couples

MBAS MAY BRING a sophisti-
cated understanding of finance
to a marriage, but that doesn’t
mean they won’t have money
conflicts if two marry each
other. Brandy and Lara Thomas,
both MBA *93, couldn’t agree
to move from Arlington, Va.,
to a more expensive home in
McLean, Va., Brandy told the
Baltimore Sun. “We discussed
this every way possible and
daily,” he said. “It was some-
thing I always wanted. But she
liked stability. Moving for her
was a hard thing.”

The Internet entrepreneur
eventually persuaded his wife,
Lara, of PricewaterhouseCoop-
ers to make the move. Finance
counselors told the newspaper
many marital disagreements
about money are really about
feelings of security, power, con-
trol, self-esteem, and freedom
that are tied to money. m
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“...cost-effective...good information...
organized well.”

“It’s a great value-added service.”

“...convenient to be able to sign on at home.
| enjoy the wide-range of publications...”

“Especially useful complement to
Internet sources.”



FEBRUARY

FEBRUARY 19: Arbuckle
Award Dinner. Contact
diven_claudia@gsb.stanford.edu

FEBRUARY 22: Conference
on Entrepreneurship. Contact
simmons_diana@gsb.stanford.edu

FEBRUARY 26: “Responding
to Bioterrorism,” Professor
Lawrence Wein, Lifelong
Learning Faculty Seminar
Series. Contact
richter_erica@gsb.stanford.edu

MARCH

MARCH 1: GSB Women’s
Conference. Contact
moore_laura@gsb.stanford.edu

MARCH §5: Cool Products
Expo. Contact hegi_peter@
gsb.stanford.edu

MARCH 6-8: Conference on
Entrepreneurial Finance and
Initial Public Offerings, Ritz
Carlton, Half Moon Bay,
Calif. See wwuw.gsb.stanford.
edu/cebc/Conferenceagenda.htm

MARCH 8: The Business of
Education Conference. Con-
tact arkin_matt@gsb.stanford.edu

MARCH T 5: South Asia
Economic Forum. Contact
jain_amit@gsb.stanford.edu

MARCH 28-29: Alumni
Conference in Paris. Contact
moore_laura@gsb.stanford.edu

APRIL

APRIL §: Future of Content
Conference. Contact
sokolowsky_jeremie@gsb.
stanford.edu

APRIL 26: Jerry L. Porras Latino
Leadership Banquet. Contact
duran_vilma@gsb.stanford.edu

APRIL 27-MAY 2: Executive
program “Strategic Uses of
Information Technology.”

MAY

MAY 2—-3: MBA Class Reunions
for’02,°98,’93,°88. Contact
brown_lisa@gsb.stanford.edu

MAY 4—9: Executive program
“Finance and Accounting for
the Non-Financial Executive.”

MAY 21: Alumni/ae Dinner,
Union League Club, New
York. Contact moore_laura@
gsb.stanford.edu

MAY 27,29, JUNE 2: Execu-
tive Forums on Supply Chain
Management with Professor
Hau Lee, Tokyo (MAY 27);
Beijing (MAY 29); Shanghai
(JuNE 2). Contact diven_
claudia@gsb.stanford.edu

MAY 28-31: “Corporate Gov-
ernance Executive Program.”

FUTURE EVENTS
JUNE 14-15: Commencement.

JUNE 19—22: MBA Class of
1978 25th Reunion.
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513 Women:

Saturday, March 1, 2003
2003 Women’s Conference

Stanford Business School

Please join us for an extraordinary
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contact Summer Belloni at
650.725.2471 or belloni_summer@
gsh.stanford.edu
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