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Treat Your Organization
as a Prototype: The
Essence of Evidence-
Based Management

by Jeffrey Pfeffer and Robert I. Sutton, Stanford University '

When looking for ways to enhance performance, Jeffrey Pfeffer and Robert
Sutton counsel gather the facts, look for patterns, and experiment to make

things better. Then keep repeating the process. Amplifying their recommendations

with engaging anecdotes, they are skeptical of the “latest” breakthroughs and best

practices, urging managers, instead, to study the evidence continuously as ground-
work for a steady stream of incremental advances.

vogue. These leaders don’t follow gurus
or seek magical management break-
throughs. They are interested in what is
true and not necessarily in what is new.
And perhaps most important of all,

For the past five years, we have been
studying how leaders might learn to
practice evidence-based management—
how they can find, face, and act on the
best facts. We've found that many com-
panies suffer because their leaders con- they ignore conventional wisdom and
tinue to do what they’ve always done— taken-for-granted assumptions about
adopt best practices that are actually Jefftey Ploffor, Professor, what works. Instead, they seek out and
bad for their companies and then refuse Stonford Universy act on the best evidence.

to face the facts about their failures. But
we've also found that the most success-
ful leaders think hard about what they
do and why they do it, which enables
their companies to do a better job of
evaluating and applying business
knowledge. Table 1 summarizes six key
guidelines they follow—from treating

Bucking conventional wisdom

The gaming, or casino entertainment,
industry is rife with conventional wis-
dom—some of it so commonly
believed that it is known outside the

1. This essay is based on Jeffrey Pfeffer and

Robert Sutton, Professor, .
old ideas as if thev are old ideas, to bas- e TIOTES3T, Robert Sutton’s new book Hard Facts, Dangerous
. €y . tl'; b Stanford Enginering School Half-Truths, and Total Nonsense: Profiting from
Ing management practices on the best Evidence-Based Management (Harvard Business
evidence rather than on what is in School Press, 2006).
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industry, as well. One deeply held belief is that
the key to success is the ability to attract the high
rollers, rich and famous people who drop lots of
money at the tables and roulette wheels. Another
belief is that casinos must offer discounted hotel
rooms and meals, or even give away lodging to
entice people into the casino, where they will
spend money gambling, at restaurants, and on
entertainment. Other beliefs include the notion
that building family-friendly places with rides,
sort of mini-Disneylands, are useful in getting
customers, particularly families, to gaming ven-
ues. Or that building lavish—and expensive—
facilities that look like Venice, Paris, or the New
York skyline is the best way to get people to
choose your facility over others; that the “hold”
(money the casino retains from slot machines)
cannot be changed or people won't play your
machines; that media advertising on radio and
television is among the best ways to build cus-
tomer traffic and revenue,

When Gary Loveman was appointed chief
operating officer of Harrah’s in 1998, taking a
leave from his position as an associate professor
at Harvard Business School, he knew little about
the details of casino operations, interior design,
or architecture. He had consulted for Harrah’s
and had studied the retail store industry.
Loveman arrived with a professor’s commitment
to rigorous analysis and making fact-based deci-
sions. He soon made this such a part of the
company’s culture that, as he commented when

Table 1. Current Standards vs. Evidence-Based Management

Current Practice

we talked to him, there were three ways to get
fired at Harrah’s: steal, harass women, or insti-
tute a program or policy without first running
an experiment. Casinos produce lots of data on
things like revenues, occupancy, profitability, and
staff turnover. Loveman was determined to use
that data and to collect more information by
constantly running small experiments to uncov-
er facts that would help the company make
more money.

Loveman and his colleagues soon discovered
that much of the conventional wisdom in the
industry was wrong, and they changed company
practice to reflect those discoveries. Rather than
relying on extensive media advertising, Harrah’s
uses direct mail—promotions aimed at targeted
customers to tempt them to spend more of their
gaming dollars at a Harrah’s casino and to get
them to return if they haven't visited in a while,
Harrah’s learned that its most profitable cus-
tomers were locals, often older retired or semi-
retired people who visited the casino frequently
to play for entertainment. These people weren’t
as interested in discounted rooms as they were
in meals and complimentary chips. In one
experiment, Harrah’s offered a control group the
typical promotional package worth $125 (a free
room, two steak dinners, and $30 worth of free
chips); customers in the experimental group
were offered just $60 worth of free chips. The
$60 offer generated more gambling revenue than
the $125 offer.

Evidence-Based Management

Treat old ideas as if they are brand new.

Treat old ideas as if they are old ideas.

Glorify, celebrate, and apply breakthrough ideas and studies.

Be suspicious of breakthrough ideas and studies—they almost
never happen.

Celebrate brilliant individuols— management gurus, thought
leaders, and star performers.

Celebrate communities of smart people and collective brik
liance, not brilliant geniuses or gurus.

Emphasize only the virtues of the research methods you use
and the management practices. Don’t mention drawbacks or
uncertainties.

Emphasize the virtues and drawbacks (and uncertainties) of
your research and proposed practices.

Use success and failure stories about companies, teams, and
people to uncover best and worst practices.

Use success and failure stories to illustrate practices supported
by other evidence, not as necessarily valid evidence.

Use popular ideologies and theories to generate and justify
management practices. Ignore or reject all clashing evidence
(no matter how strong).

Take a neutral approach fo ideologies and theories. Base man-
agement practices on the best evidence, not on what is in
vogue.

Design Management Review Summer 2006

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

Treat Your Organization as a Prototype: The Essence of Evidence-Based Management

11



a new idea; in fact,
one of its first
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Harrah’s figured out that families with small
children-—a target audience for many competi-
tors—generally have little discretionary time or
money, so courting them was unprofitable. The
company also discovered that spending money
on employee selection and retention, including
giving people realistic job previews, enhancing
training, and bolstering the quality of front-line
supervision, reduced turnover and produced
more committed employees. Harrah’s was able
to reduce staff turnover by almost 50 percent as
a result. Loveman and his colleagues also rea-
soned, on the basis of academic research, that
more experienced, committed, and better-led
employees would improve customer service,
which in turn would bolster guest satisfaction
and, ultimately, willingness
to return. This attention to
employees, plus Harrah’s
investment in data ware-
housing and analytics,
which permitted the compa-

/1's not

ny to track and analyze guest
manlfestation s goes behavior, had a far bigger
payoff than just throwing
all the way back to money at facilities.
. And, with $50 billion
the p hllOSOp her going through Harrah’s slot
Plato. machines each year,

Loveman insisted on run-

ning experiments to see if
holds could be varied—according to the
machine’s location, for instance—without affect-
ing play. Conventional industry wisdom was that
you could not vary the payouts at all, but
Loveman didn’t accept it. As he asked a group of
Stanford students: How can price (which is what
the hold really is) be so inelastic when one
woman can buy a black dress for $1,000 at a
designer store and another woman can buy a
similar dress for $100 at Target, and both be
equally satisfied with their purchases? Harrah’s
discovered that you could increase the hold, gen-
erating additional money that fell straight to the
bottom line.

Know what you don’t know

Gary Loveman and other leaders who are able to
face and act on the hard facts—Xerox’s Ann
Mulchay, George Zimmer from The Men’s

Wearhouse, and Cisco’s John Chambers come to
mind—all have a way of thinking that is more
important than any particular guideline or
method. They have realized that true wisdom is
reflected in the attitude people have toward what
they know, not in how much or how little they
know. It’s not a new idea; in fact, one of its first
manifestations goes all the way back to the
philosopher Plato. Describing Socrates’ visit to “a
man with a high reputation for wisdom,” Plato
quotes Socrates as concluding:

I formed the impression that although in
many people’s opinion, and especially his
own, he appeared to be wise, in fact, he was
not.... I reflected as I walked away, Well, I
certainly am wiser than this man. It is only
too likely that neither of us has any knowledge
to boast of, but he thinks that he knows some-
thing which he does not know, whereas I am
quite conscious of my ignorance. At any rate it
seems that I am wiser than him to this small
extent, that I do not think that I know what I
do not know.

The power of Plato’s ancient insight persists
because wisdom (or the lack of it) shapes how
people think, feel, and act in so many ways.
Psychologists, including John Meacham and
Robert Sternberg, have studied the nuances of
wisdom, with special attention to the differences
between being wise and being smart. One of
their most important insights is that, as Plato’s
quote suggests, wisdom means “knowing what
you know and knowing what you don’t know.”
Such an attitude strikes a balance between arro-
gance (assuming you know more than you do)
and insecurity (believing that you know too little
to act). This enables people to act on their pres-
ent knowledge even while doubting what they
know. It means they can do things now, as well
as keep learning along the way.

Leaders who practice the attitude of wisdom
think and act as if their organization is an unfin-
ished prototype, not something that “ain’t broke,
so let’s not fix it.” They don’t see this prototype
as something they might ruin with dangerous
new ideas, or that is too much of a mess to fix,
or that is impossible to change because there will
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be too much resistance. You can see this attitude
in action at Harrah’s, where management con-
stantly looks for patterns in the data and runs
experiments to make things better and better.

We also saw the power of the attitude of wis-
dom in the mid 1990s when Sutton and col-
league Andrew Hargadon went to a company-
wide meeting at IDEO, the renowned innovation
company, as part of an intensive 18-month study
of IDEO’s work practices and culture. Then-
CEO (and now chairman) David Kelley
announced a major reorganization at this meet-
ing. The company, especially its Palo Alto head-
quarters, had grown so fast that it was becoming
increasingly difficult to manage a culture of
innovation in what amounted to a 150-person
group of professionals. Sorting out who would
staff the 50 or so different design projects IDEO
undertook each year was one of the worst
headaches. Kelley acknowledged that IDEO had
become unwieldy; he then introduced five lead-
ers, each charged with heading a new studio.
Each leader made a pitch to his or her colleagues
inviting them to “join my studio.” It was unlike
any reorganization we’ve ever seen. The people
affected were invited to choose the group they
wanted to join rather than being assigned. Kelley
reminded them of IDEQO’s guiding philosophy:
Enlightened trial and error outperforms the
planning of flawless intellects. In other words, he
encouraged the IDEO designers to see this new
structural arrangement as a changeable proto-
type, just like the products, services, and experi-
ences IDEO designs for clients. To reinforce this
message, Kelley hung hundreds of little
Experiment signs throughout the company
and—in a move that shocked all of us who knew
him—shaved off his trademark Groucho Marx
mustache for the meeting, explaining, “The
changes we are trying are just like shaving off
my mustache—they are temporary and
reversible experiments.”

Amazon.com also has a management philos-
ophy that emphasizes constant experimentation
and learning from results. As CEO Jeff Bezos
explained during a speech at the Stanford
Business School, people throughout Amazon
realize that their job is to “maximize invention
per unit of time” and “minimize the cost of
experiments with small teams.” These small
teams have few constraints, but all of them are

Treat Your Organization as a Prototype: The Essence of Evidence-Based Management

expected to track their experiments carefully.
Amazon uses “the Internet to collect hard facts
about what’s working and what's not,” not only
to make better decisions, but because “that pre-
vents in-fighting and also eradicates hierarchical
rank.”

Or take home shopping network QVC, which
is a bit smaller than Amazon but twice as prof-
itable, ranking third among US broadcasters in
revenue. QVC products are hawked live on TV
and are available for immediate purchase. They
include virtually everything, from recipe books
to jewelry to clothes and Dell computers. QVC
had more than 7 million customers in 2004,
with 93 percent of the company’s revenue com-
ing from repeat buyers. The company’s products
are selected for sale
through a process of con-

stant experimentation, ,4/]]0'[0/], oom
punctuated by evidence-

based reflection about als o has a manag e-
which things work and

ment philosophy

which don’t. While a prod-

uct is being sold on the air, that emp hasizes
producers are making .
minute-by-minute adjust- ~ COMstant experimen-

ments in camera angles,
lighting, and the host’s dia-
logue, persisting with
changes that seem to
increase sales and drop-
ping changes that seem to dampen sales. More
reflection and learning occurs at daily post-
mortems, where QVC employees watch videos
of advertisements to try and figure out why
some ads succeeded and others failed the day
before. For example, at one meeting described in
Business 2.0, they discussed the prior day’s least
successful product and whether it failed because
of a poor pitch by the TV host or because the
product itself was flawed. In this case, they
decided the product was the problem, and so it
was liquidated on the QVC website (which has,
by the way, grown to become the sixth-largest
US Internet retailer).

tation and learning
from results.

Work in progress

QVC'’s decisions are data-driven, but the compa-
ny acts on the best data producers can get, up to

the very moment of sale as they experiment with
camera angles and dialogue. One key implica-
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tion of treating an organization as an unfinished
prototype is that on many occasions, trying
something half-baked based on the best data you
can get and doing so quickly is better than try-
ing something polished, with every tiny detail
considered and analyzed at the cost of much
delay. After all, by the time you have completed
an in-depth study, the issue may have passed, all
the executives may have been fired for inaction,
and the company may be dead. An organization-
al change agent once complained to us that too
many academics forget that it is often better to
get a little evidence now than a massive amount
much later. He teased us, “You professors seem
to forget that, when you go to the doctor for a
blood test, they don’t drain your whole body
and look at every cell. A little sample is enough.”

He had a good point. A manager’s job is to
act on the best available evidence, and keep
updating. You will never have all the evidence. In
any field, whether airline safety, medicine, the
military, or a private company, conditions and
circumstances change and new knowledge is
acquired all the time. Leaders deal with uncer-
tainty—that’s what they have to do. Doctors pre-
scribe treatments and medicines not based on
perfect information or perfect knowledge but on
the best evidence available. That evidence—and
thus the best treatment—changes over time. In
much the same way, evidence-based manage-
ment means acting on what you know at a
moment in time, based on the best available data
you have, even as you try to create the condi-
tions for learning more. This means seeing the
truth as a moving target—in other words, seeing
both your organization and your knowledge
about how to manage it as unfinished but useful
prototypes. B
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