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FOREWORD THE REDESIGN IS UNDERWAY



By Ellen McGirt


As I think about the future of stakeholder capitalism, I feel a bit like the pig in the age-old business parable. In a bacon-and-egg breakfast, what’s the difference between the chicken and the pig? The chicken is involved but the pig is committed.


I’ll come back to this in a moment.


Now, let me be clear from the outset: If you read this book, you will have enough of an understanding of the history of modern economic drama to have a clear idea of why the business world is changing, and what that means for you. You’ll also have smart things to say to any Keynesians, Friedmanites, Fukuyama fans, market fundamentalists, Brexiteers, or any barbarians at any gates you might encounter. This alone is worth the price of admission.


But that’s not only what the world needs now, is it?


In this book, Alan Murray has accomplished the near impossible: to document, often in real time, the quest to redefine the guiding principles of business in the middle of numerous, deadly, and often intersecting crises.


It wasn’t simply a roiling pandemic that overtook the globe. It was the disparate outcomes that followed, revealing systems of entrenched, racist inequality—from access to food to health care, credit, education, digital tools, and beyond—and that the people now known as stakeholders increasingly refused to ignore.


It wasn’t just the murder of an unarmed Black man at the hands of the police. Instead, George Floyd’s death became a long overdue tipping point that spurred an unquenchable demand for equity and accountability, and that brought the conversation about race and justice to every living room and boardroom across the United States and in many places around the world.


All of this pushed a real but relatively slow-moving inquiry into the purpose of business into sudden overdrive, and very specifically to the doorsteps of the CEOs who were interviewed for this book and on the Leadership Next podcast, which I co-host with Alan.


To a person, these conversations were an equal mix of personal reflection and tactical resolve and revealed the truth of Alan’s central thesis that tomorrow’s capitalists are prepared to ask better questions, listen more deeply, and amend the shareholder playbook for good. “We need to show society who we are and what we believe in,” Cisco CEO Chuck Robbins told Alan and me on Leadership Next about how the company responded to George Floyd’s murder. “I think the world’s changed, and businesses are held accountable for these other issues now. Even our shareholders are asking us to get involved in a lot of these issues.”


If business now has a role to play in addressing pressing social issues, particularly those that they helped create, then CEOs must exercise latent muscles of empathy, courage, resilience, and grace to rethink how power unfolds in their organizations and understand who is not represented in important rooms—on their boards and leadership teams; in their high-potential pools, supplier networks, and customer bases; even their own LinkedIn feeds and birthday parties—and ask why. In the “why” is the work.


And that’s where things get tricky.


As I was writing this foreword, the Washington Post published a grim report card on the outcome of the $50 billion pledged by corporations for racial justice initiatives following Floyd’s murder. Their analysis “reveal[ed] the limits of their power to remedy structural problems.” In many cases, the pledges were a fraction of the capital they could have deployed. “Corporations are not set up to wield their power for the greater good as much as we give them credit for, a lot of times,” said Phillip Atiba Goff, a professor at Yale University and cofounder of the Center for Policing Equity. “They are constrained by things they feel they need to do to manage their brand in a world where Black liberation does not have consensus.”1


That’s a very polite way of saying this is all much harder than it looks. That said, know hope.


I established the race and inclusive leadership beat at Fortune in 2016 with a now award-winning newsletter called raceAhead. Back then, I used to joke that I was prepared for it to be a dull duty, reporting on diversity reports that never changed, interviewing the outliers who made it to the top of some corporate ladder, and reminding people not to be racist at Halloween. I never expected white supremacists marching in the streets, a racist immigrant ban, or the now permanent psychic scar of viewing so many Black bodies lost to police violence. I was also not expecting serious investments in corporate diversity, albeit in its early stages, and the number of big company CEOs who have made serious and credible efforts to take bold stands on social issues.


From two completely different perspectives, Alan and I have arrived at the same hopeful place, with one caveat.


Which brings me back to my breakfast joke.


There are many unanswered questions about the future of capitalism, all of which involve trusting the already powerful, who have little real incentive to share their power, with the heady task of inventing it. For it to be real, I think the people who have been on the wrong side of inequitable systems need to lead the way. Right? Handing the breakfast reins to the pig in the proverb is the only way to be sure that the one creature least likely to survive the exercise gets a shot at the redesign.


The redesign is now underway. Congratulations, capitalists of tomorrow, Alan has given you an enormous head start with this book. Now, it’s your job to pay it forward.




















PROLOGUE GOD AND MANNA



On December 3, 2016, the titans of business and commerce gathered in the house of God. One hundred corporate chieftains assembled early in the morning in the Sistine Chapel, before it opened to the public, for an hour of contemplation under Michelangelo’s magnificent Creation. Then they moved to the ornate Clementine Hall, where they met with Pope Francis to answer his call for business to respond to the needs of people and the planet. The Vatican Global Forum in Rome was convened by Fortune and Time magazines at the invitation of the Holy Father. I have been fortunate to witness many important moments in my career, but this was one of the most dramatic and, ultimately, most meaningful. In retrospect, I now know it marked a fundamental inflection point in the world of business. That inflection point, and the changes resulting from it, are the subject of this book.


The attendees at the two-day conference represented iconic companies: Ford, Dow Chemical, IBM, Johnson & Johnson, Allstate, Lenovo, Barclay’s, Royal Dutch Shell, TIAA, Baxter International, Walgreens Boots, Novartis, Siemens, Virgin Group, Deloitte, McKinsey, BCG, and others—the largest and most powerful companies in the world. Their mission was in its title: “The 21st Century Challenge: Forging a New Social Compact.” There was a growing sense among these CEOs that capitalism was under threat, that it wasn’t working as well as it could or should, and that they needed to do a better job demonstrating its value to society.


The impetus for this remarkable gathering was not just the clear needs in society that Pope Francis frequently cited. Going in, the CEOs recognized that public support for the capitalist system was waning. Brexit had just passed in the UK over the objections of nearly every business leader. Donald Trump had triumphed after a campaign attacking the globalization that these companies had driven. His opponent, Hillary Clinton, had nearly been defeated for the Democratic nomination by Bernie Sanders, who openly embraced democratic socialism. Polls showed that among young people, a majority did not favor capitalism. Clinton later told me she thought that declaring she was in favor of capitalism might have hurt her in the primary campaign.


Pope Francis himself was also a symbol of the rising discontent. His official pronouncements often had been distinctly skeptical of capitalism, informed in particular by the excesses in his native Latin America. Meanwhile, government effectiveness in addressing important social and environmental problems was clearly being hobbled in many Western countries, brought down by political polarization.


The CEOs felt they needed to change that trajectory. Self-preservation was part of what motivated them. They needed to step up and tackle important issues like climate change, inequality, and diversity and inclusion, or run the risk of losing their license to operate. Their presence that day also reflected fundamental changes in how businesses operate. This was a new generation of leaders charged with organizing a new generation of employees and exciting a new generation of customers and investors in a twenty-first-century economy whose underlying dynamics were profoundly different from those of the twentieth century.


I had spoken with these leaders on many occasions, and I knew how serious they were about making changes. They weren’t in Rome for the photo op. They had greater ambitions for how the corporate world, which is often seen as the problem, actually might become a bigger part of the solution.


Welcoming the gathering the day before their Vatican meeting in a Rome hotel ballroom, I put the context in frank terms. “I don’t think I have to convince anyone in this room that we are in a moment of crisis in global capitalism,” I said.


Dov Seidman, the author of How: Why How We Do Anything Means Everything and chairman of LRN, a corporate ethics compliance company, joined me on stage for a conversation on the need for CEOs to provide “moral leadership”—a topic that had seldom, if ever, been discussed at CEO confabs in the past. The global transparency brought on by social media was one of the factors driving the change. He related a cautionary tale involving the Minneapolis dentist who woke up one day and posted on Facebook about a trip he was planning to Zimbabwe to hunt a lion. He had a permit for the hunt, but within minutes of slaying a lion, he was engulfed in global outrage. People went on Yelp to try and drive him out of business with ugly reviews. In the span of a few days some four hundred thousand people went online to spew vitriol. The outrage extended to Delta for flying back trophy killings, which led to a ban on the practice that spread to other airlines.


“David Hume, the moral philosopher, says the moral imagination declines with distance,” Seidman told the assembled CEOs. “As a corollary, I think it would follow that as distance decreases, the moral imagination increases.… We are living in a no-distance world, where people are morally awakened and activated, are able to feel the plights and challenges and vanquishes and actions of people far away, viscerally and directly.” The result, he said, is a dramatically reshaped world, placing new demands on business leadership. And it was the obligation of today’s leaders—of those gathered in Rome—to be thoughtful and to formulate meaningful change for this morally awakened world.


The “crisis in capitalism,” which I had framed at the beginning of the meeting, arose from a complex collection of causes. It was not just a rebellion, especially among young people, against capitalism’s perceived evil byproducts. Nor was it simply the failure of government to do a better job regulating those evils. Rather it was the result of far-reaching changes in the world that were demanding a new social compact between business and society, and a new set of governing principles that went beyond pure profit and loss.


Over the years, speaking to many of these CEOs, I had often heard variations on the idea that profit need not be separated from purpose. Being socially responsible, prioritizing employee well-being, tending to community needs, encouraging diversity, and contributing positively to the environment were all actions that, in the long run, could also improve market share and lift long-term profits. But while these ideas weren’t new, the gathering forces had propelled them to the front of business conversation, with a force and a conviction I had not seen in my four decades as a journalist.


In working groups on the first day of the Rome conference, we grappled with what the private sector could do to address fundamental social issues, such as job creation, fair wages, environmental responsibility, access to education and health care, and financial inclusivity. The groups emerged with specific proposals on how business could help reach the billions of people in the world who lacked basic financial services; support the effort to fight climate change; expand training programs for those whose jobs were threatened by technological advances; and provide basic community health services to the half-billion people who had no access to care. These proposals were written up by Fortune editor in chief Clifton Leaf, and translated into Italian to be presented to Pope Francis.


On day two we entered the Vatican with hushed reverence and spent an hour in the Sistine Chapel. It was a humbling experience for a not so humble crowd. One of the CEOs came up to me, in front of The Last Judgment fresco on the far wall, to complain of the long wait for coffee in the small café beyond. “Look at this,” I said, pointing up.


Later, we were ushered into Clementine Hall, where the pope greets official guests. The location’s symbolism was inescapable, calling to mind groundbreaking convocations held over the centuries in this very place. We were all fully aware of the gravitas of the Vatican and its stake in the globe’s moral imperatives and public welfare. It was a solemn occasion.


As the president of Fortune and host, along with Time editor in chief Nancy Gibbs, I introduced the Holy Father, who rose to address a rapt audience. He spoke warmly to the gathering as we sat surrounded by stunning Renaissance frescoes.


He thanked us for the work we had done, while asking us to look beyond the concepts to the human dimensions. He could read the room as he cautioned, “Important as this is, what is required now is not a new social compact in the abstract, but concrete ideas and decisive action which will benefit all people and which will begin to respond to the pressing issues of our day.”


The pope set forth a mandate for what he called the “noble vocation” of business, asking the leaders to rise to the challenge of caring for the planet and increasing the equitable opportunity for prosperity. He, too, called on the CEOs to assert moral leadership.


His message urged the CEOs to be more than just maximizers of profit. They must step outside their comfort zones.


“This fundamental renewal,” he told us, “does not have to do simply with market economics, figures to be balanced, the development of raw materials, and improvements made to infrastructures. No, what we are speaking about is the common good of humanity, of the right of each person to share in the resources of this world and to have the same opportunities to realize his or her potential, a potential that is ultimately based on the dignity of the children of God, created in his image and likeness.


“I pray that you may involve in your efforts those whom you seek to help; give them a voice, listen to their stories, learn from their experiences, and understand their needs. See in them a brother and a sister, a son and a daughter, a mother and a father. Amid the challenges of our day, see the human face of those you earnestly seek to help.”1


Afterward, I sat under the magnificent frescoes and watched as each of the business leaders was invited up to personally greet the pope. As they turned away from their encounters, I saw the looks on their faces. Many of the Catholics in the group were in tears. Denise Morrison, then CEO of Campbell’s Food, gave the pope a new zucchetto (skullcap) to place upon his head and then returned to her seat. Even those who were not Catholic were visibly moved by their personal moment with the pope. By the time we left the Vatican, there was a sense of shared purpose. It was impossible not to be inspired by the vision, the collegiality, and the magnetic words of a man who believed it was all possible. But it was also impossible not to be impressed by the sincerity of those global CEOs, who were committing themselves to make business better.


In the subsequent weeks, as I talked about the event, I often got looks of disbelief and skepticism. I heard frequent criticism that it sounded more like moral posturing than real change. We live in a time suffused with narratives about the failures of capitalism, the greed of the one-percenters, and the blindness of corporations to public need. Exchanging blessings with the pope, some people told me, was just a way to try and hide the wounds.


But as someone who had spent more than four decades covering the relationship between business and society, I knew something different was afoot. The CEOs who went to Rome knew that as well. The status quo was changing, for a host of reasons. And the burden was on these CEOs to find a new and better path forward. They knew that things had to change—not just the kind of cosmetic fixes that typically generated so much cynicism, but real transformation.








[image: image]











I am not a particularly religious person, nor am I an ideological one. As a lifelong journalist (I started a one-page neighborhood newspaper when I was nine years old) I have always seen my role as explaining the world, not changing it. And I have always started my reporting journeys with a good dose of skepticism.


But throughout my career, like many journalists, I have enjoyed unusual, and often undeserved, access to people in power. In my first job, I started the business section for the Chattanooga Times, my hometown newspaper. Later, as Washington bureau chief for the Wall Street Journal in the 1990s, I covered the intersection of politics and business. For several years early in the new millennium, I co-hosted a television show on CNBC with Gloria Borger, where we frequently interviewed CEOs as well as government leaders. Afterward, Wall Street Journal managing editor Paul Steiger invited me to New York to start a new column for the paper, called simply “Business.” While there, I created the Wall Street Journal CEO Council, which gathered top business leaders to discuss issues of policy. And since joining Fortune in 2014, first as editor, then as president, and now as CEO, I have had many opportunities to talk with the world’s top business leaders in both public and private settings—for Fortune events, for our Leadership Next podcast, for the CEO Daily newsletter that I headline, and in other venues.


All of that has given me unique opportunities to talk with CEOs—hundreds of them—about how they were doing their jobs. And what was clear to me by the time we reached the Vatican in 2016 was that the way CEOs talked about their jobs and thought about their responsibilities had changed profoundly. They were all on a journey, driven by forces that they faced every day in their positions of enormous responsibility and consequence. And I was fortunate to be a passenger on those journeys. My conversations gave me a prime opportunity to travel along with them.


Looking back, I would pinpoint the first sign of this rethinking of corporate capitalism that I heard to a 2008 speech Bill Gates gave at the World Economic Forum at Davos—his last year as Microsoft CEO. The financial crisis and the Great Recession that followed had sown new doubts about free market economics. And the ramifications of that recession were being felt far and wide. Countless books have been written about that colossal market failure, and there is no need for me to revisit it in detail here. But in response, capitalism’s greatest victor, Bill Gates, was making the case for a new approach. He challenged businesses to be better and to have “a twin mission”: making profits and also improving lives for those who don’t fully benefit from market forces.


“The world is getting better,” he said, “but it’s not getting better fast enough, and it’s not getting better for everyone. The great advances in the world have often aggravated the inequities in the world. The least needy see the most improvement, and the most needy see the least.”2 He emphasized, “The genius of capitalism lies in its ability to make self-interest serve the wider interest.… But to harness this power so it benefits everyone, we need to refine the system. The challenge is to design a system where market incentives, including profits and recognition, drive the change. I like to call this new system ‘creative capitalism’—an approach where governments, businesses, and nonprofits work together to stretch the reach of market forces so that more people can make a profit, or gain recognition, doing work that eases the world’s inequities.”


That wasn’t the Bill Gates I had gotten to know back in the 1990s, when I was running the Washington bureau of the Wall Street Journal and he was desperately fighting the government’s antitrust case against his company. I had met him at a dinner on one of his very first visits to Washington, and even his body language made it clear that he had no interest in being there. In those days, he was all about protecting his company’s profits. The bigger problems of the political world were not his concern.


But I was struck by Gates’s words in Davos. Something new was going on. Something was changing.


In subsequent years, I heard others articulate variations on the same theme. Harvard Business School professor Michael Porter called it “shared value capitalism.”3 Whole Foods cofounder John Mackey described it as “conscious capitalism.”4 Salesforce CEO Marc Benioff spoke of “compassionate capitalism.”5 Hedge fund billionaire Paul Tudor Jones called it “JUST Capital.” Lynn Rothschild, who had married into the legendary banking family, called it “inclusive capitalism.” Increasingly, the leaders of business found it necessary to put adjectives before the economic system that had brought them their success. Capitalism needed a modifier.


Today, the results of that change have burst loudly onto the world business scene. Business leaders who not long ago hid under their desks rather than confront controversial social or political issues now routinely feel compelled to speak out on a broad array of tempestuous topics, from transgender access to public bathrooms to restricting food and water for people in voting lines. Companies that once led the charge against costly climate policies that could crimp their bottom lines now lead the way in adopting plans to reach “net zero” by 2050 or sooner. New corporate efforts to promote diversity, to encourage racial justice, to provide new opportunities to societies less fortunate, have become a daily deluge.


Conservative critics of this movement tend to view it as “virtue signaling.” The editorial page writers of the Wall Street Journal attack “woke CEOs” for kowtowing to the liberal mob. In the more left-leaning opinion pages of the New York Times, on the other hand, those same CEOs are often portrayed as craven opportunists, trying to distract from the damage corporations are doing elsewhere. The controversy over CEO activism, in particular, has reached a fevered pitch in the US, with companies weighing in on voting laws that have become ground zero for partisan warfare. Some CEOs who are opposed to corporate activism have called on their peers to take a deep breath, pull back, and think carefully before diving into the most polarizing political issues of the day.


But behind all that partisan noise are some more fundamental forces that cannot be ignored and will not be reversed. Business is inexorably changing. The purpose of this book is to explore and explain those forces, look at why they are happening, where they are heading, and what they mean for the future of business. It is an account of my own journalistic journey, attempting to understand things that I heard so clearly in the conversations with CEOs at the Vatican and since.


Clearly, we’re on a journey. I’m not trying to portray the business world as being suddenly converted to idealism. That would be ridiculous. Nor am I suggesting that we’ve entered a golden era of the end of greed or corporate misdeeds. This is not a fairy tale. But as a journalist I’m intrigued by the prospect of the first major change in corporate ideology since at least the 1970s. This book is a chance to explore one of the most profound questions of the day: What principles will shape the soul of tomorrow’s capitalist?















PART ONE
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THE BIG CHANGE


Milton Friedman, the Nobel Prize–winning economist, was not above introducing serious economic lessons into his children’s lives. In the late 1950s, when Jan and David Friedman were teenagers, the family was planning a long train journey across the country. Friedman presented them with a proposition. They could either have rooms with sleeping berths or they could travel in coach and receive the price difference in cash. The choice epitomized a couple of Friedman’s key libertarian principles—life was about freedom to choose, and you don’t get something for nothing. Both children chose to ride coach and presumedly the lesson was learned.


I received my own taste of Friedman’s economic pedagogy as a young reporter for the Wall Street Journal, when I would occasionally call him to get quotes for my economic stories. He always returned my phone calls, but he alone among my sources insisted on returning them “collect,” so that the charges were reversed to me. I was the one who wanted to speak to him, he figured, so I should pay.


By all accounts, Friedman was an affectionate parent, and a caring man. But when it came to matters of the economy, he had very clear views about how the world was supposed to operate. Born in Brooklyn in 1912 to Jewish immigrant parents, he grew up poor but always strived for the happiness inscribed on the Statue of Liberty. As his biographer Lanny Ebenstein wrote, “Friedman lived his life for a purpose, the utilitarian goal of producing the greatest good for the greatest number while being happiest oneself.”1


In his long career, Friedman advanced a variety of influential theories and was most known in the academic world for his analysis of monetary policy. But the one he became known for in the corporate world was his view on the importance of private companies pursuing their own profits without consideration for social goals. He popularized it in a 1970 New York Times essay whose headline summarized the main point: “A Friedman Doctrine—the Social Responsibility of Business Is to Increase Profits.”2 In it, he criticized those who spoke of business as having a “social conscience.” In particular, he claimed that the decision-makers in corporations didn’t have the right to “spend someone else’s money”—referring to stockholders—to address social problems. He quoted his own book Capitalism and Freedom, where he wrote that in a free society “there is one and only one social responsibility of business—to use its resources and engage in activities designed to increase its profits so long as it stays within the rules of the game, which is to say, engages in open and free competition without deception or fraud.”3


As a graduate student at the London School of Economics in the late 1970s, I had studied economic history and read the works of Adam Smith, who laid the foundation for Friedman’s view of a market economy. Smith wrote of an “invisible hand” that ensured the self-interested strivings of individuals combined for the greater good. “By pursuing his own interests, he frequently promotes that of the society more effectually than when he really intends to promote it,” Smith wrote. “I have never known much good done by those who affected to trade for the public good.”4


Friedman’s warnings—and Smith’s—about the consequences of companies pursuing social good particularly resonated in the 1970s, when the economy was stalling, and both inflation and unemployment were rising. There was widespread concern that in the decades following World War II, American corporate leadership had grown complacent, and wasn’t responding sufficiently to competition from abroad or doing enough to ensure profits for owners. Friedman railed against the shortsightedness of business leaders who gave speeches about social responsibility while failing to meet the competitive challenge. “This may gain them kudos in the short run,” he wrote. “But it helps to strengthen the already too prevalent view that the pursuit of profits is wicked and immoral and must be curbed and controlled by external forces. Once this view is adopted, the external forces that curb the market will not be the social consciences, however highly developed, of the pontificating executives; it will be the iron fist of Government bureaucrats.”5


Over the final years of the twentieth century, Friedman’s dictate found its way into corporate thinking as well as the political class. It helped pave the way for the rise of free market politicians like Margaret Thatcher in the UK and Ronald Reagan in the US, and the rise of corporate raiders and buyout firms that attacked companies with complacent and underperforming leadership. For the last quarter of the twentieth century, Friedman’s doctrine seemed to be the rule of the land. The business of business was business. Companies existed for the benefit of their shareholders. Society could take care of itself.


THE BEST SYSTEM IN THE WORLD


Like most Americans I grew up believing that capitalism was the best system in the world, and that socialism was a dangerous dead end. When I was in college, my father would clip articles out of Fortune magazine and send them to me, fearful I might be led astray by left-leaning professors (and never imagining I might one day run the company that produced his favorite magazine!). He once sent me a book called The Incredible Bread Machine, which put Smith’s invisible hand into simplistic, almost cartoonish language, to make sure I didn’t miss the point.


But the truth is, he need not have worried. Any remaining sympathy I, or others, might have had for alternative economic systems pretty much evaporated in the final decades of the twentieth century. Inflation and slow growth took their toll in the 1970s and early 1980s, and the need for a market-based revival became more than apparent. I had studied English literature as an undergraduate but decided that to understand what was happening in the world, I needed a grounding in economics, and enrolled in the master’s degree program at the London School of Economics. While in London, I watched Thatcher implement her tough-minded free market policies that first produced a recession, then a flowering of the British economy. Shortly after I came back to the US, Reagan was elected and began a similar exercise here, embracing tight monetary policy while pushing through sweeping deregulation and tax cuts. Around the world, countries with controlled economies began turning to more Friedmanesque policies to awaken their sclerotic economies.


And then, after the long and bitter Cold War that pitted capitalism against communism, the Berlin Wall fell in 1989, and the Soviet Union collapsed, revealing the economic rot that communism had caused. It soon appeared that Friedman, Thatcher, Reagan, and their faith in markets had conquered the world. Capitalism was triumphant.


I had the opportunity to visit Moscow shortly after the collapse of the Soviet regime and saw the gleaming new McDonald’s franchise constructed at Pushkin Square. The store had many cash registers, but at first the Russians kept lining up in the longest line of people because they had been conditioned to think that’s where the good stuff was. There was a joke at the time about a Russian seeing Lucas Cranach’s famous painting of the Garden of Eden and concluding Adam and Eve must be Russian, because they had no clothing, no shelter, only a single apple to eat between them, and yet someone had told them they were in paradise.


I traveled to Poland with a group of cabinet secretaries in the administration of George H. W. Bush (1989–1992) to meet with Leszek Balcerowicz, who was building the postcommunist policies for the Polish economy. One of the US cabinet secretaries asked him if he was considering a “third way” that blended capitalism and socialism. “There is no third way,” he responded without hesitation. “Capitalism has won.”


Political scientist Francis Fukuyama went even further, writing a popular book called The End of History and the Last Man, in which he argued, “What we may be witnessing is not just the end of the Cold War, or the passing of a particular period of postwar history, but the end of history as such: that is, the end point of mankind’s ideological evolution and the universalization of Western liberal democracy as the final form of human government.”6


To be sure, capitalism had earned its triumph. Countries that turned away from central planning and embraced market economics saw sizable economic gains as a result. The most remarkable example was China, which by embracing market reforms was beginning its long and successful ascent that would bring hundreds of millions of its citizens out of poverty. “The Washington Consensus,” a set of free market economic principles developed jointly by the International Monetary Fund, the World Bank, and the US Treasury, all based in Washington, became the bible for addressing economic crises around the globe. In February 1999, Time magazine enshrined the state of global economic thinking with a dramatic cover that anointed Federal Reserve Chairman Alan Greenspan, Treasury Secretary Robert Rubin, and his deputy Lawrence Summers as the “Committee to Save the World.”


Summers, who later that year succeeded Rubin as Treasury Secretary, was particularly a product of the times. Considered one of the brightest economic thinkers of his generation, he had grown up in a family of Keynesian economists. In an interview with author Daniel Yergin in 2001, he said that “in many ways, Milton Friedman was a devil figure in my youth.”7 But the experiences of the final years of the twentieth century had changed his view. “If you think about it, it cannot be an accident that it is the same 15-year period when communism fell, when command-and-control corporations like General Motors and IBM had to be drastically restructured, when planning industries through the developing world were closed down, and when the Japanese model of industrial policy proved to be a complete failure. There is something about this epoch in history that really puts a premium on incentives, on decentralization, on allowing small economic energy to bubble up rather than a more top-down, more directed approach.”


As for his views of Friedman, Summers said at the time, “I… ultimately have come to have an enormous respect for Friedman’s views on a wide range of questions.”8


In the corporate world, those last fifteen years of the twentieth century were also a period of upheaval, led by corporate raiders and private equity firms who attacked companies they viewed as having underperforming leadership. Their view was that many CEOs weren’t looking after the best interests of their owners—the shareholders—and needed to be displaced. One of the most famous early examples was the leveraged buyout of RJR Nabisco, led by Henry Kravis and his cousin George Roberts, and chronicled in Bryan Burrough and John Helyar’s classic book, Barbarians at the Gates. Frequently, the buyouts left the acquired companies with large loads of debt and forced widespread layoffs in the name of efficiency.


In response, corporate leaders began catering more to shareholders, striving to provide predictable increases in quarterly earnings so those shareholders wouldn’t be tempted to side with the raiders. GE CEO Jack Welch, who was dubbed “manager of the century” by Fortune, epitomized the trend. It was during this period that “shareholder primacy” became the rule. In 1997, the Business Roundtable, big business’s lobbying arm in Washington, even put it into writing. “The paramount duty of management and boards of directors is to the corporation’s stockholders,” it pronounced, adding that “the interests of other stakeholders are relevant as a derivative of their duty to stockholders.”9 As the century came to a close, Friedman’s rule had become the reigning corporate dictum.
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The twenty-first century got off to a rocky start. A wrenching stock market collapse in 2000 put an end to a decade of frenetic market activity, led by technology stocks. Some big companies like Enron and Worldcom succumbed to spectacular, and scandalous, collapse. And then the terror attacks of September 11 made it clear that, contrary to the Fukuyama thesis, history had not ended, and ideological combat continued in a particularly brutal manner. The faith in markets that characterized the last decade of the twentieth century suddenly seemed shaken.


It was the financial crisis of 2007–2008 that really rocked market fundamentalism to its core. It was a market failure on a grand scale, and countless players bought into the notion that fancy new securities based on shaky home mortgages could somehow be treated as risk-free as government securities. The resulting Wall Street bailouts fed the impression that capitalism was a rigged game that elites would win regardless of the outcome. Homeowners who had taken out loans they couldn’t afford to repay found themselves underwater, with houses valued at less than their debt. The crisis led to a recession, with widespread unemployment that was painfully slow to recover. Wages for the least-well-paid stagnated, even as profits recovered. Wealth for the fortunate who kept their savings in the market soared. Wealth for the unfortunate whose only asset was their house plummeted. Trust in business, and in all institutions, also plummeted.


And capitalism got a second look. People had experienced the painful effects of markets gone haywire. The invisible hand had developed serious arthritis. And as the economy recovered, everyone looked around and saw an enormous and widening gap between the very rich and the working poor, between the ample rewards going to the owners of capital and the stagnating wages being paid to labor, between the plight of the protected few and the vulnerable many.


The irony of the moment was that even as capitalism was being reconsidered in the US and Europe, it was scoring its greatest global triumph. China was soaring, largely from its embrace of market-based policies, and the result was the greatest reduction in poverty in the history of the world. World Bank statistics showed that during the years since the collapse of Communism, the rate of extreme poverty around the world had fallen at about one percentage point a year—from 36 percent in 1990 to 10 percent in 2015.


But within the prosperous countries of the US and Europe, those global gains seemed to come at the expense of low-wage workers, causing inequality to rise. In the US, for instance, Pew Research found that households classified as “middle income” saw only modest increases in income between 1970 and 2018, while upper-income households saw their income nearly double. The share of all income going to the middle-income group dropped from 62 percent to 43 percent, while their share of wealth dropped even faster.


The 2008 shakeup led to a cascade of events, including Brexit—a bold and potentially disastrous rejection of corporate and political common sense—and the advent of leaders like Donald Trump and Boris Johnson, who flouted centuries of conventional wisdom without replacing it with any stable alternative. And just as real was the backlash on the Left, personified in the United States by Bernie Sanders. Sanders launched two presidential campaigns that, while ultimately unsuccessful, harnessed the impressive energy and influence of the younger population and pulled the Democratic party in his direction. Corporations were viewed as bastions of privilege, with CEOs who were paid hundreds of times more than their average worker. A slow rage was building in the public.



THE CHANGING ARENA


The growing backlash against market fundamentalism, however, is only half the story. At the same time, technology was transforming the fundamental structure of business, in some profound ways. The corporation of the twenty-first century increasingly had little in common with that of the twentieth. And the economic rules that applied to it were dramatically changed.


When I was first approached about coming to Fortune in 2014, a friend whom I admired advised me not to do it. “Why?” I asked. “Because Fortune is the magazine of big companies, the Fortune 500. And all the excitement in the economy today is in smaller tech companies.”


I sort of understood his point. The top ten on the Fortune 500 in 2013 included four energy companies—Exxon, Chevron, Phillips, and Valero; two car companies—General Motors and Ford; Berkshire Hathaway, which earned much of its money from railroads; and General Electric. These were twentieth-century goliaths, the champions of a previous era of business. The only tech company on the top ten list was Apple.


But what that missed was the dynamism driving change in business. By the end of the decade, Amazon and Alphabet had rocketed into the top ten, along with a quartet of health care firms, while the oil and auto companies had fallen out (save Exxon, still hanging on at number ten).


In his book Prosperity, the author Colin Mayer cites a single statistic that captures the sweeping nature of these business changes. He looks at the assets on the balance sheets of the five hundred largest corporations in 1970 and again in 2018, and what he finds is striking. “Forty years ago, 80 per cent of the market value of US corporations was attributable to tangible assets—plant, machinery, and buildings—as against intangibles—licenses, patents, and research and development. Today, intangibles account for 85 per cent of the market value of US corporations.”10


That shift has changed the power dynamics of business. In the twentieth century, power rested with those who controlled physical capital—land, plants and equipment, railroads, inventory, oil in the ground—as well as the financial capital needed to maintain those physical assets. But in the twenty-first, that power had shifted to companies that were relatively light on physical capital, and built their businesses on intellectual capital and brands, or on talented people and trust. Human capital and social capital had become the fundamental sources of value.


Other profound changes in how businesses operate have accompanied that. Because they require relatively little physical capital, modern businesses scale rapidly, expand their customers almost infinitely, and disrupt legacy competitors quickly. As a result, the pace of business competition and disruption has accelerated. A quarter century ago, if you asked the head of an investment bank or a retail giant or a media company who its main competitor was, they would quickly point to another company in the same industry. But ask the question today, and the answer is far less clear. It could be Amazon, which is making inroads in multiple industries; or a startup that is challenging the industry’s entire business model; or even a new technology, like artificial intelligence or the blockchain, which promises to reshape the entire industrial landscape. Disruption has become a constant in business.


Information flows also have changed. A half century ago, corporations were set up as information hierarchies. The people in the field all reported information up to the C-suite, where the leaders would take that information, analyze it, formulate a strategy, and then send orders back down the hierarchy.


Today, information flows in all directions at once. Information no longer moves vertically; it moves omnidirectionally. And if you wait for the folks at the top to take it and analyze it, you’ve probably waited too long. So, decision-making has to be pushed to the edges to allow big companies to move faster, adjust quicker, and stave off disruption.


All of those changes have led to a very different challenge for the people at the top. The CEO’s job today is less about telling people what to do, and more about representing the corporate vision and values, setting a North Star, and providing motivation and necessary guardrails. The main challenge of the modern leader is less about husbanding physical and financial resources, and more about attracting the very best talent and giving that talent an environment that ensures they provide their best work efforts.


And they must do all of this in a fishbowl. With social media abundant, the world is watching with an intensity unheard of in the twentieth century. Social media has enhanced transparency and made leaders more accountable for their performance, including their impact on society.


The business changes also are fueled by a generational shift. When I served as president of the Pew Research Center in the early years of the new millennium, we did research showing that the younger generation is indeed different—perhaps not in their desire for meaning, but in how they fulfill it. Millennials are slower to marry, less likely to belong to organized religion, less inclined to join civic clubs, than previous generations. That leaves the employer as their main formal connection to society. They want meaning and purpose in their work, placing new pressure on the workplace to be more than a faceless bureaucracy tallying profit and loss.


When Ellen McGirt and I interviewed Colin Mayer for our podcast Leadership Next, he spoke about the many ways the old rules no longer apply. “We need to think about how do we move forward from the model of the company and our capitalist system, which emerged in particular from the middle of the twentieth century with a focus on profits and shareholder returns, to a recognition that our capitalist system is more than that,” he said.11 “It is something that could really contribute to addressing the problems that we face as individuals and societies, and business can play a critical role in that, in a form that is not only beneficial for our societies and us as individuals, but beneficial for companies.”


DREAM BIG


The idea that businesses should have a social purpose beyond making a profit is hardly a new one. It’s been a strain of business thinking from the beginning. But in the last decade, what became clear to me was that the frequency and the intensity with which business leaders talked about purpose were increasing. More of them were putting it front and center. A growing group of CEOs felt the need to focus more consciously on their contributions to society.


John Mackey was an early example of this trend. He founded Whole Foods in 1980 with what then would have been considered peculiar ideas at its core. It wasn’t just his advocacy of organic foods. Though a libertarian and strong advocate for free markets, Mackey felt business had to do a better job serving society. Whole Foods set strong standards for animal treatment, capped executive salaries relative to worker pay, and started the movement for what Mackey called “conscious capitalism”—a new ethical framework for business.


I’ve interviewed him several times over the last two decades. In our most recent interview, I asked him to spell it out: “What is conscious capitalism, and why the heck did you start talking about it?”12


“Real simple. I’ll give you the elevator pitch for conscious capitalism,” he replied. “It’s not socialism, it’s capitalism, but it’s done in a more conscious way, and we recognize four major pillars in conscious capitalism. The first pillar is that every business, every organization has the potential for a higher purpose besides just maximizing profits. Number two, all the stakeholders matter, not just the investors. Customers, employees, suppliers, communities, investors, and business needs to create value consciously for all of them. Third, we need a different kind of leadership in the world. We need more conscious leadership. Leadership that’s less about enhancing its own power and wealth. In leadership, it’s about serving the organization and serving all the stakeholders. And fourth, we need to create cultures where human beings flourish, where people really like coming to work and being at work helps them grow to their highest potential as human beings.”


Mackey reflected on the seminal moment that changed his view of capitalism—a flood in 1981 that wiped out his company. “That’s when I discovered stakeholders, because hope shouldn’t die,” he said. “We had a near death experience, and I didn’t have the language back then, but our stakeholders saved us. Our customers and neighbors came up and cleaned up our store and everybody pitched in and gave us money.” Mackey’s bank initially turned him down for a loan, but the decision was reversed. He later found out that his banker had personally guaranteed the loan, knowing Mackey would pay it back. “I got that sense of stakeholders very early on,” he said. “And then I wanted to get the Conscious Capitalism Movement going because I really feel like business is misunderstood in the world. It’s seen as a bunch of selfish, greedy bastards that are just in it to make as much money as possible.”


Mackey doesn’t believe that’s true of most businesspeople and companies. And he set out to show the world that there’s more to business than “a bunch of selfish, greedy bastards.”


Mackey was early in this journey, and his words sounded discordant to many CEOs weaned on Friedman. But as I listened to leaders in the wake of the Great Recession, I heard more and more of them sound similar views. Tech CEOs, at the center of the battle for talent, for instance, were early to recognize the importance of articulating purpose for their employees.


In November 2015, I had the rare opportunity to interview Google founder Larry Page on stage at the Fortune Global Forum in San Francisco, before an audience of a couple hundred CEOs. Throughout his career, Page had largely avoided public interviews. But at that time, he had just created his new umbrella company, Alphabet, and was ready to talk about it. He was in a buoyant mood, and unlike most of the CEOs I have interviewed, he came with few prepared talking points.


What was most striking about the interview was Page’s clear disdain for his fellow business leaders. In coming up with the plan to form Alphabet, I asked, was “there any company out there that you look at and say, ‘That’s kind of what we want to be’?”


Page thought for a moment, saying, “Mmmm,” and then answered, “No.”


“Companies have pretty bad reputations in the world,” he said. “It’s not like most people get up and say, ‘Hey, I wish I could go work for a company.’ I mean, they do it because they have to.”


Alphabet’s goal was to be different, to take on big problems. “We have to be more ambitious, we have to do things that matter to people, we’ve got to do less things that are zero-sum games, and more things that cause a lot of benefit.” In short, companies needed a higher purpose. Whether Google has achieved that goal is open to debate, but the mindset of its founders clearly reflected a generational change.


The Vatican meeting came just one year after the San Francisco event where Page spoke, and in the weeks that followed it, many of the CEOs who had attended urged Fortune to keep that important conversation going. We agreed to create the Fortune CEO Initiative, as a venue for sharing ideas and best practices among companies striving to improve their social impact.


Salesforce CEO Marc Benioff was one of the first to step up, offering to support the Initiative as founding sponsor. Speaking at our meeting in 2019, he explained how he came to be viewed as one of the first “activist CEOs.”


“I didn’t become all of a sudden this activist CEO. I got kind of pushed by my employees,” he said. “I think they just realize they have a choice where they work. They want to be in a business that is about purpose. They want to make sure the company they are in is actually committed to improving the state of the world. What is going to happen is that you have these very young people getting involved with next-generation technologies, and they are going to use it to create this [new] industrial revolution, which is actually about saving the planet.”


Apple CEO Tim Cook, speaking to my colleague Adam Lashinsky at a CEO event in San Francisco in 2018, put it this way: “For Apple, we have always been about changing the world. It became clear to me a number of years ago that you don’t do that by staying quiet on things that matter. And so, for us, that’s been the driving issue.… I don’t think business should only deal in commercial things. I think that’s a fallacy. Business to me is a collection of people. If people should have values… then companies should have values, because it’s just a collection of people.”


And it wasn’t just technology leaders who were focusing on values and purpose. JPMorgan CEO Jamie Dimon came to the CEO Initiative’s 2017 meeting and had this to say in an interview with Fortune editor in chief Clifton Leaf about his bank’s effort to rescue the failing city of Detroit, which included a $100 million investment (later extended to $200 million): “I have never had this conflict between shareholders and corporate social responsibility. I look at business very personally. If I have a store in a town, you participate in the neighborhood, you help the homeless, you might help the local church or synagogue, a Little League team, might give some summer jobs, that’s what you do. That is called humanity. I’ve never been conflicted on that.”


FROM TYRANNY TO OPPORTUNITY


All these conversations reinforced my conviction that the world of business had changed, and in some important ways. A conversation I had with Bill McDermott, the CEO of software company ServiceNow, helped me focus on how dramatic that change really had been. I had first met McDermott a decade earlier, when he was the newly minted CEO of SAP, the German software company. The occasion was the World Business Forum, a massive event held at Radio City Music Hall for aspiring executives from multiple companies. McDermott was getting ready to speak. I was there to interview Jack Welch, the former CEO of General Electric, still considered a legend and a role model for the up-and-coming business leader.


So, when McDermott and I met again in mid-2020, we began to talk about Welch, who had died earlier that year at age eighty-four. “Jack Welch at the end of the twentieth century, he was it when it came to leadership,” I said.13 “His book [Jack: Straight from the Gut14] sold like crazy, he developed a whole generation of CEOs who went on to lead Boeing, Home Depot, 3M, et cetera. He was a phenomenally successful businessman who increased shareholder value at GE a hundredfold. But there is a sense that the rules of the game have changed pretty dramatically since he left the stage. I wonder if you could talk about that.”


McDermott, who remembered with pleasure our conversation backstage with Welch and his wife Susie, said, “Jack was an incredible force of nature and figured you had to be number one and two in any business and held people highly accountable, and if you didn’t perform, you didn’t last long. I think that is absolutely a leadership style that proved to be highly successful for him. But I do think the rules of the game have changed so much. There’s a bigger war for talent now than I believe there ever has been. I believe you have to create cultures that have an enormous focus on purpose, and you have to create environments where people feel inspired to come to work.”


The good news, according to McDermott, is that “the pendulum has really swung more towards a leader being absolutely in service to the employees and absolutely finding new ways to inspire them, new ways to innovate, new ways to bring out the best in them, and the accountability is actually in unleashing the entrepreneurial spirit itself versus managing things hard line. So, there’s a soft touch that you need today that’s pretty unique.”


None of this, of course, means that big businesses have become paragons of virtue, or that the rules of human nature have been repealed. Greed-driven misbehavior always has been and always will be part of the business landscape. Many, if not most, of the companies mentioned in this book have been involved in activities that cast shadows over their more altruistic efforts.


JPMorgan was home to the London Whale scandal, where a single trader accumulated outsized positions in credit default swaps that led to a $6 billion loss and called into question the bank’s risk management systems. Google, despite its initial “Don’t Be Evil” motto, has been dogged by accusations that its business has been built on its misappropriation of other people’s work, and that its search engine favors its own services over outside competitors. Apple, like many of its tech brethren, manipulates global rules to pay an unconscionably low rate of tax on its activities. Facebook is currently embroiled in a debate about whether its business model deliberately encourages toxic speech and misinformation. Like the people who work at them, these companies are complex organizations, capable of doing bad as well as good.


But something clearly has changed. The demands that companies deliver for society as well as for shareholders—from employees, from customers, from investors, and from society at large—have intensified. The incentives to behave in ways that benefit the broader needs of people and the planet have become more woven into the very structure of business. And the consequences for taking a narrow, Friedmanesque view of corporate responsibility have been dramatically heightened. Business is evolving, not in a straight or unbroken line, and perhaps not as fast as many would like, but in a clearly discernible direction.
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