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For Jen, without whom there would be nothing


Always remember that you are absolutely unique. Just like everyone else.


Often attributed to Margaret mead


You must learn from the mistakes of others—you will never live long enough to make them all yourself.


Human Engineering, by Harry Myers and Mason M. Roberts, 1932




Preface


When I think about the change in the economy, the change that has shifted the United States and most of the rest of the world from one sort of economic system to an entirely different one, I think about my dad and my grandfather and how hard it was for them to understand each other.


My father’s father, Stanley, was born in 1917 and died a century later, still a tall, proud man with a thick head of hair that was naturally black until his last decade. Stanley looked to me like Superman: strong chin, chest pushed forward, posture erect. He didn’t have time for frivolity. He was a serious man who did serious work. With his young grandchildren, he had a routine: a firm handshake followed by a gift of a twenty-dollar bill and some vague homily about doing good work, after which we were dismissed. I cannot remember ever speaking to him when I was young; I only recall smiling, shaking hands, and rushing off. When I became an adult and, to his surprise and mine, a reporter covering economics, I was able to talk with him about the one topic he truly loved: business.


My dad (also named Stanley, though he has always gone by his middle name, Jack) could not be more different. He is an actor who, for as long as I can remember, has told me that the most wonderful part of his profession is that you remain childlike your entire life. As I write this, my dad is eighty-three and has maintained an imaginative, exuberant view of the world. He is riveted by children and loves to hear every word my young son says, after which he calls out, “Did you hear that? He made up an amazing story!” My dad has always been fascinated by pretty much everything—science, the news, art, history, sports. There is only one subject he has always found unbearably boring, perhaps a bit evil, and entirely unworthy of discussion: business.


In a sense, this book is a reconciliation of the conflict between these two Stanleys, these two men who lived in the same country at the same time but might as well have been on entirely different planets. For most of the twentieth century, the overwhelming majority of men and women were forced to make a choice when it came to work: follow the money or follow their passion; become like my grandfather or become like my dad. But now, more than ever before, business and art, profit and passion, are linked. They have come together in a way that would have made no sense to either of the Stanleys in the past.


To illuminate the transition I describe and celebrate in this book, let me tell you more about my grandfather, since he is a pretty representative stand-in for the entire twentieth-century economy. Stanley Jacob Davidson, Sr., was born in New England to young parents who were cut off from their own families. His father was a Jewish immigrant whose parents had disowned him—even practiced mourning rituals as if he had died—when he impregnated and then married a Christian dance-hall girl. The dance-hall girl was, herself, alienated from her family—a rough clan barely eking out a living in a remote corner of Maine. The new broke and broken family in Worcester, Massachusetts, faced unending crises, culminating in Stanley’s father’s death of tuberculosis when my grandfather was only five. His mother, overwhelmed, put Stanley and his brother in an orphanage for much of a year before taking them out again with the provision that, even as grade schoolers, they would need to work and bring money to the family. Decades later, Stanley was still prouder of his childhood business (he bought hens, built an incubator, and sold eggs to neighbors) than of anything else he would go on to accomplish in his life.


Before he was twenty, while the Great Depression was ravaging the country’s economy, Stanley was married with a young son (my dad), soon to be followed by three more children. He was lucky to get a factory job that paid sixteen dollars a week. The factory made external grinders: large machines that spin two parallel cylinders of metal, coated with an abrasive, sandpaper-like surface. The cylinders could grind a metal cube into a perfectly smooth sphere in seconds. This is how ball bearings are made. It was brutal, dangerous work. This was the era of big men in blue overalls working in hot factories dodging sparks, their bodies covered in a mix of sweat and grease. For those who worked alongside Stanley, the tiny particles of metal dust made coughing and sneezing a sharp, painful, often bloody agony.


But overall, the ball bearing business was good for Stanley, especially with the start of World War II. “You can’t fight a war without ball bearings,” Stanley used to say. And it’s true. Every moving piece on every war machine—the tires, the guns, the gun turrets, the tank treads, the tank rifles—moves because it has ball bearings at its joints. Stanley worked two shifts a day, often six days a week.


The postwar economic boom was even better for the ball bearing business and for Stanley. America had a lot of building to do—the interstate highway system; suburbs filled with houses, roads, and sewers; cities that grew much bigger; factories getting larger and more efficient—and every bit of building required ball bearings. They were in the wheels and gears of tractors and cranes and the machinery inside the factories and in the elevators and escalators in those tall buildings.


Stanley worked hard and was promoted, again and again, and eventually ran the factory. He was smart and good at strategic thinking. But his core management ability was that he was tough. He saw a factory floor as a machine and each man (it was almost entirely men) as a cog in that machinery. They could be annoying cogs, always complaining about this or that, but a strong manager knew how to shut their complaining down and get them back to work.


Did Stanley love ball bearings? Did he have a particular passion about them? No, he most certainly did not. He got the job because his father-in-law knew a guy, and he stayed in the job because that’s what you did when you had a job: you stayed and tried to get promoted. He retired after fifty-four years, having worked at the same company his entire adult life.


Every moment of his life reinforced the same lesson: hard work is how people take care of their loved ones, how countries stay free, how life improves for everybody. Stop working, even for a moment, and everything will fall apart. He worked. His wife took care of the kids. And those kids barely knew the man who was rarely at home and, when there, was often angry and impatient. My dad says he had no idea what Stanley did for a living, only that whatever it was seemed awful.


From an early age, my dad had passions. He loved telling stories; he loved making people laugh; he loved daydreaming about a life much more fun and expansive than the grim, plodding one of his father. In the Worcester of the 1940s, a boy like Jack—a bright but indifferent student who cracked jokes and hung out with friends instead of working—could be assessed only one way: he was trouble. He would either be tamed or become a lifelong loser: broke, drunk, maybe in prison. My father internalized this view. He drank and smoked and got into fights and was suspended a dozen times before the principal expelled him. When Stanley learned of the expulsion, he told my dad that he could no longer live at home. He washed his hands of him.


My dad was on his own, working at a shoe factory, at sixteen. It was miserably boring work, nailing heels onto shoes one after the other, all day long. He can remember saying to himself, “My life is over. Already.” His father, it seemed, had been right. Men who follow their passions go nowhere. My dad certainly couldn’t think of any grown man he had met who had successfully built a life of fun and personal expression. That was for wealthy people and drunks.


Over the next several years, my dad had a series of unlikely experiences that led to precisely the life he wanted. He joined the marines, thinking it would transform him into the man his father wanted him to be. After his discharge, he managed to get into the University of Massachusetts at Amherst. He didn’t do well and was about to flunk out when a friend asked for a favor. The friend was putting on a play in the school’s theater department, and one of the actors had pulled out at the last minute. Could Jack, please, fill in? It was an easy role: my dad just needed to act like he was drunk and lurch across the stage. His first step in front of the curtain drew a huge laugh from the audience, and that was that. My dad had found his life’s work. He would be an actor. He had never met a professional actor. He had never seen a play. But he transferred to Boston University and entered the theater school.


For Stanley, the announcement of this career was absurd, enraging. Why not be a butterfly chaser or a unicorn rider? An actor? You’re going to pretend that you are someone else for a living? You’re going to play dress-up as a job? That is not what a man does. A man works, for money, and then uses that money to pay for a home for his wife and children. Who ever told you work was supposed to be fun? Who is going to pay you? Actors make no money. They don’t get regular paychecks. They are not men.


My dad nonetheless pursued his dream and has been a working actor for almost sixty years. We were never rich, and there were some worrisome months here and there, but for the most part, he made enough of a living to raise two children in New York City. We understood—because he told us all the time—that he had made a conscious choice to pursue his passion, his dream, instead of pursuing money. And he would say he did that to be a good father, to be a model for his children, to show them that they, too, could pursue their passions and their dreams, even if they were never going to get rich or, at times, maintain financial stability at all.


We lived in Westbeth Artists Housing, a building in the Greenwich Village neighborhood of New York City. It was created in 1970, the year of my birth, by a group of philanthropists and the federal government to offer subsidized housing for artists. It’s still there—my dad lives in the same apartment I grew up in—and houses about one thousand people: painters and dancers and poets and musicians and actors, other artists and their families who pay rent far below the market rate. It is a special place, a community of people doing, roughly, the very opposite of what Stanley believed was right.


When I began my adult life in the 1990s, I believed the stories the two Stanleys told. I believed that I had a choice to make: money or passion, financial comfort or fulfillment. It made sense. That was the economic reality of the previous hundred years and a message I had received over and over. I wanted to be a playwright, but I also wanted more financial stability than that life could offer. So I took what felt like a middle-ground job: I became a journalist. I could write and learn, travel and explore. But I could also get a paycheck and have a retirement account and all those sensible things. Growing up in artists’ housing in the 1970s, I had heard from grown-ups that everything is worthy of exploration—sex and drugs and personal expression. There was only one area of inquiry to be avoided: money. Money was the opposite of art, the opposite of passion. So I rebelled in, perhaps, the only way I could. I became an economics reporter, covering business, finance, markets, and other forbidden topics.


As I learned how the economy works, I came to understand the world of my Stanleys with even more rigor. There is a clear economic logic to the twentieth-century triumph of ball bearings over acting. Ball bearings are a fundamental product, necessary for almost all other economic activity. They don’t require passion or invention. A ball bearing in 1999 had the same essential function as a ball bearing in 1919. The difference was that companies had gotten better at making more of them more quickly and cheaply and reliably. That was the heart of my grandfather’s career: removing inefficiencies so that the same thing could be made more cheaply and overseeing research and development so that the products became ever so slightly better each year. That was, in fact, the heart of the twentieth-century economy. Economists call it production-side growth, which means that most companies, most of the time, made their profit by cutting the cost of production.


This efficiency extended to the ways our economic goods spread around the country and the world. At the beginning of the twentieth century, most markets were local; most people bought things made nearby. But with the expansion of rail and then the highway system and then commercial air travel and the hyperefficiency of containerized shipping, markets became national and, eventually, global. Increasing trade across state and then national boundaries meant that one ball bearing maker could sell ball bearings all over the world and would have to compete with other ball bearing makers all over the world, so everybody worked even harder to become even more efficient at making the same thing more quickly and cheaply. If a worker proved an ability to do this routine work and to spot inefficiencies and get rid of them, that worker would make a better living. That’s what my grandfather did. The widget economy excluded people like my dad. A factory can’t be efficient if each worker is pursuing a distinct passionate view of how best to work. The economic logic fed our culture and our educational system. People who followed the rules and accommodated the needs of a large organization thrived; those who didn’t, failed.


Of course, there have always been passionate outsiders like my dad. A few of them did remarkably well. Bob Dylan, Diana Ross, Marlon Brando, and Joan Rivers, for instance, were able to pursue their own passions, be unrelentingly themselves, and still thrive economically. But, tellingly, they succeeded through a very widgetized distribution system. The music and television industries had a lot in common with ball bearings. They transformed creative work into mass production, distributing the work to as many people as possible at the lowest production cost.


Most creative, passion-fueled people lived lives roughly equivalent to my dad’s. He spent most of his career on the stage, performing roles in relatively small theaters off-Broadway or at various regional stage companies around the country. It is a rough way to make a living, traveling from job to job, going to auditions, getting rejected, hoping a casting person says yes. Even when you get work, it doesn’t pay a lot. Live theater isn’t scalable in the way that a television show is. Performing on a stage in front of real people is intimate, personal, and, at its best, incredibly passionate. But it can reach only those physically present. (His income was sporadic, although there were enough big paydays from movies, commercials, and the occasional Broadway show or guest spot on a television program that, as I said earlier, we never suffered. Still, he was an exception. Few of the actors he started with are acting today. When he went to the fifty-year reunion for the Boston University School of Theatre class of 1963, he learned he was the only graduate there still making his living from acting.)


My father and his father had an uneasy relationship for most of my life. Each man looked at the other with pity and disappointment, and they rarely spoke or spent time together. I became a bit of a translator. I understood both worlds—business and art, responsibility and passion—well enough that I could talk with both men and feel proud of both of them, even if they had succeeded in such radically different ways. But they never really understood each other. How could they?


Now the era of the warring Stanleys is over. That is what this book is about. Our economy can no longer be described with the simple binary of the twentieth century, where on one side is money, stability, and routinization and on the other is passion, personal expression, and financial uncertainty. The two Stanleys are now one. To succeed financially we must embrace our unique passions. We have to pay close attention to those interests and abilities that make each of us different. Becoming diligent about doing the same thing in the same way as others is the surest path to financial mediocrity or even ruin. That does not mean that this is now the era of my dad, where self-expression is sufficient for a successful career. We need a fair bit of my grandfather’s business sense, too. Simply pursuing one’s passion is not enough. We must pay close attention to the marketplace, seeking out novel ways to match our particular set of passions with those people who most value them. At the core of this book are stories of people who have figured this out and have been able to model an entirely new way of living, one that combines the financial goal of my grandfather’s work with the personal passion and joy of my dad’s.


The widget economy that gave my grandfather so much became too widgetized—it scaled up so much that it left most of the workers behind. Walk into a factory, any factory, today and you won’t see a bunch of men like Stanley, wearing blue overalls, covered in grease, going home exhausted but proud of a day’s work. Instead, you’ll see machines—big, clean, white machines. There are only a handful of people. Those people don’t lift things or bend metal. They wear clean white coats and are specially trained to program the computers that tell the machines what to do. Manufacturing in America never died. America makes more stuff worth more money than ever before. But American manufacturing employment disappeared, almost entirely, and the widget-type jobs that replaced it are worse. They are low-paying retail jobs that offer little chance for advancement. The Stanley of today, a young man with a growing family and no college degree, would have little hope of retiring—as the actual Stanley did—with three nice homes, a few million dollars in the bank, and the pride of a successful career. The world that gave my grandfather, Stanley, so much opportunity was destroyed by two forces: technology and trade. Computers and the machines they run are much better at performing routine tasks than humans are. Today, robots make the robots that make ball bearings. At the same time, increasing global trade means that those tasks that do require human labor are increasingly often performed in low-wage countries. This is not a one-time transition. Countless hundreds of thousands of consultants, engineers, and business strategists are constantly studying technology and global markets to figure out how to make more things with fewer people.


This is not all bad news. The same forces—technology and trade—that destroyed the widget economy have given birth to what I call the Passion Economy. The Internet allows people who want to sell a unique product or service to find customers all over the world. Automation makes it possible for people to manufacture their unique products without needing to build a factory first. Advances in trade mean that those unique products can be delivered to the people who most value them, wherever they happen to be.


This book lays out the economics of how this change happened and how you can take advantage of it. I have always found abstraction hard to follow, hard to apply to my own life, so this book is made up chiefly of stories, stories about regular folks who aren’t geniuses and who weren’t born to wealthy, connected families. I find it most helpful to learn from people whose stories are relatable, people who overcame familiar struggles by applying simple, accessible lessons. Many of the people in this book took a long, rough journey to reach their success, and every one of them hopes that their story can make your journey less challenging. They want you, like them, to unlock your secret passion and turn it into a thriving business and a good life.


So here we go: on to the Passion Economy. For me, this book is the culmination of years of research, during which I have been shadowing entrepreneurs. I have spent many hours discussing theories with professors, reading academic journal articles, calling skeptics, arguing through fine points.


So many people in the media, politics, and the general public seem convinced that the American Dream has collapsed, that our economy will work only for the very few and the rest are screwed.


Well, I disagree. You’re not screwed. Yes, there are new challenges, but virtually everyone can have a richer life, in every sense of the word. Perhaps most radically of all, I believe that this better life is not all that hard to achieve. It’s within reach for tens of millions of Americans who, right now, are very nervous about their economic future. Thriving won’t require an Ivy League degree or any inherent genius. On the contrary, with a handful of easy-to-learn rules, a shift of perspective, and a bit of hard work, a meaningful marriage of passion and business can be forged, and far more people can do a whole lot better.




Chapter 1


A Shoe Salesman’s Son at MIT


The son of a brilliant failed entrepreneur learns that anybody who follows a few simple rules can thrive in our new economy


The central building of MIT’s Sloan School of Management is designed to send the powerful signal that it is a place where people look to the future. It is all curved, with steel and glass, with a massive, multistory atrium, marble walls, and a clean, modern look that suggests that it is a temple for the efficient exploration of new technology. I had gone to MIT to meet with Scott Stern, whose official title is “professor, technological innovation, entrepreneurship, and strategic management.”


I had come across Scott while researching a hunch. At NPR’s Planet Money and then at The New York Times Magazine, my job was to report about the economy. During the financial crisis and the years immediately after, much of my work was, frankly, quite depressing. I kept interviewing people whose lives had been devastated, their homes repossessed, their credit shot. I reported on entire industries that had collapsed. Now and then, though, I came across someone who was thriving. Taken together, these were people who didn’t stand out as brilliant or credentialed or well connected. These were regular folks—an accountant in South Carolina, some Amish guys in Ohio, a lesbian couple in Brooklyn, a fellow making brushes on Long Island—who had somehow figured out that the very forces that were wreaking havoc around them also brought new opportunities. Each of them had looked at a traditional and struggling industry and invented a new way of succeeding in it. These were not billionaires or people featured on the covers of magazines or individuals who had become household names, but they were all earning a good living, building wealth, and providing a better life for their families than they had once thought possible.


I read pretty much every business book that becomes well known, and one thing about them has always struck me. Countless books explain how to be the CEO of a massive corporation or how to create a Silicon Valley start-up that will make you unimaginably rich. There are so many books that recount how once-in-a-generation geniuses made their fortune. But there are so few books about the kinds of folks I was discovering, those who looked at a terrifying economy and found a clear path to stability and wealth when, all around them, their peers were anxious. I collected these people; I published stories about some and kept details about others in a file on my computer. Eventually, I had found so many of these folks that I became convinced that this was a widely known trend, and I was the last to learn of it. But as I called around to business school professors and small business associations and thumbed through every book and searched every website I thought could be useful, I found that there didn’t seem to be anybody looking at them.


That is, until I discovered Scott Stern. I was making my hundredth (or was it thousandth?) call to a business school professor in a failing attempt to find someone, anyone, who could explain how regular folks can succeed in this economy. I kept rediscovering the same thing. Business and economics professors don’t, generally, think about this. They have lots of research and advice for people who want to launch billion-dollar start-ups or become heads of banks. They know how to analyze labor market data to identify trends. As a group, though, they don’t have an answer to the question most of us most want them to address: How can a regular person do well in a rapidly changing economy? Then, one day, I was talking to one of these professors and asking this question yet again when the professor said, “Oh, I think Scott knows about this. You should talk to him.”


I wonder how many people have met and quickly dismissed Scott. He looks like he could be cast in a movie as “generic business guy.” He wears the same outfit every day: a white button-down shirt, dark pants, and dark shoes, with a cell phone strapped to his belt. He has neat dark hair (though it becomes unruly when he gets excited, which is often). He could be an accountant, a computer programmer, a dentist.


Scott also has a particular vocal tic that, at first, I found a bit maddening. In the middle of a sentence, he will repeat the same phrase three, four, ten times in a row: “I just mean to say. I just mean to say. I just mean to say.” Or, “I thought it might be helpful. I thought it might be helpful. I thought it might be helpful. I thought it might be helpful.” At our first meeting, I noticed that he would interrupt me when I was in the middle of a sentence, repeating one of his phrases: “I just mean to say. I just mean to say. I just mean to say. I just mean to say. I just mean to say . . .” If you just mean to say something, I thought, then say it! Or let me finish what I was saying.


During that meeting, I almost dismissed Scott. But some instinct told me to stay, be patient, listen. When I got past first impressions, I (like a lot of people) learned that Scott is an exciting, inspiring business thinker. His mind combines nimble experimentation—hurtling all over the place as it explores the contours of a thought—with a tightly focused precision, allowing him to zero in on the core issue and lay it out with granular clarity. The verbal tic, I came to realize, is a sign that the Stern brain machinery is working, the functional equivalent of a blinking light showing that a computer’s hard drive is being accessed. If I wait a bit, let the tic run its course (it takes only a few seconds, even if it seems a lot longer), he will come out with something brilliant.


Having now spent many hours with him, I realize that our most fruitful talks were those that veered quickly and seemingly randomly from topic to topic, open ends left unresolved. I sometimes found these exchanges stimulating but would be frustrated by the lack of a conclusion, assuming that I would soon depart with nothing to take away. What, exactly, did we talk about? How did we get from wondering about McDonald’s all-day-breakfast strategy to that assessment of medieval castle defenses to that story about a former student who now makes clothing? The fact is, though, Scott doesn’t leave these threads unresolved. All of a sudden, he stands up, saying, “I thought it might be helpful. I thought it might be helpful. I thought it might be helpful. I thought it might be helpful.” As he repeats this, he grabs a marker and starts drawing a diagram on a whiteboard. Soon he reveals that we haven’t been having an aimless, wandering bull session. We have been constructing a careful argument, a precise view of the world, one whose logic Scott will then lay out in stunning clarity.


Someone once told me that there are two kinds of geniuses. One is the person who says things you could never have thought of and don’t fully understand after hearing them. That genius reveals the massive gulf between you and him or her. Albert Einstein describing his theory of relativity is the ultimate example. The other type of genius is a person who can take a jumble of confused thoughts and reassemble them so clearly, so simply, that it makes you feel as if you, yourself, are the genius, since you now fully understand something that was in there, in confused form, in your brain, all along. Scott Stern is that second kind of genius.


Scott has done an awful lot in his career. But his most important contribution and the one that makes him an essential part of this book is his most recent. Scott, along with some friends, has revealed the previously unknown rules of entrepreneurship, something that many had thought impossible. This is no small thing. Entrepreneurship has, historically, been the realm of a tiny group of outliers, a brilliant, privileged few who can build new businesses on the force of their will, daring, and access to capital. No more. Scott has shown that entrepreneurship—like swimming or speaking French—can be taught to almost anybody willing to spend some time and expend some effort. If his conclusions are accepted broadly, they might be able to transform the world. How many people continue in jobs they don’t love, working for insufficient wages, because they don’t believe they have the inherent gifts necessary to follow their dreams and take control of their economic lives?


I wonder—as does Scott—if he would have ever unlocked the secret of entrepreneurship if it weren’t for those damn Striker sneakers his dad made him wear. When Scott was in junior high school in the 1980s, his father, in one of his unsuccessful schemes, bought a container load of about ten thousand pairs of sneakers from a factory in Korea at a ridiculously cheap three dollars each and imported them to Long Island. His dad was sure he would sell them quickly. After all, these sneakers, he said, came from the same factory as Nikes, which were going for ten times as much. But nobody wanted off-brand, super-cheap sneakers, so they stayed in the family garage, in huge piles, sorted by size. Whenever Scott or one of his siblings needed a new pair of shoes, they would beg their father to let them buy Nike or Adidas or any shoe that their friends wouldn’t mock. Generic shoes, with a big dumb S on them, were humiliating. Everyone else had swooshes or stripes, signaling that their parents could afford shoes with style. Their dad, of course, would point to the garage and tell them to find whatever size they needed. When I visited Mr. Stern a full thirty years later, he asked me my shoe size and offered me a pair, from the pile still in that garage. (I politely declined.)


Scott’s dad, Eitan Stern, was born in Israel, the son of parents who had fled Germany just before the Holocaust. In Germany, they had been wealthy, but in their haste to escape the Nazis they lost everything. Israel, during Eitan’s youth, was still a poor, socialist country struggling to build itself. Surrounded by nations that objected fiercely to the new country’s presence in the Middle East, Israelis understood that the possibility of war was never very far off. Having fled one conflagration, Eitan’s parents decided to leave before finding themselves in the midst of another.


The family moved to the United States and settled on Long Island. Eitan, a teenager who spoke no English, felt lost. A biology teacher took an interest in him and offered guidance. To Eitan, the teacher (who had his students call him by his first name, Hank) was the perfect American man. He was athletic, a hunter, and he spent his weekends running a fishing charter out in the Atlantic. Before long, Eitan was there all weekend long, serving as Hank’s mate on the ship. Hank would be up on the bridge steering the ship, and Eitan would be on the deck helping their customers—six or ten or, when it was really crowded, twenty businesspeople going out for the day. Eitan quickly became a fishing expert and would effortlessly bounce from one customer to the next, baiting their hooks or helping reel in a fish. “I would yell at these guys,” Eitan remembers. “I was seventeen or eighteen or nineteen, and I was hollering at the chief executive of E. F. Hutton, ‘You’re not doing things right. Keep the tip of the rod up!’ ”


Hank and Eitan developed a great routine. Back in those days, the 1960s, there were still huge schools of fish twenty or so miles off the coast. Hank would pilot the ship right to the center of a big school. Eitan would dump chum off the side of the boat, inspiring a feeding frenzy. “You could catch dozens of fish in a matter of minutes,” he remembers. The clients loved it; they felt like pros. Eitan would efficiently slice the fish into fillets. Usually, the clients wanted, at most, six or so servings for dinner. The rest—hundreds of pounds of fresh fish—were Eitan’s to do with as he pleased, so he sold them to restaurants near the port. Add in the generous tips the clients gave him, and Eitan was pulling in over a thousand dollars a week. “I was making more money than I knew what to do with,” he said.


As it turned out, those summers were the high point of Eitan Stern’s business career. He never again made more money than he knew what to do with, though not for lack of trying. Eitan spent his entire career in the fishing industry, selling fishing tackle and fishing rods. At first, he was a salesman, working for a local company that imported fishing tackle from South Korea and Taiwan. He traveled all over the eastern United States, throughout the South and the mid-Atlantic and much of the Midwest, developing relationships with small bait shops and big sporting goods stores. He also traveled frequently to Asia to visit the factories where the products were made. After a while, he grew tired of working for others, especially when his employer, the owner of the import business, retired and his indifferent son took over. So when Scott was seven years old, Eitan went out on his own.


For most of Scott’s childhood, Eitan was an entrepreneur, starting and running a series of businesses, all with the same basic premise: he would buy decent-quality products in Asia at a discount and bring them to the United States; then he would sell them for about half the price of the competing products made by big-name brands. He could undercut Berkley, Wright & McGill, Penn Fishing, and all the other high-end brands, and would attest that his products were just as good. Having started with the small, cheaper stuff—lures and weights—he eventually moved into the rods and reels themselves, the more expensive and higher-margin parts of the industry. He bought a brand name, Striker—he loved how it sounded—and would visit the Asian factories he hired to produce the Striker goods so he could guide them in custom-making the perfect fishing gear, designed for performance, durability, and cost. He even visited auto shows each year, to see what the hottest new car colors were and then use those colors on his rods.


Today, although Eitan is a heavyset man with a white Santa Claus beard who walks with some difficulty, his bearing still hints at the young, handsome athlete he once was. Even as he describes failures in his career, he speaks with a confident, booming voice. Hearing Eitan describe the business, even now, decades after it failed, it’s easy to be seduced by his enthusiasm. How could it not have worked?


His most reliable customers were small bait shops—particularly in Florida—where he had developed good relationships with the owners. They would tell their more thrifty customers about the great deal available with Striker rods, reels, and tackle. These loyal customers gave Eitan enough business that he did fine for a while. He bought a small but comfortable house and was able to afford the occasional vacation for his family. But he never made enough to get ahead.


He never could scrape up the funds for a marketing campaign, and the one or two additional salespeople he could afford to hire had enough work maintaining the company’s current customers, so there was no chance of extending his customer base outside of those small Florida shacks and his other clients. He would borrow and save to pay for another container load of rods and reels, and then spend months hustling, trying to move them through a supply chain controlled by others. He never got a celebrity sponsor the way other companies did. (Indeed, a handful of wildly popular fishing celebrities make their livings promoting various fishing gear brands.)


Then there was his brief foray into sneakers. The sneakers laid out the flaws in his business model quite neatly (if disastrously). In his mind, Eitan had found a product that he knew was just as good as the competition. He was on the factory floor; he saw how they were made. He knew which materials went into them. He knew that anybody paying more than he was charging was a fool. Anybody who took the time to compare products would realize that he was offering them a bargain. But, of course, nobody took the time. Nobody else knew how great his products were. Nobody distinguished them from cheap, shoddily made knockoffs.


There are a lot of Eitan Sterns in America. There are more than thirty million officially registered small businesses, most of which are sole proprietorships—a house painter, an accountant, a beautician working for him- or herself—and nearly six million have employees. About two out of three new jobs are in small businesses, not large ones. If it weren’t for small businesses, our economy would be in far more dire shape.


Many of these small firms, like Eitan’s, struggle to grow and survive. It’s a puzzle. Eitan is quite smart. “My dad is much smarter than I am,” said Scott, one of the smartest people I know. His dad worked incredibly hard—too hard, probably, spending months of the year on the road and in the air, visiting factories in Asia and meeting his clients all over the United States. He knew just about everything there was to know about the fishing industry. He could spend hours explaining how different types of lures are made and which features attract more fish and which ones do nothing for the fish but do seem to lure overpaying customers. His knowledge was encyclopedic. He knew about the raw materials that went into fishing rods, reels, and tackle; he knew about the factories that made the items, the supply chain, and the different types of retailers who delivered the items to the end customer. He also knew a lot about those customers. He knew the difference among hobbyists, fishing club members, and those for whom fishing was a central part of their lives. For all of this, he never could figure out how to thrive. He was never, as Scott said, able to jump above “somewhere between being middle-class and not.”


Scott never much liked fishing, though by ten years old he was a frequent fisher. He could have done a great job on a fishing charter boat, like his dad, but that wasn’t for him. He was a math prodigy. When he was eight, his third-grade teacher told Eitan that they had a genius on their hands. When Scott was ten, in 1979, he began writing computer programs, even though most people then, including Scott’s parents and teachers, had no idea what a computer program was. By twelve, Scott was creating software that could help Eitan keep track of his business.


It is striking that Scott, this young math and computer genius, was honing his interest in studying business just as his father’s business was crumbling. Scott’s analytic acuity would have allowed him to be an accomplished engineer, software developer, mathematician, or physicist. Instead, once at New York University, he decided to study economics, which combined all of his interests: math, history, and even the confounding riddle of why his dad had failed when others succeeded.


As an undergraduate, Scott didn’t find the answers to his questions about his dad. His economics classes were abstract—lots of graphs about supply and demand and something called “the efficient frontier.” No specific human beings were mentioned in any of his economics classes. His courses were entirely about these purely theoretical “agents” who reacted to prices the way robots would react to a software command. There was nothing that explained why some people thrived and others didn’t or why truly brilliant, hardworking people could fail while much dumber, lazier folks succeeded. Having been admitted to the prestigious Stanford University graduate program in economics, Scott hoped to get his answers there.


He arrived in Palo Alto only a few weeks after graduating from college and saw, immediately, that he was one of the youngest graduate students. Most of his classmates had spent a few years in the business world or had already earned a master’s degree in economics. All entering graduate students were required to take the same advanced math course, and Scott quickly realized that he was way behind the others. One phrase came up in almost every class: “comparative statics.” It’s a technical term that most people have never heard of, but it is essential to any economic analysis. Scott had no idea what the words meant and was too embarrassed to ask. He decided that he would drop out of graduate school, move back to his parents’ place on Long Island, and figure out something else to do with his life.


In a deep funk, Scott went to the basement of the dorm he was living in to do his laundry. Another graduate student, Joshua Gans, was there. Joshua is a brilliant, intense Australian who had published some serious economic papers while still in college. He was comfortable with the math and other technical details. He was good at everything that Scott felt incapable of doing well. Scott told Joshua he was giving up. Joshua, who would become Scott’s lifelong intellectual partner and close friend, has a remarkable ability to remove emotion from a question and structure a series of objective criteria with which to analyze a problem. He laid out the many reasons Scott should, indeed, quit. He was lousy at math, at least when compared to the other graduate students. He was far too young. He was a bit emotional and struggled to push himself through challenges. Joshua told Scott he had been watching him, paying attention to the comments he made in class and while sitting around the dorm discussing economic issues. He said that Scott might not realize it, but he possessed a stunning ability to link economic theories to the real world. Scott was always asking how all those graphs and math formulas reflected the actual behavior of human beings. Joshua told him that being good at math was helpful, sure, in economics, but having Scott’s ability was far more important. He might struggle a bit in graduate school, but if he held on to his big, important questions, he could make a real difference in people’s lives.


Thanks to that fateful laundry room talk, Scott decided to stay in graduate school. Before long, he met his first mentor, Nathan Rosenberg, who seconded Joshua’s opinions about him. Rosenberg’s office was a quiet sanctuary, a reprieve from the highly competitive graduate school program and the general vibe of lively ambition on Stanford’s campus. Rosenberg, nearing seventy, provided an almost perfect model for the kind of career Scott wanted. He had grown up in New Jersey, in a working-class family, and, like Scott, had done all right in school but had never been a superstar. He graduated from Rutgers, got his economics PhD at the University of Wisconsin, and went on to a career spent writing thoughtful analyses of the Industrial Revolution. While nobody would suggest that Rosenberg’s books were entertaining thrillers, they were much closer to popular history than traditional economics tomes. His books had no mathematical formulas and few abstractions. Instead, he carefully studied the history of specific fields—metallurgy, electricity, aircraft engines—and analyzed their social and political contexts. He wrote about real people and explored why some innovations and businesspeople thrived and others did not.


Finally, Scott thought, he had found someone who shared his passion for applying economics to real-world situations. Scott and Rosenberg worked together on a major paper about a seemingly obvious idea: that businesspeople face a lot of uncertainty. Specifically, when someone has a new idea that she would like to bring to the market, she doesn’t know if it will work or not and can’t foretell if anybody will be willing to pay for it. This was such a basic and obvious idea that few economists had spent time thinking about it. It certainly wasn’t factored into their various models of how the economy works.


Scott and Rosenberg dug deep into the complicated histories of the development of the laser, the radio, the computer. They observed that the initial inventors had no way of knowing whether or not their inventions would ever become popular products. For example, the laser, one of the most consequential inventions of the 1950s, was conceived by brothers-in-law Charles Townes and Arthur Schawlow as a side project, a bit of hobbyist fun they could do when not engaged in their serious work at Bell Labs.


According to traditional economics, there was little incentive for these innovators to spend long hours in their labs, year after year, developing ideas that had a good chance of being worthless. Indeed, why would these people have spent so much time and effort seeking to invent something they thought was worth so little?


It was hard to answer these questions through historical accounts about long-dead businesspeople and inventors. Scott wanted to find living people who were making these same sorts of decisions. He learned about some inventors who had worked to synthesize an artificial form of insulin. Insulin, of course, is an essential medicine for people with diabetes. Before its discovery in the 1920s, people with diabetes had died quickly and painfully. Doctors had devised ways of extracting insulin from the pancreas of dogs, cows, and pigs. This was expensive and did not produce enough of the substance to keep everyone with diabetes alive. In the late 1970s, several groups of medical researchers and biotech firms had been in a race to come up with an inexpensive, reliable synthetic insulin. It was a perfect case study. Scott was able to learn why scientists had made specific choices. Why did some stay at a company that paid them less money and had a slimmer chance of success? Why did one group focus obsessively on narrow areas of research while others pursued a wide range of different possible paths? This work eventually became a key component of Scott’s PhD dissertation, which, when made public, caused a minor sensation in the field of economics.


Scott’s paper showed that scientists and entrepreneurs take into account a whole host of considerations that are not explicitly economic before they launch a new company or a new research project. Some highly value the ability to work with the smartest people in the field, others prize the creative freedom to follow their hunches wherever they may go, and still others want to make as much money as possible. Scott also found a fascinating interplay between new start-ups, entrepreneurial companies created to find synthetic insulin, and the large pharmaceutical companies—the so-called Big Pharma firms—which were likely to pay top dollar to whichever small entrepreneur first cracked the secret. For his dissertation research, Scott took a page from his mentor, Nathan Rosenberg, using journalistic techniques to report on specific people at specific companies—something economists rarely do. He also used mathematical models and systematic empirical data to give the entire story more rigor.


To a non-economist, Scott’s work may seem obvious. Of course different human beings want different things. But economists had, for a long time, believed that individual differences don’t matter. Yes, maybe one person likes scientific discovery, doesn’t care so much about money, and prefers chocolate ice cream to strawberry; someone else loves money above all things and hates chocolate. But when you look at a population of millions or billions of people, you can average out all these individual differences and assume that they don’t matter in the aggregate.


Since at least World War II, economists had become obsessed with mathematical models. They built models that calculated the interplay of inflation, employment, interest rates, economic growth, and other considerations. The economists who thrived, the ones who got prestigious tenured jobs at the top universities and who received Nobel Prizes, were the brilliant mathematicians who came up with ever more complex theoretical models of the economy. There’s no question that they, as a group, did valuable work. By the time Scott came along in the 1990s, though, this old model was beginning to fray. There was a new hunger among economists—and, more important, in the general public—for economic answers to questions that had nothing to do with math and abstract “agents” in a theoretical framework. Americans and people around the world wanted answers to the same question Scott had: Why do some people thrive in the economy and others fall so far behind?


It is no coincidence that the abstraction phase of economics coincided with a period that the field came to call “the Great Compression.” For several decades in the middle part of the twentieth century, the American economy worked remarkably well for so many people. It was the only time in history that, for a large population, the poor became richer more quickly than the rich did. It was a period of widespread prosperity, economic stability, and, after the Depression and the First World War, general optimism. Of course, America had many poor people, many people who struggled. Still, nearly everybody in nearly every part of the country was doing much better in 1970 than they had been in 1950. (Of course, some did much better, and there was rampant racial and gender discrimination, yet all demographic groups were, on average, richer in 1970 than they had been in 1950.) Nearly everybody was making more money than their parents had and fully expected that their children would make more money than they did. With such broad-based economic growth, the details of how some people were different from others didn’t matter all that much. Who cares if you love risk and I hate it, you like scientific research and I prefer a reliable flow of cash—if we’re both making considerably more money than we did a decade ago, we have no reason to zero in on these picky details.


This period of benign, widely shared economic prosperity began to fall apart in the late 1970s. By the time Scott was finishing his dissertation, in 1996, it had become abundantly clear to some people in America (and other wealthy nations) that while some portion of the population was getting very rich indeed, a very significant group of people were struggling. In this period of rising inequality, the economics field was struggling to catch up. Suddenly, the small differences between people mattered a whole lot, because it became increasingly crucial to figure out which of those differences led some to succeed and others to fail. Scott’s obscure question about his father’s fishing (and shoe) business had become one of the central questions in the field of economics. And he had, by luck, positioned himself to be among the few who might be able to answer the essential question of why some people thrive and others don’t, because it required the kind of grounding in both the literature of difference and mathematical economics that Scott possessed in spades.


It is odd that economists and business school professors spend shockingly little time studying the economic and business issues that affect most Americans: the drivers of success and failure in small business. At any given time there are no more than a few thousand large, publicly traded companies and maybe another few thousand technology start-up firms seeking (mostly in vain) to become huge. There are also those tens of millions of small businesses. Only that handful of large or wannabe-large businesses, however, get nearly all the academic attention. With so much focus on the large firms, we know surprisingly little about how small businesses succeed or fail; there is little evidence-based, rigorous study of them. The tools that do exist tend to focus on three areas. The first, and by far the most dominant, is the self-help idea that wealth and opportunity are available if you can just learn to believe in yourself (Entrepreneur magazine, June 2015: “6 Actions You Can Take Every Day to Build Your Self-Confidence”; Forbes, January 2014: “How to Increase Self-Esteem and Success in Business”; Inc. magazine, March 2015: “6 Tips to Build Self-Confidence for Business Success”). The second area of advice centers on coming up with a unique product or service that people will crave. If you create the next iPhone, say, or just a better slice of pizza, you will leave your competition in the dust and make a fortune. The last area of common advice focuses on the basic nuts-and-bolts routines of a decently run business. You should have a business plan and a budget. You should save money when you start and make sure you pay your taxes on time.


For Scott Stern, this is all perfectly reasonable advice. Of course you need to provide a product or service people want to buy. Of course you should do a decent job of keeping track of money flowing in and flowing out. But after two decades of carefully studying who succeeds and who fails at starting a new business, the key difference between new businesses that succeed and those that don’t is strategy. All the other issues are important, but they are tactics, and tactics matter only if the strategy is right.


These days, it’s common to hear the word “strategy” used in business circles. What’s your innovation strategy? What do you think of Apple’s mobile strategy? All business schools teach a strategy course. There are tens of thousands of books on the subject of business strategy and several organizations devoted to it, including the Association for Strategic Planning and the Strategic Management Society. Every major consulting group, from McKinsey to Bain to PricewaterhouseCoopers, has a strategy arm complete with thousands of strategic advisers.


Nonetheless, the term, “corporate strategy”—this central piece of business thinking—is quite young in the world of commerce. It first appeared in the 1960s, gained some traction in the 1970s, and became a central component of nearly every large business only after 2000. In the fast-growing years after World War II, there was little need for strategy. Simply being a company that sold something was often enough to keep growing. It was only with the rise of global trade and the appearance of computer technology and automation that competition sped up so much that companies couldn’t just do the same thing, with minor tweaks, year after year. They had to make careful, difficult decisions about where to put resources and which projects to abandon.


Google’s Ngram viewer, which can show the use of a word or phrase in millions of books, reveals that “corporate strategy” appears only after 1960 and becomes far more commonplace after 1980. No doubt, this is because of the transformative book, Corporate Strategy, by Harvard’s Michael Porter, which provided the first widely used system for implementing a strategy. The book was focused on the concerns of large businesses and, for years, strategy was mostly something big companies or entire countries did. Small businesses couldn’t easily use most of Porter’s tools—such as influencing the pricing of widely traded goods—because they were, well, too small.


Strategy was more akin to some form of mystical shamanism than it was to a learnable business tool. This was deliberate. People who, somehow, knew “strategy” made a lot of money because they were seen as wizards, practitioners of a secret art form. This is common in business. Once upon a time, basic accounting was something that only the elite used (in the Middle Ages, basic accounting was a carefully guarded trade secret). Similarly, buying and selling stocks and bonds were, for a long time, the purview of a well-connected privileged class.


After the financial crisis of 2008, Scott assessed his collective body of research and concluded that he had been—without entirely realizing it—translating the work of Porter and others to the concerns of smaller businesses and entrepreneurs. He was ready to turn strategy into a tool like so many others: a clear set of instructions that anybody—including people less smart than his dad—could learn how to use. He knew who he wanted to partner with in this endeavor: his old friend Joshua Gans, the brilliant mathematical economist he had met in the laundry room. Scott called Gans and suggested that they do something audacious, something that no one else had done before. He wanted to create a general theory of success for the small entrepreneurial businessperson. Scott had a lot of big ideas; Gans could help him develop those thoughts and base this general theory on research and mathematical proof. Scott thought they could do it rather quickly.
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