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Note from the Author

THIS BOOK STARTED DURING THE Great Financial Crisis of 2008. But it is not a book about finance. Far from it. Instead, it asks a basic question: Why do humans working in modern institutions collectively act in ways that sometimes seem stupid? Why do normally clever people fail to see risks and opportunities that are subsequently blindingly obvious? Why, as Daniel Kahneman, the psychologist, put it, are we sometimes so “blind to our own blindness”?1

It was a question I often asked myself in 2007 and 2008. Back then, I was working as a journalist in London, running the markets team of the Financial Times. When the financial crisis erupted, we threw ourselves into trying to understand why the disaster had come about. There were lots of potential reasons. Before 2008 bankers had taken some crazy risks with mortgages and other financial assets, creating a gigantic bubble. Regulators had failed to spot the dangers, because they misunderstood how the modern financial system worked. Central bankers and other policymakers had given the wrong economic incentives to financiers. Consumers had been dangerously complacent, running up huge credit card debts and mortgage loans without asking whether they could be repaid. Ratings agencies misread risks. And so on.

But as I dug into the story of the Great Financial Crisis as a journalist (and later wrote a book about it, Fool’s Gold2) I became convinced that there was another reason for the disaster: the modern financial system was surprisingly fragmented, in terms of how people organized themselves, interacted with each other, and imagined the world. In theory, pundits often like to say that globalization and the Internet are creating a seamless, interlinked world, where markets, economies, and people are connected more closely than ever before. In some senses, integration is under way. But as I dug into the 2008 crisis I also saw a world where different teams of financial traders at the big banks did not know what each other was doing, even inside the same (supposedly integrated) institution. I heard how government officials were hamstrung by the fact that the big regulatory agencies and central banks were crazily fragmented, not just in terms of their bureaucratic structures, but also their worldview. Politicians were no better. Nor were the credit rating agencies, or parts of the media. Indeed, almost everywhere I looked in the financial crisis it seemed that tunnel vision and tribalism had contributed to the disaster. People were trapped inside their little specialist departments, social groups, teams, or pockets of knowledge. Or, it might be said, inside their silos.

That was striking. But as the 2008 crisis slowly ebbed from view, I realized that this silo effect—as I came to call it—was not just a problem at banks. On the contrary, it crops up in almost every corner of modern life. In 2010, I moved from London to New York, to run the American operations of the Financial Times, and when I looked at the corporate and government world from that perch, I saw a fragmented pattern there too. The silo syndrome cropped up at gigantic companies such as BP, Microsoft, and (later on) General Motors. It plagued the White House and Washington agencies. Large universities were often beset with tribalism. So were many media groups. The paradox of the modern age, I realized, is that we live in a world that is closely integrated in some ways, but fragmented in others. Shocks are increasingly contagious. But we continue to behave and think in tiny silos.

So this book sets out to answer two questions: Why do silos arise? And is there anything we can do to master our silos, before these silos master us? I tackle this partly from the perspective of someone who has spent two decades working as a financial journalist, observing global business, economics, and politics. That career has trained me to use stories to illustrate my ideas. So in this book you will hear eight different tales about the silo effect, ranging from Michael Bloomberg’s City Hall in New York to the Bank of England in London, Cleveland Clinic hospital in Ohio, UBS bank in Switzerland, Facebook in California, Sony in Tokyo, BlueMountain hedge fund in New York, and the Chicago police. Some of these narratives illustrate how foolishly people can behave when they are mastered by silos. Others, however, show how institutions and individuals can master their silos. Some of these are stories of failure. But there are also tales of success.

But there is a second strand to this book. Before I became a journalist (in 1993), I did a PhD in the field of cultural anthropology,I or the study of human culture, at Cambridge University. As part of this academic work, I conducted fieldwork, first in Tibet, and then down on the southern rim of the former Soviet Union, in Soviet Tajikistan, where I partly lived between 1989 and 1991 in a small village. My research was focused on marriage practices, which I studied as a tool to understand how the Tajik had retained their Islamic identity in a (supposedly atheist) communist state.3

When I first became a financial journalist, I was often wary about revealing my peculiar past. The type of academic qualifications that usually command respect on Wall Street, or the City of London, are MBAs or advanced degrees in economics, finance, astrophysics, or another quantitative science. Knowing about the wedding customs of the Tajiks does not seem an obvious training to write about the global economy or banking system. But if there is one thing that the Great Financial Crisis showed it is that finance and economics are not just about numbers. Culture matters too. The way that people organize institutions, define social networks, and classify the world has a crucial impact on how the government, business, and economy function (or sometimes do not function, as in 2008). Studying these cultural aspects is thus important. And this is where anthropology can help. What anthropologists have to say is not just relevant for far-flung non-Western cultures, but can shed light on Western cultures. The methods I used to analyze Tajik weddings, in other words, can be helpful in making sense of Wall Street bankers or government bureaucrats. The lens of anthropology is also useful if you want to make sense of silos. After all, silos are cultural phenomena, which arise out of the systems we use to classify and organize the world. Telling stories about the silo effect as an anthropologist-cum-journalist can thus shed light on the problem. These tales may even offer some answers about how to deal with silos, not just for the bankers, but government bureaucrats, business leaders, politicians, philanthropists, academics, and journalists too.

Or that, at least, is my hope.



I. In the United States this is known as cultural anthropology. In the U.K. it is known as social anthropology. Either way, cultural/social anthropology is about the study of how people live, think, and interact, not how they function in a biological sense. The study of human biology and evolution is normally called physical anthropology. These branches of anthropology often blur. But cultural anthropology does not usually place great emphasis on science.



Introduction

BLOOMBERG’S SKUNKWORKS

“We can be blind to the obvious, and we are also blind to our blindness.”

—Daniel Kahneman, Thinking, Fast and Slow1

IN THE EARLY HOURS OF April 25, 2011, a brutal fire broke out in a poor neighborhood in the Bronx, New York.2 Within minutes, flames engulfed the building, at 2321 Prospect Avenue. Dozens of firefighters rushed to the scene. But it was too late for Juan Lopez, thirty-six, a soccer-loving Mexican construction worker, his wife, Christina Garcia, forty-three, and her son, Christian, twelve.3 As the flames spread, they were trapped by a maze of illegally constructed walls inside their tiny apartment. On the street outside, firemen and bystanders could hear their desperate screams.4 Nobody could rescue them.

In the days after their deaths, the press angrily hunted for scapegoats. Some pointed the finger at the New York government in City Hall. The building at 2321 Prospect Avenue had been illegally subdivided many times,5 to enable the landlord to extract more rent; but though the neighbors had reported the dangerous conditions to city officials, nothing had been done. Other observers blamed a gang of local drug dealers,6 who were using the basement of the building as a den. Still others pointed to bankers.7 The registered owner of 2321 Prospect Avenue—Dominic Cedano—had taken out a subprime loan to buy the building during the credit boom, but later defaulted.8 The house had duly been tossed into legal limbo by the banks, and the local utility cut off the electricity. Relatives of the Garcia family begged them to move. But Juan Lopez was finding it tough to get construction work, and since a room at 2321 Prospect Avenue was only $100 a week, the family stayed on, using candles for light. “We don’t know what happened, we’re really sad,” Katia Garcia, a relative, told the newspaper. Rosemary Pagan, a neighbor, said: “Katia kept telling Christina, ‘You have to move from there.’ [But] financially, they didn’t have the money to move.”9

For a few days recriminations flared. Then they died down, as the media’s attention moved to the next scandal. But a few miles away, inside the majestic City Hall building in downtown Manhattan, the tragedy sparked debate. When the news of the Garcia fire first broke, the mayor, Michael Bloomberg, asked some of his staff if there was anything that could be done to prevent this type of fire. At first glance, it seemed not. One of New York’s dark secrets is that house fires have been tragically commonplace: in the decade before 2011, about 2,700 structural fires broke out each year,10 on average killing about eighty-five people,11 and these typically occurred in subdivided buildings in poor neighborhoods, or places where poor immigrants, such as Juan Lopez, tend to live, crammed together. In theory, New York had teams of inspectors who were supposed to combat this fire risk. But the inspectors faced fearsome odds: each year the Department of Buildings received about 20,000 complaints about dangerous housing, which the building and fire inspectors were both supposed to chase up.12 But New York only employed 200-odd inspectors, who were supposed to monitor four million properties in one million buildings. The city did not have more funds to expand the department.13 The odds were hopelessly stacked against anybody hunting for firetraps. Even when the inspectors looked at buildings that had attracted specific complaints, they only found unsafe conditions 13 percent of the time.

But though the problem seemed daunting, two men on Bloomberg’s team, Mike Flowers and John Feinblatt, thought they might, just possibly, have a solution. This did not involve anything to do with firefighting equipment, but something else: thinking about “silos.” City Hall sat atop a very large organization, which employed roughly 150,000 people.14 Like most government bodies, the New York government was run as a bureaucracy, subdivided into more than three dozen agencies, which ran a wide variety of services, ranging from firefighting to cultural affairs to urban planning to education. Most of these different agencies were independent in spirit and function.

Communication between these teams was patchy, at best. The Fire Department was a case in point: the firemen worked in a unit that was revered by New Yorkers, particularly after the bravery that firemen displayed during the attack on the World Trade Center in 2001. But the department was also profoundly independent, semidetached from everyone else. So much so, that when emergency workers rushed to the World Trade Center in September 2001, they discovered that the radios and walkie-talkies used by the fire, policy, and health departments could not tune into the same communication channels.15 Nobody had noticed this before, precisely because these different teams were so disconnected.

But what would happen, Flowers and Feinblatt asked, if somebody tried to break those specialist silos down? Was it possible to take a joined-up view of the problem of fire risk? Could silo-busting change how people imagined firetraps—and even save lives? It was a novel idea. Indeed, it seemed so alien to the City Hall culture that Feinblatt and Flowers initially kept their project secret, christening it “skunkworks” (a reference to the hidden military programs that the U.S. defense company Lockheed Martin has long organized to design military planes).

But in the months after the Garcia deaths, this skunkworks ended up producing some surprising results. What Flowers and Feinblatt discovered is that if you start thinking about silos, and even breaking them down, this endeavor can produce big wins. And not just in relation to handling fire risks, but almost every other area of the modern world.

MIKE FLOWERS NEVER EXPECTED to be a silo-buster. His journey toward that role started a long way from New York, in the unlikely place of Iraq. A burly, cheery man who grew up in Philadelphia, he initially trained as a lawyer, and during the 1990s he worked as a government prosecutor in the tough jungle of the Manhattan district attorney’s office.16 The role suited him: with his balding head and rapid-fire speech, Flowers has a passing resemblance to James Gandolfini, the actor who played Tony Soprano on the television show—albeit with a slimmer physique and more affable manner.

But after a few years of the gritty Manhattan beat, Flowers tired of the daily battles and moved to Washington to work in a high-paid private legal job. Then he swerved again, after deciding that corporate law was just too dull for his taste, and signed up for a job in postwar Iraq. There he started working as government prosecutor for the American military, which had taken control of the country a year before and was starting to conduct trials of officials linked to the former regime of Saddam Hussein. One of his first tasks was to bring witnesses from across Baghdad into the courtroom in the military zone to testify against Hussein.

It was a difficult job, since the Baghdad traffic was constantly being snarled by car bombs or roadblocks. “It was a war zone, then, obviously, and I was trying to get my witnesses in and out for the trial,” he recalled. “We had a problem moving them about, and not getting shot at.” Initially Flowers accepted this unpredictability. One day, however, he got chatting to a young marine, and realized that an innovative piece of research work was being conducted by a part of the military that went under the unwieldy name of the “Joint Improvised Explosive Device Defeat Organization,” or JIEDDO. This initiative pooled data from the traffic flows and matched it up with an analysis of where the roadside bombs were exploding. Nobody had tried to link these pools of data before. But when they were combined, they illustrated a pattern: whenever a car bomb was about to go off in a certain quarter of town, the traffic in that area would die down. So Flowers started watching the JEIDDO data to get clues about when violence might erupt—and when the traffic lulls suggested that he should not move his witnesses around. “I guess that was because there was local intelligence, people knew that an attack was planned and got out the way,” Flowers observed. “But to be honest I didn’t care about the cause—all I wanted to know was if I should bring my witnesses in on a Tuesday or Wednesday, say.” Either way, it taught him a simple lesson: sometimes it paid dividends to connect seemingly unconnected bits of information.

In 2009, Flowers returned to Washington to work with the Senate team conducting investigations into the 2008 financial crisis. But then officials at the City Office of New York offered him a job investigating financial fraud in New York. He was wary, not wanting to get sucked into the never-ending task of grappling with financial reform. So he presented an alternative idea: if he came to New York, could he conduct investigations by using some of the data-crunching—or connecting—techniques that he had witnessed in Iraq? “I am a lawyer by training, not a math geek, but my experience of Baghdad had shown me what you do with data,” he explained. “And I knew that New York City is the ultimate collector of information—it collects data on everything. Traffic tickets, building codes, tax liens, you name it! So I reckoned that if anyone could ever get all their arms around that information, it could completely change how we investigate fraud. And from that it’s a gradual step to say that the information is not just used for fraud, but for anything the city does.”

Flowers’s timing was perfect. At the start of the decade, Bloomberg had been voted in as mayor after a career spent in finance and then as an entrepreneur running a successful financial data company. He had arrived in his post determined to change how City Hall worked, and had two particular obsessions. One was an interest in how organizations managed information flows; or more often mismanaged it. “If you cannot measure it, you cannot manage it,” was one of his favorite slogans.17 His second obsession was breaking down internal silos: he was convinced that the best way to run an office was with open plan office spaces that forced employees to intermingle. This was not how government was usually laid out: City Hall—which dates from 1812, making it the oldest municipal building in America18—had traditionally been divided into dozens of tiny offices, separated by thick walls, marble halls, and pillars. But when Bloomberg arrived he demanded that the officials move out of their marble rabbit hutches and into the only large space that available—the historic speakers’ hall. There he placed dozens of desks under the oil paintings and statues to create an open plan office. He called it the “bullpen.” “Everyone has the same size desk, the same size computer,” explained Robert Steel, deputy mayor. “The mayor sits in the middle, along with everyone else.”

Bloomberg tried to apply the same silo-busting principles in a much wider sense. He declared that the different departments needed to work together far more closely than before, breaking down the long-established barriers. Indeed, he was so determined to promote change that he appointed a non–New Yorker, Stephen Goldsmith, as deputy mayor for operations. Before coming to New York, Goldsmith had worked as mayor of Indianapolis, where he had earned acclaim by overhauling how its city bureaucracy functioned, breaking down silos to make the system more efficient. Bloomberg was eager to replicate that in New York.

However, Goldsmith quickly discovered that it was much harder to promote a revolution in New York than in Indianapolis. Shuffling around furniture in the bullpen was one thing. Persuading bureaucrats to change their working habits was quite another still. “The unions are really strong in New York and they want to protect everyone,” explained Goldsmith. “It’s a huge place. There are 2,500 different job categories in the New York government—yes, 2,500!—and all these different silos are so entrenched.” But even if the rhetoric of Bloomberg’s plans did not play out as he hoped, everybody in City Hall knew the direction of Bloomberg’s ambition. That appealed to Flowers and in 2010 Flowers agreed to join the New York government, hoping to try some experiments.

THE FIRE AT 2321 Prospect Avenue in Bronx presented the first big chance for Flowers to test some ideas. Soon after he arrived, Flowers placed an advertisement on Craigslist, the online advertising and brokerage site, seeking young data crunchers. Nobody in City Hall usually recruited staff that way. But Flowers quickly assembled a team of recent college graduates: Ben Dean, Catherine Kwan, Chris Corcoran, and Lauren Talbot.19 “I wanted somebody fresh out of college with skills in mathematical economics, someone who could give me a fresh pair of eyes.” Then he installed the “kids,” as he called them, in a downtown warehouse.

A few days after the Garcia family death, Flowers asked the team to comb through the data that New York was collecting about fire risk. He wanted to see if there was anything that might predict when fires would break out. At first glance, there did not appear to be any obvious clues. The Fire Department had extensive information about previous fires and reports about illegally converted buildings that had been logged via the 311 telephone line that was normally used when people wanted to complain to the government. But—oddly enough—although most calls about illegal conversions emanated in lower Manhattan, that was not the place with most fires, nor where most illegal conversions were found. Those happened in the outer boroughs, such as the Bronx and Queens. That was because many poor immigrants (like the Garcia family) were too scared of the authorities to actually report problems. Those 311 calls were not a good predictor of fires.

So was there a better way to guess where fires might break out? What would happen, Flowers asked, if you looked at data from other sources—outside the Fire Department? Flowers asked his kids to leave their computers for a few days and go on “ride-alongs” with the inspectors from the different Sheriff’s Office, Police, Fire, Housing, and Building Departments. What, he asked, were the essential features of fire traps? How could you spot them?

Many of the inspectors were initially suspicious. The New York Fire Department, for example, has a long, proud history, and the inspectors did not like outsiders meddling in their operations. They tended to be scornful of City Hall, and there was a plethora of rules that stipulated that buildings inspectors could only look for some types of problems—while fire inspectors hunted for others. But Flowers was determined to break down these boundaries, and his time in Baghdad had left him convinced that if you wanted to understand a problem there was no substitute to getting out and watching real life unfold. Life could not be put into neat, predefined boxes or just observed from an office or computer program; you had to be willing to watch, listen, and rethink your assumptions.

So he sternly told his kids to be humble—and keep an open mind about what might help predict fires. “We listened to firemen, to policemen, to inspectors from the Buildings Department, from Housing Preservation and Development, the Water Department. I asked them: ‘When you go to a place that’s a dump, what do you see?’ What are the clues? We listened, listened, listened.” Gradually, a pattern emerged. Dangerous buildings, the kids learned, tended to have been built before 1938, when the building codes were tightened in New York. They were usually located in poor neighborhoods, their owners were often delinquent on their mortgages, and the buildings had generated complaints about issues such as vermin before.20

So Flowers’s kids hunted for data on those issues. It was surprisingly difficult. In theory, New York was a gold mine for data-loving geeks, since the forty-odd agencies that sit directly under City Hall’s control have long collected extensive records of their activity. City Hall officials were so proud of this data stash that when Bloomberg created his bullpen in City Hall, he installed computer screens on the walls, between the historic oil paintings, to display these beloved statistics. But there was one big catch: the data was held in dozens of different databases, since not only were the agencies separated from each other, but there were subdivisions within the agencies. The numbers as crazily fragmented as the people.

However, the kids used a database of properties known as “PLUTO” (the Primary Land Use Tax Lot Output)21 to isolate a subset of 640,000 houses in the New York district that were registered with City Hall to hold one to three families. Due to a peculiar quirk of New York law, the Fire Department was only allowed to inspect about half of these; the rest fell under the control of the Department of Buildings. However, the kids tracked through all the different—separate—records from the Fire and Building Departments for data about house fires and illegal conversion complaints. They also scoured the Department of Finance and Department of Investigations—separate bodies that dealt with tax and fraud respectively—for information about previous tax and mortgage defaults, and checked with the Building Department for a list of properties built before 1938. Finally they combined those data pools in a single statistical model. Slowly, a pattern emerged. Whenever all four of the risk factors cropped up together at an address, there was a dramatically higher incidence of house fires and illegal conversions, even if nobody had ever complained about problems. Or to put it another way, if you wanted to predict which houses were likely to be fire traps, the best clue came not from 311 calls or specific complaints about fires, but by combining disparate data on mortgage defaults, violation of building codes, data on the age of structures, and myriad indicators of neighborhood poverty.

So Flowers went to the Building Department inspectors, with the support of Goldsmith, and asked them to inspect the houses that were violating the building code and looked dangerous on the aggregated data. “At first they didn’t like this idea at all—they said we were nuts!” Flowers recalled. But eventually the Building Department backed down and used his data. The results were stunning. Traditionally, when the inspectors had looked at buildings, they had only uncovered actual problems in 13 percent of the places. With the new method, problems were uncovered 70 percent of the time.22 At a stroke—and without spending any more money—the fire detection process had become almost four times more effective.

Was that just a lucky fluke? The team tested the same technique with larger buildings. Initially, the results were poor. So Flowers dispatched some of his young data scientists out on the rounds with the inspectors again, and told them to do more on-the-ground research: was there something that made big buildings different from small buildings? Days passed without any clear clue. But then one of the data crunchers heard a veteran inspector remark by chance, as they drew up outside a large building: “This building is fine—just look at the brickwork!” The computer scientist asked why the brickwork mattered, and the inspector explained that years of inspections had shown that landlords who paid to install new bricks did not tolerate fire hazards. So the kids changed tack—and looked at some data on brick deliveries across New York, another unnoticed data pile in another corner of the New York bureaucracy. When that was plugged into the statistical map, the accuracy of their predictions surged. In isolation, those records about bricks were not revealing; joined up with other data points, it was dynamite.

Then the kids applied the same silo-busting approach elsewhere. Cigarettes were a case in point. In previous decades, the city had suffered a big problem with tobacco smuggling since cigarettes cost twice as much in New York as Virginia (due to tax) and the city only had fifty sheriffs to inspect 14,000 news dealers.23 But by cross-checking business licenses against tax fraud data, Flowers’s team dramatically increased the detection rates. They performed a similar trick with illegal sales of OxyContin, the oft-abused prescription drug. Since the city had thousands of pharmacies it had traditionally been hard to spot illegal OxyContin sales by random inspections. But after combining fragmented databases, Flowers’s team determined that just 1 percent of all the pharmacies accounted for around 24 percent of Medicaid reimbursements for the most potent types of OxyContin prescriptions.24 Detection rates soared.

The kids even dove into the unpleasant problem of “yellow grease” fat used in restaurant deep-fryers. There are an estimated 24,000 restaurants in New York, and many deep-fry their food. “Just think of those fries, spring rolls, whatever!” Flowers liked to say, pointing at his belly. Under New York law, restaurants are supposed to get rid of this grease by taking out contracts with a waste disposal company. However, many have traditionally flouted that law and just tipped the fat down manholes into the New York sewage system instead.

For years it had been almost impossible to prevent these illegal dumps, since the grease was usually thrown down the manholes late at night. But the skunkworks kids collected reports from the environmental department about yellow grease pollution, and compared it to separate pools of data on business licenses, tax returns, kitchen fires. They plotted out restaurants that had not applied for waste disposal licenses—and created a list of likely grease dumpers. Then the team approached a separate department of the City Hall bureaucracy that was trying to promote biodiesel recycling, and asked if they might collaborate with the health and safety inspectors, and the fire services, to persuade restaurants to stop dumping yellow grease into manholes, and sell it to recycling groups instead. “When the inspectors go into a restaurant now and find yellow grease dumps, they don’t just go in there and say: ‘Hey, knock it off! Pay us a $25,000 fine!’ ” Flowers later recalled. “Instead they say: ‘Don’t be dumb—get paid for getting rid of this stuff ! Sell it to the biodiesel companies! There is a whole industry out there that actually wants to buy yellow grease!’ ”

Indeed, the benefits of silo-busting were so obvious and powerful that Flowers often wondered why nobody had thought of it before. After all, statistical geeks have been using advanced data-sampling techniques for years, and are trained to look for correlations. Why had nobody tried combining the databases before? Flowers knew the answer to his own question even before he asked it: New York’s government was marred by so many silos that people could not see problems and opportunities that sat just before their noses. The story of the skunkworks, in other words, was not really a story about statistics. It was a tale about how we organize our lives, our data, our departments, our lives, and our minds. “Everything here is arranged in a fragmented way. It’s tough to join it all up. When you do, it’s obvious that you get much better outcomes,” Flowers observed.

“But somehow [this joined-up approach] doesn’t happen much. You just gotta ask: why?”

THE PARADOX OF AN INTERCONNECTED WORLD

The story of New York’s City Hall is not at all unusual. On the contrary, if you look around the world today, our twenty-first-century society is marked by a striking paradox. In some senses, we live in an age where the globe is more interlinked, as a common system, than ever before. The forces of globalization and technological change mean that news can flash across the planet at lightning speed. Digital supply chains link companies, consumers, and economies across the globe. Ideas—good and bad—spread easily. So do people, pandemics, and panics. When trades turn sour in a tiny corner of the financial markets, the global banking system can go topsy-turvy. We live, in short, in a world plagued by what the economist Ian Goldin has dubbed the “Butterfly Defect”: a system that is so tightly integrated that there is an ever-present threat of contagion.25 “The world has become a hum of interconnected voices and a hive of interlinked lives,” as Christine Lagarde, head of the International Monetary Fund, observes. “[This is a] breakneck pattern of integration and interconnectedness that defines our time.”26

But while the world is increasingly interlinked as a system, our lives remain fragmented. Many large organizations are divided, and then subdivided into numerous different departments, which often fail to talk to each other—let alone collaborate. People often live in separate mental and social “ghettos,” talking and coexisting only with people like us. In many countries, politics is polarized. Professions seem increasingly specialized, partly because technology keeps becoming more complex and sophisticated, and is only understood by a tiny pool of experts.

There are many ways to describe this sense of fragmentation: people have used words like “ghettos,” “buckets,” “tribes,” “boxes,” “stovepipes.” But the metaphor I find useful is “silo.” The roots of this come from the ancient Greek term siros, which literally means “corn pit.”27 Even today, the word retains that original sense: according to the Oxford English Dictionary,28 a silo is a “tall tower or pit on a farm used to store grain.”29 However, in the middle of the twentieth century, the Western military adopted the word to describe the underground chambers used to store guided missiles. Management consultants then imported the phrase to describe a “system, process, department, etc. that operates in isolation from others,” as the Oxford English Dictionary says. The word “silo” today is thus not just a noun, but can be employed as a verb (to silo) and adjective (silo-ized). And the crucial point to note is that the word “silo” does not just refer to a physical structure or organization (such as a department). It can also be a state of mind. Silos exist in structures. But they exist in our minds and social groups too. Silos breed tribalism. But they can also go hand in hand with tunnel vision.

This book is not “anti-silo.” It does not argue that silos are always bad, or that we should just issue a moratorium and “abolish all silos!” (Although that might sometimes seem tempting.) On the contrary, a starting point of this book is that the modern world needs silos, at least if you interpret that word to mean specialist departments, teams, and places. The reason is obvious: we live in such a complex world that humans need to create some structure to handle this complexity. Moreover, as the flood of data grows, alongside the scale of our organizations and complexity of technology, the need for organization is growing apace. The simplest way to create a sense of order is to put ideas, people, and data into separate spatial, social, and mental boxes. Specialization and expertise usually deliver progress. After all, as Adam Smith, the eighteenth-century economist, observed, societies and economies flourish when there is a division of labor.30 Without that division, life is far less efficient. If those 150,000 staff working in New York’s government were not organized into expert teams, there would be chaos. A dedicated team of trained firefighters is likely to be better at fighting fires than a random group of amateurs. Silos help us to tidy up the world, classify and arrange our lives, economies, and institutions. They encourage accountability.

But silos can also sometimes cause damage. People who are organized into specialist teams can end up fighting with each other, wasting resources. Isolated departments, or teams of experts, may fail to communicate, and thus overlook dangerous and costly risks. Fragmentation can create information bottlenecks and stifle innovation. Above all else, silos can create tunnel vision, or mental blindness, which causes people to do stupid things.

The world around us is littered with examples of this. One of the reasons the Great Financial Crisis of 2008 erupted, for example, was that the financial system was so fragmented that it was almost impossible for anyone to take an interconnected view of how risks were developing in the markets and banking world. Gigantic financial companies were split into so many different departments, or silos, the leaders who were supposed to be running the groups did not understand what their own traders were doing. But this is not just a problem affecting banks. In 2010, BP revealed that one of its rigs had suffered an explosion in the Gulf of Mexico. As oil spurted out into the sea, causing terrible pollution, recriminations flew around. Then, as investigators dug into the issues, a familiar pattern started to emerge: BP was a company beset by numerous bureaucratic silos, with technocratic geeks scurrying around in specialized fields. Though the oil company had a technical team monitoring safety, that group was not connected with the team that handled the day-to-day operations on the Macondo oil rig. Messages did not get passed across, or not until it was far too late.31

In the spring of 2014 General Motors admitted that some of its compact cars, such as the Chevrolet Cobalt and Pontiac G5, had been fitted with a faulty ignition switch that could flip from the “run” position to the “accessory” position while driving, cutting the engine power and disabling the airbags. The company admitted that some engineers had been aware of this fault since 2001 and had known that it would have cost a mere 90 cents per car to fix it. However, they had not changed the switch, even as people died in car crashes, because the information about the switches sat in one tiny, bureaucratic silo. Worse still, the engineers who handled the switches had minimal contact with the legal team that was worrying about reputational risk. General Motors, in other words, was a company that was riddled with silos—and where staff had little internal incentive to collaborate in a proactive way. Like the bankers, or the safety managers at BP, the individual teams protected their own interests, even when this threatened to damage the company as a whole.32 “We have to find a way to break these silos down,” Mary Barra, the newly appointed CEO, lamented to staff after the damning report came out.33

Similarly, when investigators dug into the reasons that the CIA and other intelligence services failed to foresee the threat posed by al Qaeda in 2001, they found a pattern where individual departments hoarded data and did not share it across the group.34 When reporters in Britain investigated why the National Health Service has made so many disastrous decisions over the procurement of IT systems between 2008 and 2011, it emerged—once again—that the managers who were ordering IT systems in one department had not consulted with anyone else.35 When there was an outcry over the computing glitches that dogged the launch of healthcare.gov, the insurance website that the administration of President Barack Obama launched in late 2013, a similar pattern emerged. Although individual computer experts working for the program had been aware that the website faced severe problems for a long time, their messages had not been passed across to the teams managing the political campaign. Nobody in the White House had fully understood what the specialist “geeks” were doing, because the work seemed so technical and complex.

Perhaps one of the most striking—and sad—examples of silos, however, emerged when the Obama administration launched a program in 2009 to offer homeowners help with their mortgages after the Great Financial Crisis. The theory behind the plan sounded sensible: the banks were supposed to offer struggling homeowners a reduction in the monthly mortgage payments if they met certain criteria (say, having a job). But there was a crucial, tragic catch: the financial companies were so fragmented in how they organized themselves that when some bank departments started trying to help a mortgage borrower by reducing their monthly payments, the team offering mortgage relief often failed to inform the department that was in charge of implementing foreclosures. That had terrible consequences. When the banks’ foreclosure teams saw that mortgage borrowers had reduced their payments, they sometimes assumed that the borrower had defaulted and seized the house. In those situations, instead of helping mortgage borrowers, the White House plan sometimes ended up harming them—because of the silos. “It was terrible,” Austan Goolsbee, a key Obama adviser, later explained. “No one imagined silos like that inside banks. The silos were so strong they did the exact opposite of what [everyone] expected. It was completely crazy.”


CULTURE VULTURES

So is there any way to avoid the “craziness”—or blindness—that silos can create? This book argues that the answer is: yes.

And in the pages that follow, you will read a series of stories that show both the perils and promise of silos, drawn from government, corporate, and nonprofit sectors. The narrative is divided into two parts. The first section covers three tales of individuals and institutions that have been overwhelmed by silos in slightly different ways. Chapter Two relates the story of Sony, a company that once enjoyed wild success, but then became so fragmented that it missed chances to innovate, triggering its decline. Chapter Three recounts the tale of UBS, a gigantic bank that was so beset with silos that the top managers completely failed to see that a timebomb was ticking inside its books, because some traders had been buying securities linked to subprime U.S. mortgages. Chapter Four explains how a sense of tunnel vision and tribalism among economists working in places such as the Bank of England and the Federal Reserve prevented bright people from seeing how the financial system was spinning out of control before 2008. In numerous professional fields and institutions, people become trapped by the silos they inherit, not just in terms of how organizations are structured but also, most importantly, how people think. What happened to the economics profession before 2008 illustrates that trend.

But the second part of the book is more optimistic, since it narrates the stories of some individuals and institutions who are trying to overcome silos in their minds, lives, and organizations. In Chapter Five, I tell the story of how one computer geek in Chicago embarked on a dramatic career change, jumping across professional silos in a manner that inspired him to launch a striking experiment inside the Chicago Police Department.

Chapter Six turns to Facebook, and explains how the social media company has tried to prevent itself from succumbing to the silo curse with some fascinating experiments in internal social engineering. This story can be read as a good counterexample to the tale of Sony, not least because the Facebook staff have developed their internal silo-busting experiments precisely because they did not want to end up in the same situation as Sony or other giants such as Microsoft.

Chapter Seven explains how doctors in Cleveland Clinic, the gigantic medical center, have tried to fight the curse of silos with another tactic: encouraging specialists to deliberately question how they classify the world, and imagine different taxonomies. Instead of just accepting the normal classification system in medicine, these doctors have turned their taxonomies upside down. In that sense then, the chapter is a good counterpoint to the story about the economics profession in Chapter Four, since one problem that beset economists (like most specialist professions) is that the experts did not examine how they mentally organized the world, but just assumed that their taxonomies were self-evidently correct.

Chapter Eight takes a different tack. It tells the story of how one hedge fund, BlueMountain Capital, has made money by taking advantage of the silos in the financial system around it. That illustrates a key point: one person’s silo can be another’s opportunity, and one institution’s loss can be another’s gain. The tale of BlueMountain, then, is a good counterpoint to the tale of UBS and other big banks, since it shows that individuals who are willing to take a joined-up view, or look at silos in perspective, can enjoy big advantages compared to rivals. Silo-busters can be innovative. They can sometimes spot new business opportunities. Savvy silo-busting investors can make money.

These stories are not meant to be comprehensive. I know there are innumerable other examples I could have chosen to illustrate the perils and pitfalls of silos. However, I focused on these particular eight tales to streamline the narrative and make it as easy as possible to follow. It is important to stress, though, that these narratives should not be read as fully finished tales of “success” or “failure,” but just as snapshots of stories that are still in progress. The perils associated with silos can never be permanently defeated. Mastering silos is a constant battle, because the world around us is constantly changing, pulling us in two directions. We need specialist, expert teams to function in a complex world. But we also need to have a joined-up, flexible vision of life. Mastering silos requires us to walk a narrow line between these two contradictory goals. It is hard.

So how do we deal with this challenge? One place to start is to recognize that silos exist and to think clearly about their effects. And I believe that a discipline that can help us to frame the analysis and debate is anthropology. This is not a field that normally springs to mind when people think about silos. On the contrary, when people have written about silos, they have usually done so by drawing on two bodies of research: management consultants, who offer advice on how institutions can organize themselves better; or psychologists, who study how our minds work. However, silos are fundamentally a cultural phenomenon. They arise because social groups and organizations have particular conventions about how to classify the world. Sometimes these classification systems are explicitly defined. New York’s City Hall has official, formal structures that stipulate how each department and team is organized and sits in relation to each other, in a hierarchy. However, the conventions that we use to classify the world are often not officially defined or spelled out. Instead, they arise out of a dense set of rules, traditions, and conventions that we have absorbed from our surroundings, often in an unthinking way. Many of the really important patterns we use to classify the world, in other words, are inherited from our culture. They exist at the borders of conscious thought and instinct. They seem natural to us, in the same way our culture appears “normal.” So much so, that we rarely even notice them at all, or even think about the fact that we have formal and informal classification systems that shape how we respond to the world.

However, cultural anthropologists do think about these classification systems—a great deal. That is because anthropologists know that the process of classification is fundamental to human culture; indeed, our taxonomies are our culture. Sometimes anthropologists study these cultural patterns in non-Western settings. Indeed, the anthropologists who are famous in popular culture today tend to be those who did their research in places that seem exotic to modern Westerners: people such as Margaret Mead (who studied youth and sexuality in the Samoan Islands), Franz Boas (Eskimos), Claude Lévi-Strauss (Amazonian myths), or Clifford Geertz (cock fighting rituals in Java), and so on. But not all anthropologists work in non-Western contexts. On the contrary, many modern anthropologists now work in complex industrial settings, too, where they also study the cultural patterns that shape twenty-first-century societies. “Anthropologists are culture-vultures; but not in the way this phrase is usually used,” as Stephen Hugh-Jones, a British anthropologist, explains. “For anthropologists ‘culture’ is not a matter of refinement of tastes or the intellectual side of civilization; it is the commonly-held ideas, beliefs and practices of any society of any kind.”36 In that sense, the discipline can help to shed light on how we classify the world, and why we create silos.

So before we turn to the stories of how some institutions have been mastered by silos, and mastered them, this book starts with a detour. Chapter One explains why anthropology can be useful in terms of making sense of the modern world—and its silos—by telling another story, that of Pierre Bourdieu, a French anthropologist-cum-sociologist. Bourdieu started his life doing research in Algeria during the horrors of the Algerian Civil War. But he later switched tack and did a series of provocative analyses of modern France and other aspects of the Western world. At first glance, this may not seem to be obviously connected to the tales that I relate in this book about complex institutions. (And if readers just wish to read about tales of institutional failure or success they should skip this part and go straight to Chapter Two.) But Bourdieu’s research illustrates some of the defining traits of cultural anthropology and shows why using an anthropological lens can be useful, irrespective of whether you define yourself as an “anthropologist.” Even—or especially—in places such as New York’s City Hall, UBS, the Bank of England, or Sony.



PART ONE

SILOS



1

THE NONDANCERS

How Anthropology Can Illuminate Silos

“Every established order tends to make its own entirely arbitrary system seem entirely natural.”

—Pierre Bourdieu1

IT WAS A DARK WINTER’S evening in 1959 in Béarn, a tiny village in a remote corner of South West France. In a brightly lit hall, a Christmas dance was under way. Dozens of young men and women were gyrating to 1950s jive music. The women wore full skirts that swirled around them, the men sharp, close-cut suits.2 On the edge of the crowd, Pierre Bourdieu, a Frenchman in his thirties with an intense, craggy face, stood watching, taking photographs and careful mental notes. In some senses, he was at “home” in that dancehall: he had grown up in the valley many years earlier, the son of peasants, and spoke Gascon, a local dialect of French that was impossible for Parisians to understand. But in other senses, Bourdieu was an outsider: as a precociously brilliant child, he had left the village two decades earlier on a scholarship, and studied at an elite university in Paris. Then he traveled to Algeria, serving as a soldier in the brutal civil war, before becoming an academic.

That gave him an odd insider-outsider status. He knew the dancers’ world well, but he was no longer merely a creature of this tiny environment. He could imagine a universe beyond Béarn and a different way of arranging a dance. And when he looked around at that hall, with that insider-outsider vision, he could see something to which his own friends were blind. In the center of the hall, there was light and action: the dancers were doing the jive. That was the only thing that the villagers wanted to watch, or would ever remember from that night. Dance halls, after all, are supposed to be all about dancing. But “standing at the edge of the dancing area, forming a dark mass, a group of older men look[ed] on in silence,” as Bourdieu later wrote. “All aged about thirty, they wear berets and unfashionably cut dark suits. As if drawn in by the temptation to join the dance, they move forward, narrowing the space left for the dancers . . . but do not dance.”3 That part of the hall was not what people were supposed to watch; it was being ignored. But it was nevertheless present, as much as the dancers. “There they all are, all the bachelors!” Bourdieu observed. The people in that hall had somehow divided themselves and classified each other into two camps. There were dancers and non-dancers.

But why had that separation occurred? Bourdieu had received a clue to the answer a few days earlier, when he met up with an old school friend. At one point, the man had produced an ancient prewar photo, depicting their classmates as children. “My fellow pupil, by then a low-ranking clerk in the neighbouring town, commented on [the photo], pitilessly intoning ‘un-marriageable!’ with reference to almost half [the pictures],”4 Bourdieu wrote. It was not intended as an insult, but as a description. Numerous men in the village were finding it impossible to find wives, because they had become unattractive—at least as culturally defined by local women.

This “unmarriageable” problem reflected radical economic change. Until the early twentieth century, most of the families around Béarn were farmers, and their eldest sons were typically the most powerful and wealthy men, as they inherited the farms according to local tradition. Eldest sons were thus considered catches for local women, particularly compared to the younger sons who often had to leave the land in search of a living. But in postwar France, the pattern had changed: agriculture was declining and the men who could leave the farms were seeking better paid jobs in town. Many young women were moving to the cities in search of work. The older sons, who were tethered by tradition to the farms, were being left behind. On a day-to-day basis, the villagers did not articulate that distinction. But the classification system was constantly being expressed and reinforced in a host of tiny, seemingly mundane, cultural symbols that had come to seem natural. To the villagers in Béarn it seemed obvious that 1950s jive music, full skirts and tight male suits, were a cool, urban phenomenon; if you could dance, that signaled that you were part of the modern world, and therefore marriageable.

What really intrigued Bourdieu, though, was not just why this economic change had occurred, but why anyone accepted this classification system and the unspoken cultural norms. This distinction between marriageable and unmarriageable men—or people who could or could not jive—had not been imposed in any formal manner. Nobody had conducted a public debate on the matter. There were no official rules in 1950s France that banned farmers from doing the jive or stopped them from learning the dance steps, buying a few suits, and just jumping into the ring. But somehow those men were banning themselves: they had voluntarily placed themselves in a social category that indicated they “could not dance.” And the implications for those men were heartbreaking. “I think of an old school friend, whose almost feminine tact and refinement endeared him to me,” Bourdieu observed, noting that his friend “had chalked on the stable door the birthdates of his mares and the girls’ names he had given them” as a sad protest against his “unmarriageable” state and lonely life.5

So why didn’t the men protest against their tragic state? Why not just start dancing? And why didn’t the girls realize that they were ignoring half the men? Why, in fact, do any human beings accept the classification systems we inherit from our surroundings? Especially when these social norms and categories are potentially damaging?

A POSTWAR DANCE HALL in Béarn lies a long way from Bloomberg’s City Hall, in terms of geography and culture. Marriage strategies do not have much in common with banks. But in another sense, French peasants and New York bureaucrats are inextricably linked. What these two worlds share in common—along with every society that anthropologists have ever studied—is a tendency to use formal and informal classification systems and cultural rules to sort the world into groups and silos. Sometimes we do this in a formal manner, with diagrams and explicit rules. But we often do it amid thousands of tiny, seemingly irrelevant cultural traditions, rules, symbols, and signals that we barely notice because they are so deeply ingrained in our environment and psyche. Indeed, these cultural norms are so woven into the fabric of our daily lives that they make the classification system we use seem so natural and inevitable that we rarely think about it at all.

Insofar as anyone can tell, this process of classification is an intrinsic part of being human. It is one of the things that separate us from animals. There is a good reason for that: on a day-to-day basis, we are all surrounded by so much complexity that our brains could not think or interact if we were could not create some order by classifying the world into manageable chunks. The seemingly trivial issue of telephone numbers helps to illustrates this. Back in the 1950s, a psychology professor at Harvard named George Miller studied how short-term memory worked among people who operated telegraph systems and telephones. This research showed that there is a natural limit to how many pieces of data a human brain can remember when it is shown a list of digits or letters.6 Miller believed that this natural limit ranged between five and nine data points, but the average was “the magic number seven.” Other psychologists subsequently suggested it is nearer to four. Either way, his conclusion also contained a crucial caveat: if the brain learns to “chunk” data, by sorting it into groups—akin to the process of creating a mental filing cabinet—more information can be retained. Thus if we visualize numbers as chunks of digits we retain them, but not if they are a single unbroken series of numbers. “A man just beginning to learn radiotelegraphic code hears each dit and dah as a separate chunk. [But] soon he is able to organize these sounds into letters and then he can deal with the letters as chunks . . . [then] as words, which are still larger chunks, and [then] he begins to hear whole phrases,”7 Miller explained. “Recoding is an extremely powerful weapon for increasing the amount of information that we can deal with.”

This process applies to longer-term memory too. Psychologists have noted that our brains often operate with so-called mnemonics, or mental markers, which enable us to group together our ideas and memories on certain topics to make them easy to remember. This is the neurological equivalent, as it were, of creating files of ideas inside an old-fashioned filing cabinet, with colorful, easy-to-see (and remember) labels on the topic. Sometimes this processing of clustering is conscious. More often it is not, as the psychologist Daniel Kahneman has noted.8 Either way clustering ideas into bundles enables us to create order and arrange our thoughts. “You can’t think or make decisions, let alone create new ideas . . . without using a range of mental models to simplify things,” argue Luc de Brabandere and Alan Iny, two management consultants. “Nobody can deal with the many complicated aspects of real life without first placing things in such boxes.”9

This need to classify the world, however, does not just apply to our internal mental processes. Social interaction requires shared classification systems too. This, after all, is what a language is at its core: namely a commonly held agreement between people about what verbal sounds will represent which buckets of ideas. However, societies or social groups have cultural norms too, which shape how people use space, interact with each other, behave, and think. A crucial part of those shared social norms—if not the central element of a “culture”—is a commonly held set of ideas about how to classify the world, and impose a sense of order. Just as our brains need to classify the world to enable us to think, societies need to have a shared taxonomy to function. Back in the seventeenth century, the French philosopher René Descartes observed “I think, therefore I am” (or, to cite what he actually wrote in Latin and French respectively, “cogito ergo sum,” or “je pense, donc je suis”).10
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