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FOREWORD

by Howard H. Stevenson

Serafim-Rock Professor of Business Administration

Harvard Business School





I remember very well the first time I talked to Bob Reiss. It was in 1983, shortly after I had returned to the Harvard Business School to help build a new faculty group focused on entrepreneurship. Somehow, Bob heard about the effort, and called me up.

“I’m glad the School is finally doing something about entrepreneurship,” Bob said in so many words. “Come see me next time you’re in New York.”

So I did, and I wasn’t disappointed. He greeted me warmly in the spartan offices of R&R, and within a few minutes was regaling me with a fascinating story about a recent adventure he and his company had gone through. Quickly, that story turned into a case, and that case is included as an appendix to this book. I’ve written lots of cases, but none was easier than “the R&R Case.”

For many years thereafter, I used “R&R” as the subject of the first class session in my entrepreneurship courses. It was almost always a lively class. “Risky business, this fad-game business, right?” I’d ask my class. Yes, most people agreed; very risky. “So, if it’s so risky,” I’d continue, “who took all the risks?” Suddenly, my class had trouble finding the risks. “Hey,” I’d ask next,“where did all those risks go?”

Bob’s special genius, my students gradually came to realize, was in getting a whole basket of contingent commitments lined up. When the last one fell into place, there literally was no risk.

I would usually go on to describe a managerial spectrum, which had what I called entrepreneurs at one end, and managers at the other. Entrepreneurs, I suggested, were opportunity-driven. They used few resources—and when they did, they tended to be other people’s resources. They committed quickly, and in small increments. They rewarded people for the value they created.

Bob embodied all of those traits. In fact, he practically anchored the entrepreneurial end of the spectrum, and his example helped me think through what distinguished entrepreneurial management from other kinds of management. If Bob was doing it, it was almost certainly entrepreneurial.

Those traits shine through the pages of this book. So do many of the other characteristics that make Bob a fun person to know, and distinguish him from the run-of-the-mill business person. For example: Many people in business tend to divide things into either cooperation or competition. But in business, as in most things in life, you’re both competing and cooperating. In Low Risk, High Reward, Bob shows how to do both. He emphasizes the satisfaction of “getting your share of the pie”—but also the importance of making the pie bigger.

And by the way, Bob extends that prescription all the way to the end customer. He reminds us that success lies in delivering value to the customer. At the same time, Bob’s book is an antidote to all the business books on the market today that argue for a passionate, single-minded dedication to one thing or another. The customer is very important, says Bob. So is the product. So is the order. So is the reorder.

That’s one of the things I noticed first about this book, in an early draft. Most authors of business books (who tend to be either professors or consultants) try very hard to boil things down to “seven key points” or “six good habits” or some other small collection of precepts. Bob is a business person, who operates in the real world. His lists never have fewer than a dozen or two key ideas—and sometimes many more. The real world, Bob reminds us, is very complicated.

Another thing that Bob reminds us of—and it’s one reason why I gave the manuscript to my daughter to read—is that entrepreneurship is not about having the great idea. It’s about having at least a pretty good idea, and executing it with skill and passion. It’s about the million details you have to get right if you want to have the right people work with you, successfully. I noted with interest the emphasis that Bob places on relationship building. As noted, he makes the pie bigger for everybody. He doesn’t burn bridges. He can call again (and people will be glad to hear from him).

I believe we should teach Bob’s approach to financial analysis at the Harvard Business School. What are the numbers that you have to watch, and how often do you have to watch them? For the founder and grower of a business, Bob’s chapter on numeracy alone is worth the price of the book.

In fact, there’s a great deal in Bob’s experience—colorful and unusual as it has been—that turns out to have universal appeal and importance. Maybe you won’t have your wristwatches “knocked off,” as Bob did. But the minute you have a good idea, someone out there is going to figure out how to make it cheaper, better, and faster. Are you prepared to respond? Bob tells you how.

And maybe you won’t use a manufacturer’s representative (as Bob often did, and which he sometimes was himself). But if you make a product, you will almost certainly be distributing through channels that you don’t control yourself. Do you know how to create incentives for all the people in that supply chain? Bob has lots of good ideas for you.

I couldn’t be happier that Low Risk, High Reward makes Bob’s ideas and example accessible to a new and broader audience. I hope that the many people who’ve always wanted to start a business will buy this book, read it, and—if they decide entrepreneurship is for them—take the plunge with Bob’s help. And I hope that those entrepreneurs who are already in business will dip into this book for help, new ideas, encouragement, and a timely pat on the back.

Entrepreneurship is a strange and exciting road, and Bob Reiss is one of my favorite tour guides.






INTRODUCTION

This is a book for people interested in entrepreneurship.

But that’s not specific enough. If you look at the magazine stands, or tune in to CNBC, or visit either your local neighborhood bookstore or your favorite business-related Web site, everybody is interested in entrepreneurship.

So, let me be more specific. This is a book for people who want to start or buy a business and who want to run that business in a way that generates relatively high rewards with relatively low risks. It’s a book for people who already own a small business, and want to push that business up to the next level of success. To some extent, it’s for those people in the ranks of corporate America who have the entrepreneurial bug, and want to break out and go their own way. And finally, it’s a book for people who think they might want to go into business for themselves, and want to know more about the day-to-day reality of working for yourself. Who does it? Is it better than the alternatives?

Although I’ll necessarily be presenting some of the basics, my emphasis will tend to be on the things they don’t teach in school. My emphasis, too, will be on things with which I’ve had a lot of personal experience. As a result, certain kinds of topics (e.g., marketing) get more attention than other kinds of topics (e.g., manufacturing). Again, this reflects both my experiences and my biases.

Where did this book come from? An interesting thing happened to me when (in 1985) I became the subject of a Harvard Business School case study. (That case is reprinted as Appendix 3 in this book.) I started thinking about how I was living life, and doing business. Not that I hadn’t been aware of what I was doing in the previous thirty years or so. Yes, I had plans, but they were mostly in my head. (I never had a written business plan. I think they’re highly overrated—except that you usually need one to raise money.) But now, as I talked with smart people about the particular way that I had tried to do business, I found myself forced to be a little more articulate on that subject.

This was reinforced when the Wall Street Journal wrote an article about some of my exploits, which the Journal writer seemed to think were interesting. It was reinforced again each time I saw the Harvard Business School case on my company taught to a group of undergraduate or graduate students.

Pretty soon I found myself wanting to find out more about how other people looked at their business careers. I read books and articles by people who had done interesting things. I sought out certain people at trade shows and conventions. I found good pretexts to call people on the phone and pick their brains about their particular approach to entrepreneurship.

When the Free Press asked me in 1997 to put my ideas into book form, I realized that this was a perfect opportunity to go public with all this snooping. I bought a tape recorder, made a new list of “targets,” and asked for the opportunity to talk to a group of entrepreneurs in all kinds of industries. To my surprise, almost every one of them agreed to be interviewed. Most of them were extremely generous with their time, and amazingly candid about their businesses. I also did a formal survey of salespeople, many with years of experience in their respective fields. With their permission, I have used their stories to illustrate themes throughout this book.

Finally, about a year ago, I started getting systematic about my approach to my “guest shots” at colleges and graduate schools. Rather than simply asking for feedback on my teaching, I started asking students to fill out a questionnaire. This survey was designed to help me understand more about how young people look at business in general, and entrepreneurship in particular. The results have been revealing; and they, too, are built into the chapters that follow.

In setting out to write this book, I resolved to make it as practical as possible. I have nothing against theoretical approaches to business problems. Good theories eventually lead to good business practices. But most of the time, entrepreneurs have to act, quickly, taking advantage of opportunities that may be short-lived. I believe in the power of intuitive thinking. If you understand a problem intuitively, you usually can get to the right answer without ever solving that problem intellectually.

Let me emphasize the “low risk” part of this book’s title. I’m nothing less than a missionary on this subject. I believe that in most business situations, risk can be managed. Not eliminated—nothing in life is certain—but managed in ways that will definitely increase your odds for success.

Contrary to popular belief, entrepreneurs don’t like risk. They don’t get up in the morning and go looking for it. In fact, they do what they can to anticipate it, minimize it, offset it, circumscribe it—pick your favorite appropriate verb. This doesn’t mean that you don’t take risks, or that you don’t make mistakes. You’d better! (The fear of mistakes is one virus that is deadly to creativity.) But it means that you take risks that you’ve built some firewalls around.

Low risk with high reward: Does this sound like a pipe dream? Well, I think I can persuade you it’s not. As a forty-year veteran of the entrepreneurial trenches, I think I have a set of skills, ideas, and experiences that add up to low-risk, high-reward (LRHR) entrepreneurship. They’re neither hard to learn, nor hard to use once you’ve learned them. The best evidence for that is me.

But let’s figure out first who you are. There are several key audiences I’m writing for in this book. If you’re in one of these audiences, then keep reading. If you’re not, then wrap this book up as handsomely as you can, write a nice card, and give it to that friend of yours who’s always making noises about how he or she is definitely going to get into business someday.

WHO AM I WRITING FOR?

The first audience is people who are already decision makers in their own businesses, and are looking for ways to make those businesses work smarter. That’s a key message in this book: Working smart can be even more important than working hard.

A second audience is those people who currently work for large companies, but would like to find a way to get out off the 9-to-5, forty-years-and-a-pension treadmill. Have you always felt a little bit out of place in that big, slow-moving, intensely political company? Do you suspect you may be laid off, despite the fact that you’ve done a great job for your company? Are you reaching the nasty conclusion that there are no more promotions coming your way because you’re not political enough, or won’t go along with questionable practices, or don’t have the right color skin, or are of the “wrong” gender, or didn’t go to the right school?

Are you underappreciated? Underpaid? Have you ever wondered if you could have more fun while making a living?

A third audience is closely related to the second. I call these people the “closet entrepreneurs.” They can be found in many places—law firms, medical offices, and other professional settings, as well as business settings. These people aren’t necessarily unhappy where they are, but for one reason or another, they yearn to be their own boss. In some cases, they want to prove something to themselves. In other cases, they are convinced they could make more money. By and large, they lack the know-how or the self-confidence to proceed—or even openly acknowledge their dream.

A fourth audience is young people who are currently in school—high school, college, or graduate school. Some of you may have had little or no exposure to business and can only wonder what it’s all about. Others of you may have several years of work experience behind you, may have studied at a leading business school, and may even have investigated what it takes to start your own company.

Maybe you’re even farther down this road. Maybe you’ve already got an absolutely great idea for a business, you’ve got access to some start-up capital, and you’re ready to work your tail off. Be advised, however, that most successful businesses don’t grow out of a “great idea.” Most grow out of a more or less mundane idea—but one that is made or marketed a little bit better than all the competing ideas out there. Don’t wait for lightning to strike!

Also be advised that the act of creating a business doesn’t make you an entrepreneur. We’ll return to this idea in the next section, when I define entrepreneurship.

Every year, I meet and speak with hundreds of students, ranging from undergraduates to MBAs-in-training to participants in executive education programs. My perspective is not an academic one, though. In fact, I think some of my professor hosts see me as some sort of exotic species, brought in to illustrate the fact that entrepreneurship can come in many packages. I’m glad to help make that point, since I think it’s true.

A final audience for this book are the future leaders of entrepreneurial businesses. Maybe you’re formally or informally in a line of succession at a good and growing company. Or maybe you’re a prospective heir to a family business. In either case, you’re in a special situation. You may well be slotted to take over someday, but take it from me: You’ll still have to earn your stripes. You’ll have to demonstrate to those around you that you’re the right person for the job. The best way to do this is to chart an effective path for the company, and then implement that plan effectively. Many of the ideas in this book should serve you well in those difficult tasks.

WHAT’S “ENTREPRENEURSHIP”?

This is the easiest section of the book for me to write, because I can borrow it almost entirely from Howard Stevenson, who largely invented the Entrepreneurship faculty group at the Harvard Business School (and was kind enough to write a foreword for this book).

Professor Stevenson, himself a very successful entrepreneur, has spent almost two decades trying to make a respectable academic field out of a subject that academicians used to avoid like the plague. Before Howard and a few colleagues at other schools tackled the subject, entrepreneurship was not something that a self-respecting scholar would take on. It was barely “teachable,” let alone “researchable.” Yes, there were certainly lots of people out there who were starting and growing a wide variety of businesses; and yes, colleges showed a lot of interest in those guys (and more recently, gals) when it came time for fund raising. But no one could define entrepreneurship in a way that was useful for knowledge building.

It was not so long ago that entrepreneurs were described in such unflattering terms as: shiftless, unfocused, shady, money-hungry, misfits, sharks, quick-buck artists, unreliable, shoot-from-the-hip operators, and so on. The focus was all on the personality and character of the individual—and in my opinion, badly misinformed.

What Howard did was to define a way of thinking, rather than a personality type. He said that entrepreneurship is a set of behaviors. He distinguished entrepreneurs (who are opportunity-driven) from managers (who are resource-driven). The entrepreneur tends to use other people’s resources to pursue opportunities that would otherwise stay out of reach. The manager, starting from a corporate resource base, focuses on trying to find ways to protect corporate assets, and to meet profit, sales, return on investment, or other goals imposed from above, or by the stock market.

Howard didn’t say one was good and one was bad—just that they were different in fundamental ways. I agree.

A key feature of Howard’s definition is that it is a pretty wide open, even welcoming idea. In other words, you don’t have to be born with certain personality traits to succeed as an entrepreneur. You just have to act in certain ways. Or, if you can’t act that way yourself—for example, if you’re not likely to be a great salesperson—you have to be good at understanding and supporting that function. If you had to possess a certain gene sequence to be an entrepreneur, there’d be no reason to go to business school or to read this book. You’d either have it or you wouldn’t.

But it doesn’t work that way. So, let me adopt Howard’s definition of entrepreneurship, with a few little amendments of my own. I think that entrepreneurship is the recognition and pursuit of opportunity without regard to the resources you currently control, with confidence that you can succeed, with the flexibility to change course as necessary, and with the will to rebound from setbacks.

Throughout this book, I’ll argue that entrepreneurship is all about flexibility. Flexibility is one asset that a small company almost always has more of than a large company. So flexibility and opportunism are key. And flexibility is important on the individual, as well as the corporate, level. Entrepreneurship is about competitive people who can withstand adversity, and recover from—and learn from—failure, on their way to success.

WHAT’S IN THIS BOOK?

So, what’s in this book? I’ve divided my ideas into ten chapters and four appendices. All of them consider various aspects of starting and growing a business. All of them also sound the general theme of managing and minimizing risk, while maximizing profit.

Chapter 1 contains a summary of the skills and attributes that I think are important for the individual entrepreneur to develop. These include creativity, flexibility, salesmanship, passion, a hunger for knowledge, the ability to build trust, integrity, and so on.

So far in this introduction, I’ve stressed flexibility, even including it in my definition of entrepreneurship. Now I’m going to make the point that there are some things—like integrity—where flexibility works against the entrepreneur. Don’t give people out there the idea that you’ll give up your personal integrity just to close a deal. Don’t compromise core values!

This is as good a place as any to make a point that maybe I should have made earlier. My goal in all of this is to give you new things to think about, or maybe new ways of thinking about things you’re already involved in. I certainly don’t think that my way is the only way of doing things. (Indeed, “my way” of doing things has changed over the years, and I hope it will keep changing.) That’s one reason why I’ve tried to pick the brains of so many smart people out there, ranging from students to experienced entrepreneurs and salespeople.

Chapter 2 puts a spotlight on one more skill set that’s absolutely vital to the LRHR entrepreneur: the ability to understand and use numbers. I call this numeracy: the numbers equivalent of literacy. Chapter 3 focuses specifically on risk: how to spot it, manage it, and—in as many cases as possible—reduce it. Chapter 4 is a short chapter focused on a big topic: the idea. If businesses are founded on ideas, where do ideas come from?

The next chapter, chapter 5, is about getting the company started, a task that seems to frustrate many would-be entrepreneurs. How do you start? Where does the money come from? How do you find and grow the right people? How do you keep track of the numbers? Above all, how do you manage risk—avoiding it, reducing it, sharing it, staging it, eliminating it, accepting it, and evaluating it against potential rewards?

Chapter 6 is about building your business. How big? That depends in part on what you want. I’ll confess in advance that I’m not the world’s best authority on growing a large company. I never wanted to grow one of those. But I have included lots of good ideas from people who have created successful enterprises, and I hope this will give you at least an introductory road map to growing that Really Big Company.

Products are the focus of chapter 7. I may not love huge companies, but I do love products. I love developing them, introducing them, defending them against other people’s knockoffs, knocking off my products before somebody else does, pulling the plug on them, and so on. Believe me: There are few, if any, processes in business that will give you more of a kick than getting an idea for a product, making that product come to life, and then seeing it on retail counters across the country—or in some cases, around the world.

My own experience has been in consumer goods, games, and novelties, beginning with personalized pencils and continuing through games that require either mental or physical dexterity, or both. But I’ve tried hard to complement my own experiences with those of people in other sectors, so—in addition to ideas based on selling magic kits and Rubik’s Cubes—you’ll learn lessons derived from more typical products.

Chapter 8 is about getting the order. You’re not in business until you get an order. This is the process of “selling in” to businesses, or to some sort of distribution chain. For most of my own business career, this has meant selling into a retailer network, but these same ideas apply when you’re selling, either to businesses or direct to the consumer.

But selling, as we’ll see in later chapters, is getting harder. With the continuing and accelerating consolidation of the retail sector—companies going out of business or gobbling each other up—the power of the remaining retailers has increased to such an extent that there is a real imbalance of power in the market today. (The retailer—the buyer—holds a lot more cards than the seller.) They often use this leverage mercilessly.

Some people say that the Internet will be the death of retail as traditionally practiced. If and when this happens, my guess is that not everyone will be sad. Meanwhile, we entrepreneurs have to know how to mitigate the power of the retailers. We need to get orders at a profit, and minimize the risks that dealing with retailers pose. We need to know how to get in to see these characters, how to sell to them, how to use manufacturers’ reps, how to license products, how to use advertising and public relations and other marketing gambits, and so on, and so on.

Or even smarter: Let’s figure out some way to do an end run around the traditional retailer. Can we go direct to the consumer? Can we sell to the direct response industry, which in turn will sell to the consumer without all the baggage that comes with a store?

I don’t mean to imply that all retailers are dangerous, of course. There are many niche retailers, with whom it pays off to build long-term relationships. I am raising the caution flag, however, when it comes to dealing with the largest and most powerful retailers. They’ve got the leverage; you probably don’t.

Next comes a chapter (chapter 9) about the reorder. I’m making an explicit distinction between your first wave of orders and your second. You can’t get into business without your initial order; you can’t stay in business without that all-important reorder. This is “selling through,” which is the necessary complement to selling in. Again, I look at advertising, PR, and marketing. I also look at building an appropriate infrastructure, building relationships, building trust across a spectrum of institutions, dealing with the problems (and opportunities) of knockoffs, and so on.

Finally, in chapter 10, you’ll find lots of ideas about you and your company, and about success and failure. (Most important: you get to define them both.) I provide a kind of running counterpoint between individual and corporate lessons. What happens to your company when it succeeds? (What happens to you?) What happens to your company when it fails? (What happens to you?) Should you go public? If so, when and how? If you build a corporate juggernaut, will you be happy catering to analysts and stockholders?

If not, will you resign? Then what will you do? My personal vision of purgatory is endless cocktails on the beautiful patio alongside the tenth fairway under an eternally blue sky, with tanned folks in pastel shorts playing through, complaining about the dog-leg on Nine. Let me keep working, and learning, please!

WHAT’S IMPORTANT?

To me, money and the trappings of power are only moderately important. Having enough money means that my car will start on cold mornings, that my shoes won’t hurt my feet, that I don’t have to check any particular bottom line on any given day of the week (stock listings, the price of gold, or whatever). Having enough money means that I’m able—within reason—to respond to my kids’ pleeezes for the cash to buy tickets for some upcoming totally awesome event.

Having power is basically an extension of having money. When the last flight out gets canceled, I don’t have to sleep in the airport lounge. When I call somebody powerful, they (may) call me back.

To me, what is important in life are things like trust, balance, satisfaction, family, love, happiness, self-esteem, and helping others. What’s great about entrepreneurship is that, done right, it’s been an effective way for me to get to some of those things that are important. And getting to some of those things—for example, trust—has in turn made being a good entrepreneur easier.

I think I’ve been lucky in life, and lots of people have been very generous to me. I want to repay those debts. This inclination—and probably the strange process of getting older—has led me into teaching. Increasingly, being a good teacher is important to me. I enjoy my sessions as a diamond in the rough at business schools. I’ve enjoyed sharing what I’ve learned with my interview subjects, almost as much as I’ve enjoyed learning from them. I’ve enjoyed writing this book, although it’s a hell of a lot easier to start a company than to write a book.

When I read a book, I try to take away at least one actionable idea from it. Now I’m the author, and of course, I want to excel at being an author. So I hope that those of you who are already in business can take away at least two actionable ideas that will help make your business stronger. Or maybe even more than two.

And if I can persuade even a few young people to engage in low-risk, high-reward entrepreneurship—bright young people who might otherwise have gone into some less happy calling—I will have done something worthwhile.
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ATTRIBUTES AND SKILLS FOR

LOW-RISK, HIGH-REWARD

ENTREPRENEURSHIP





The formal academic studies I’ve read indicate that there is no one, definitive profile of the “successful entrepreneur.” My own experiences and observations confirm this conclusion. Entrepreneurs come in all kinds of packages. Gender, age, income, educational background, race, geography, personality, experience: nothing seems to rule people out, or rule people in.

So, we can’t program or genetically engineer the perfect entrepreneur. But based on my experience, observations, and interviews, I’d like to propose a collection of attributes and skills that I think most successful entrepreneurs tend to have, in greater or lesser amounts. This list may be helpful to you as you decide whether you should take the plunge and go into your own business. Or it may be helpful to you as you decide whether to partner with a particular individual, or invest in a new enterprise that seems to have certain skills. Finally, if you’re already in business, it may help you think about yourself in a slightly different way.

As you read through these attributes and skills, don’t be too hard on yourself or your associates. If you (or they) lack something, there’s plenty of room for hope. Attributes are sometimes inherited, but they can also be cultivated. Skills are the result of determination, hard work, and continuous learning. If you lack a skill today, you can probably pick it up quickly enough—if you decide that you really need it for success in your business.

Two more cautions: First, attributes and skills alone don’t make a business. There are many, many other factors that come into play, including the right idea, good timing, great implementation, adequate resources, and, yes—sometimes a little luck. (We’ll review all of these other building blocks in subsequent sections of the book.) And second, these are my own opinions, which are derived from a particular set of experiences. If you think you’ve got a different set of skills and attributes that will set you up for entrepreneurial success, hey—prove me wrong!

Meanwhile, I’ll focus on the attributes and skills that have proved themselves in my eyes.

TEN ATTRIBUTES

Attributes are personal qualities. They may be innate, or they may lend themselves to being cultivated, and this may vary from individual to individual. I’ll let you decide which is which, in your case.

You may decide you lack one or more of these attributes, or you may decide you’ve got way too much of one of them. Having just the right amount of one of these qualities may be your personal “strong suit.” But lacking one isn’t necessarily a killer. If you think you come up short in one or more, figure out whether there’s some way to compensate for that shortfall.

1. Passion

If you, as the person heading the venture, don’t have a strong passion for the idea, the company, or the great things that this company makes possible for you and other people, you’re dragging a huge anchor. Why should anyone else believe in you, and invest in you, if you don’t believe in yourself?

Passion is the best way to get investors, employees, customers, and suppliers to buy into your vision. It’s the ultimate sales tool. The enthusiasm generated by your passion is contagious. People who are exposed to your passion are far more likely to want you to succeed than if they read your prospectus—no matter how good the numbers look on that prospectus.

Passion can make up for many shortcomings. For example: Young people with plenty of passion can overcome their almost unavoidable lack of experience. Senior people with relevant experience are far more likely to want to mentor you if they detect a lot of passion in you.

Passion is a highly personal thing. It can have both positive and negative elements. “For me,” admits Dennis Boyer, the former head of Brothers Gourmet Coffee, “it was more than being inspired by an idea. The idea of being free to create my own workplace, to invent my own products and services, to satisfy more fully every customer, and to help other people live fresh careers—these ideas were no doubt inspirational. But just as forceful was the reality that, damn it, I’m hungry. I don’t want to ever be poor again. I don’t want to live my life working for others, or in fear of arbitrary supervisors and managers.”

I recently met a wonderful young woman, Amy Love, in one of the Harvard Business School classes I sat in on. She was about to launch a new, women-oriented sports magazine. If you know anything about the magazine business, you know that new launches have a spectacularly high failure rate. Between January and June 1998, according to USA Today, almost 600 new magazines were launched. There’s only so much room on the shelves. New magazines need to push old magazines off the shelves to have a chance—no easy task in itself. Then they have to succeed quickly, or be pushed off the shelves themselves. This is a tough business!

Amy’s business plan was very solid and thorough, but so were the plans for all those magazines that have failed over the years. But it was Amy’s belief in herself that ultimately convinced me and a few other individuals to invest in her proposal. She was confident enough about her plan, by the way, to offer to personally guarantee any “seed” investments she got.

Not everybody gets won over by passion, of course; I later learned that some hard-nosed venture capitalists, skeptical about yet another magazine venture, chose not to invest at that time. But I also heard that they were impressed by Amy’s heartfelt salesmanship, and intend to listen hard when she comes up for her next round of financing.

Passion gets you off the ground, and it helps sustain you when you hit the rocky periods that are sure to come. In later chapters, we’ll talk about the critical importance of orders and reorders, all of which are at least in part dependent on good salesmanship—which in turn is dependent on your passionate belief in your product and your company. And guess what? Success creates the need for more passion, not less passion, because your success is surely going to engender competition. If you get complacent as new, hungry, passionate competitors enter your market, watch out!

What do you do if you’re not passionate about your idea? I’d say, Get a new idea. You’re going to be living with this thing around the clock for more months and years than you’d care to admit. If you can’t love it, for goodness’ sake, don’t live with it! You won’t fool anybody, starting with yourself. Your lack of passion will come ringing through in the ears of all your crucial constituencies, and may short-circuit your enterprise before it starts.

What do you do if your passion starts to flag a little bit? Go find an inspirational well and drink deeply from it. I recently read a story in Tennis magazine about Mark Philippoussis, one of the great young Australian tennis players who burst on the tennis scene in the 1990s. At one point, Philippoussis got down on himself, and seemed to lose interest in competing at the highest levels of the tennis world. His coach contacted Monica Seles’s coach, and asked if Philippoussis could spend some time training with Seles. Philippoussis’s coach thought that if his demotivated star could spend a little time with the fire-eating Seles—who’s nothing if not passionate about her game—he might snap out of his slump. Philippoussis did go a few rounds with Seles, and apparently the treatment worked. (He made it to the finals of his next Grand Slam event: the U.S. Open.)

What’s the business equivalent? Seek out some successful peer in an industry that’s far removed from your own. Attend a convention or a business school seminar. Get a pep talk from a trusted adviser outside the company who knows you and your business well. Figure out why you’ve stopped having fun. Do less of the irritating stuff and more of the fun stuff. Get passionate again!

Dennis Boyer makes a good point when he says that there are some business settings that don’t begin and end with passion. The gas station on the corner or the Burger King franchise down the street—these are businesses that to their owners may be a way of making a living, pure and simple. Inherited companies, too, sometimes lack a fueling passion. All I can say is, (1) I’ve never seen a business that passion hurt; and (2) I’d rather get my oil changed at a gas station with a passion for giving good service.

Passion has many faces. Sid Young founded and runs a very successful maintenance and painting contracting company, focused mainly on commercial properties. His customers are mostly repeat customers. He has no sales force, doing all the selling himself. (It doesn’t take a lot of his time.) He has no thought of retiring, or selling, or going public.

Sid is the first to admit that he has no great passion for his business. So why do I include him here? Because he does have a passion for what the business has done for him. It has allowed him a lot of free time to indulge in the good things of life, and it has provided security for him and his family. I’d note, too, that a major key to Sid’s success is his fanatical dedication to customer service. This is another kind of passion, and it pays off. Sid has one customer who has built more than 700 strip shopping centers during the last 15 years. Sid has painted each of those centers at least twice, and in many cases three times. His passion—focused as it is—creates highly satisfied customers.

2. Curiosity

I’ve conducted a lot of job interviews over the years. Now—like the major league umpire who confessed in his autobiography that he never really understood what a “balk” was—I’d like to confess that the job interview process always baffled and frustrated me. I could never figure out what questions to ask. I was pretty sure I didn’t have the skills that would allow me to predict job performance based on an interview. I’m not sure anybody has those skills.

In retrospect, I was doing it all wrong. If I were interviewing a job applicant today, my questions would be geared toward determining if that applicant had a healthy curiosity.

Curiosity is the beginning of creativity (see the section on skill sets below). A strong dose of curiosity makes you ask the questions you need to ask about your products, people, company, industry, and environment. The answers to these questions open the door for opportunities and solutions.

Curious people read constantly. (Good interview question: “Tell me something you’ve read recently that really surprised you.”) They read strange, all-over-the-map kind of stuff. They don’t worry about connecting the dots; they figure the dots will connect themselves.

A roomful of curious people isn’t necessarily a prescription for peace and quiet and predictability within your company. But in most cases, peace and quiet aren’t what your entrepreneurial business needs to succeed. Some companies go so far as to hire a “vice president of knowledge” or a “chief knowledge officer.” (Now when you see “CKO” in a magazine article, you’ll know what it stands for.)

Other companies focus on the “intake” function. John Altman, founder of six start-ups and a professor of entrepreneurship at Babson College, once told me that his biggest mistake over the years was that he “didn’t hire enough flute players.” I took that to mean that he valued people who challenged the status quo, thought “outside the box,” applied unique skills to business problems, and kept themselves happy and motivated by taking on new challenges. These people aren’t easy to find, according to Altman: “Kids come out of the womb extremely inquisitive. But as parents we put limits on kids, and start to destroy their curiosity and inquisitiveness. Then we put them in school for sixteen years, and insist that they walk between two railroad tracks. Then I get them at the end of their college careers—second semester, senior year—and I want them to be creative and innovative. Well, I have to spend the first several weeks empowering them to be risk takers.”

Curiosity is where learning starts, and it’s the fuel source for continuous learning. Many of the entrepreneurs I talked with—including Jim McCann, Ed Hajim, and Bill Doyle—say that learning for one’s lifetime was an absolutely indispensable trait. I couldn’t agree more.

3. Work ethic

A strong work ethic is so much a given among the entrepreneurs I’ve worked with that I almost forgot to mention this attribute. Starting and growing a business takes hard work, dedication, and long work days (and nights!). This may sound onerous, but in fact, if you’re passionate about your work, you won’t notice the long hours, and even an extraordinary time commitment won’t seem like too high a price to pay.

Some entrepreneurs succeed simply because they’re the last ones standing—they outwork and outlast the competition. I can’t argue with that kind of dedication, especially in this particular section. But I want to stress again that working smart and good planning are crucial contributors to success. And having said that, I want to make the main point of this section again: that smarts and great planning won’t cut it, unless they are accompanied by hard work.

4. Energy

One thing I’ve noticed, in my conversations with dozens of entrepreneurs in recent months, is the incredibly high energy levels most of them possess. It would be interesting to find out whether they’ve always been that way, or whether they started working at higher energy levels as the amount of fun and reward in their lives began to increase. I suspect it’s some of the one and some of the other. “I didn’t have a lot of energy when I worked for someone else,” Earl Peek of Intellectual Technologies, Inc., told me; “but when it’s your baby, you have much more drive.”

What I am sure of is that we make our own energy, to some extent. I’m convinced that, within reason, physical activity generates more energy than it consumes. All the years when I was on the road, I made a point of working out almost every day. (This was back in the days before running became popular, and I used to attract some interesting looks from hotel guests as they encountered this character running around the periphery of the parking lot in the dark.) Physical exertion makes you sleep better and think better, and may permit you to sleep fewer hours with no ill effects. And the more stress you’re under, the more you will benefit from exercise.

I recently heard a Goldman Sachs partner, Connie Duckworth, give an informal talk at my kids’ school. (The talk was sponsored by Dare to Dream, a foundation headed by my wife, Grace, that tries to inspire girls and young women to aspire to high professional achievement.) Duckworth was telling her young audience about her schedule, which might best be described as murderous. She has three children (ages one, two, and five), works a million hours a week, and has no free time. But she treasures her exercise. Her solution? To work out at 4:00 a.m. three or four times a week. Duckworth is performing at a high energy level!

You will have to do the same. Think about it: The engine that makes your small business go is you. So take care of your engine. Give it a proper physical regimen and diet. Read a book on fitness, get a video, put an exercise machine in your home office, hire a trainer—whatever it takes to get into the habit. But above all, use common sense (don’t red-line the engine). And don’t let yourself say that you don’t have enough time. Make exercise a priority, and you’ll be paid back with increased efficiency, and a good shot at a longer and more satisfying life.

And believe it or not, your habits can be passed on to the people you work with—and this, too, will benefit you. John Korff, a terrific events impresario, told me, “I have to teach my staff, and convey energy. If I don’t convey the energy, it will get flat. That’s the only thing that sets me apart from everybody else: the energy.”

5. Flexibility

Maybe this one is self-evident. Business is a slice of life, and life is all about change. Yes, entrepreneurs sometimes fit the stereotype of stubborn, single-minded types who don’t know when to quit. Tenacity is a good thing. Folding your cards at the first sign of trouble is a bad thing.

But staying open to new options is critically important to successful entrepreneurship. Very few businesses I’ve ever heard of carried out their business plans—if, indeed, they ever had any. Instead, most stepped sideways in the face of opportunity (or huge obstacles). They trimmed, adjusted, regrouped, and moved forward. Staples, the office superstore, began as a low-service, concrete-floored, no-delivery, no-frills enterprise. Gradually, its management broke all these rules to pursue new opportunities.

There was a Dilbert T-shirt that featured Dilbert’s handsome face. Above his face, in big letters, was the phrase: “Change is good!” And below his face, in smaller type, was: “You go first.” Dilbert works for a large company, where protecting the status quo is critical and change is threatening. Rigidity is the rule. Flexibility (the tool for dealing with change) is irrelevant.

Think of it this way: Flexibility is one of the few advantages that a new and small company has over an old and big one. Use that advantage!

6. Balance

Entrepreneurs (and lots of other people) sometimes think in terms of dichotomies: on/off, good/bad, friend/foe, etc. In many cases, I think, this is a kind of mental shortcut. It can speed up decision making: Don’t bother me with all these shades of gray; I’ve got to act. To that extent, thinking in black and white can sometimes be helpful.

But this same trait can be harmful when it sets up false dichotomies. If you say, “It’s either my company or my family,” you may be heading for trouble. If you say, “It’s either work or play, but not both,” you may be hurting yourself and your company in the long run. Yes, there are very successful entrepreneurs who will tell you that they had to make a choice—company or family—and that putting the company first was the only way they could succeed. I don’t doubt that’s true, in some situations, but I’m sure glad I never put myself in one of them.

I suggest you don’t put yourself in such a terrible situation. Look to build balance into your life. Take breaks; spend time with your young children; be a Big Brother or Big Sister; take up white-water rafting or cave diving. Balance supports curiosity and energy, which I’ve already persuaded you are important. Admit that you have batteries, and recharge them.

This task can be a simple one. “It’s more of a zen approach to what’s important and how to spend my time,” Bill Doyle, Johnson & Johnson’s VP of licensing and acquisitions, told me. “I try to spend at least an hour a day alone. The phones and meetings really catch you. I look for some absolutely alone time. It’s okay if I’m in the office, but I’ll close the door and take my shoes off, put my feet up, look out the window.”

I am not a religious person, but I find that a surprisingly large number of the entrepreneurs I talk to also stress the importance of religion in their lives. It’s where some combination of their passion, energy, and balance comes from. (Bud Paxson, the creative genius behind the Home Shopping Network and more recently the “Pax-Net” TV network, leans heavily on his religious beliefs.) If you’re one of those people, protect and nurture your beliefs as a resource, and as a way to keep your eye on what’s really important.

7. Mental toughness

Having argued on behalf of flexibility and balance, now I’ll make a pitch for what I call mental toughness. Business is about change, which means it’s about turbulence, aggravations, and obstacles. Growing a business sometimes feels like pushing a slippery boulder up a mountain in the dark. You get tired; you seem to lose your footing at just the wrong moment; you feel like nobody else understands what you’re going through; you can’t even see how high this mountain is.

Well, just how competitive are you, anyway? Are you determined to succeed? Can you dig down a little deeper when you have to, and summon up the will to carry on?

The sports arena makes for good analogies to business. I’ll use a couple here. I remember when Pete Sampras played Alex Corretja in the semifinals of the U.S. Open in 1995. It was a marathon five-hour match. In the later stages of this slugfest, Sampras was physically sick—cramping, vomiting on the court—but he hung on to win. (He was practically carried off the court.) It was an astonishing display of mental toughness.

I’m convinced that above a certain level of competence, what separates winners from losers is not their relative ability but their relative will to win. Is Michael Jordan a superlative athlete? Of course. What makes him a superstar? His will to win, and his mental toughness.

Entrepreneur Jim McCann, the CEO of 1-800-FLOWERS.COM, told me, “I see entrepreneurs take a blow all the time. A key person leaves. You lose a big account. You have the financing yanked, due to a bad market. They take it in the labonza. Then, a half-hour later, their shoulders are starting to come up a little bit. Then their heads start to come back up. In their minds, they’re spinning their own version of ‘Okay, here’s what I’ve gotta do to recover.’ The people who don’t have that skill are talking two years later about how the bank screwed them and that’s why they’re out of business.”

Part of mental toughness, it seems, is dealing with fear. Bill Russell, the former Celtics center and Hall of Famer, threw up before big games. But when he stepped out on that parquet floor, he was ready to play. Coming to grips with what you’re afraid of, and putting your fear to work for you, is a trick that many entrepreneurs have mastered.

Mental toughness has many faces in business. It shows itself when a salesperson, rebuffed dozens of times by a key prospect, makes yet another phone call. It shows itself when an entrepreneur makes the umpteenth pitch for that last $150,000 of financing he or she needs to get the business off the ground. It shows itself when a young person personally guarantees a note. In my mind, it’s an indispensable quality for an entrepreneur.

8. Egotism

And speaking of indispensable qualities, a healthy dose of ego is a great thing. You’ve got to believe in yourself. You’ve got to believe that you can succeed, and that you deserve to succeed.

When I talk to college and business school students who think they might be interested in entrepreneurship, they tend to tell me two things that might scare them off from the world of small business. The first I’d describe as a healthy respect for their own ignorance: They don’t know enough to start and grow a business. But the second I’d summarize as a fear of failure.

Think back to when you were a kid. Back then—I bet—you were reluctant to try new things, because you hated to fail at things and look bad in front of your family and friends. It probably got worse when you were a teenager, and you thought of yourself as too fat or too skinny, or your complexion went to hell, or you blushed and stammered at all the wrong moments. Some people carry this baggage throughout their lives. They derive their self-esteem from other people’s opinions of them. They think that failing at something will make other people think less of them. They don’t think that failure can be the first step toward success; instead, they get stuck in the negative.

Egotism is what lets you sidestep all that. I don’t like to fail at anything, ever. Failing bugs me (even though I know, intellectually, that it can be very good for me). But I don’t spend a lot of time worrying about whether Susie thinks I should stop embarrassing myself on the golf course or John thinks my last business venture was supremely dumb. When it comes to the important stuff, who cares what Susie or John thinks, anyway?

Egotism has to be kept under control, of course. At the far end of the spectrum are egomaniacs. Egomaniacs are obnoxious. People try to avoid them, or—if they’re stuck with them—they try to sabotage them. Anything to get rid of this jerk!

More dangerous, in my eyes, are the people I’ll call “stealth egomaniacs.” These are the quiet egomaniacs who make business decisions that are driven mainly by ego. I couldn’t begin to count the number of entrepreneurs I’ve met who, in their first year of making good profits, plowed those profits into a fancy office, expensive cars, extravagant gifts, junkets to exotic places, and so on. Yes, you should reward yourself and your colleagues for succeeding. No, you shouldn’t build the Taj Mahal to gratify your ego. You’ll hurt the company, and you probably won’t enjoy the Taj Mahal as much as you thought you would.

9. Greed (in small doses)

Here’s another helpful attribute that has to be kept under control. Let’s define greed in a neutral way: the state of wanting more money than you currently have, or have a good chance of making in the future. Defined that way, greed can be a good thing. It can be a strong motivator to work hard. It can help generate the income needed to provide good things to good people: security, education, fun, a satisfying retirement, and so on. It may be inseparable from the passion that I advocated earlier. If greed gets you out of bed in the morning, and reinforces your mental toughness, great. Be greedy.

Now for the sermon: Greed, like ego, can cause great mischief when it slips its leash. When you start coveting money that’s not rightfully yours, that’s a bad sign. When you start cutting corners to make that extra buck—even though you know you’ll be hurting good people in the process—that’s a very bad sign. When your greed starts feeding on itself, you’ll be in major trouble.

10. Integrity

I’ve included integrity at this point in my list mainly to offset egotism and greed. Otherwise, I would have put it up front, ahead of passion.

When I look at the business world today, I see a general deterioration of what I would call business ethics. Heightened competition, large-scale mergers and sales, downsizing, “right-sizing,” and so on—these trends have all helped tear up the social contract that held businesses (and particularly large businesses) together. I’ve had lots of people tell me in recent years that they don’t believe in loyalty any more.

I hope I never get to that advanced state of disillusionment, because it sounds like the beginning of the end of integrity. Business is all about relationships. I’ve worked with you for years, and it’s been mutually beneficial. Turning on you would be a betrayal not only of you but also of me.

Why have integrity? I can think of four great reasons: First, and maybe most important, it’s a very comfortable way to live your life. You’ll sleep better. Your family and friends will take pride in being associated with somebody whom they trust and admire. When the phone rings, you won’t get that bad feeling in your stomach. As entrepreneur Don Bakehorn of the American Stationery Company once told me, “Most people you deal with are good people, because they either fear ostracism or have an innate goodness. In my industry, there are lots of people you do business with on a handshake, and there are others I wouldn’t trust. I don’t see much change over the years. There have always been some shits out there. My boss once told me, a long time ago, ‘You don’t have to be a shit to be in business.’ And I liked that. We’re working here, having fun, making a living, and not screwing anybody. That’s the way I like it. Sleep with a clear conscience.”

Second, your employees will work harder for you, and look out for you. They’ll be much more fun to be with. They’ll feel that it’s safe to take chances and be creative on your behalf. Third, your customers and suppliers will want to do business with you. (Take it from me: you will definitely stand out in the crowd.) They will bring you new ideas and opportunities. They will alert you to problems and help you out of problems. They will forgive your mistakes, and help you out of cash crunches. Fourth, your integrity is portable. When you leave this current business, you may or may not take a pile of money away—but you’ll definitely carry your reputation along with you.



BUILDING TRUST

——

Sometimes when people hear me talking about “building trust,” they tune out. I can almost see it on their faces: “Wake me up when the sermon’s over, Bob.”

But building trust is critical in business. In that spirit, I offer Reiss’s Rules—35 ways to let people around you know that you want them to trust you, and you want to trust them. I know that this is a lengthy list, but I think it warrants the space, because it may help you think up practical ways to build what I call a “mosaic of trust.” Think of these as concrete, action-oriented ideas, rather than platitudes. How would you add to the list?



	Listen to the people you’re dealing with

	Be honest at all times

	Set an example by your behavior. (Give it a lot of thought)

	Admit mistakes right away. (This is never easy)

	After admitting a mistake, immediately move to correct it and pay for any necessary remedies

	Pay your bills on time. (If you can’t, call and explain why, and say when you will pay)

	Give credit where credit is due

	Acknowledge what you don’t know (don’t B.S. people). Then go get the answer

	Push quality. Demand quality

	Don’t knock others

	Keep your promises

	Undercommit and overperform

	
Try to be fair. (In many cases, it’s the effort that counts.)

	Don’t betray confidential information. (Buyers will press you for information about their competition. Don’t get trapped!)

	Treat the “little people” well; they deserve it—and by the way, they get promoted. In fact, be respectful to everybody you deal with

	Don’t duck problems. Don’t procrastinate. Take that call you’re dreading—or better yet, call them first

	Be knowledgeable about your product, and share this knowledge

	Inform customers of problems as soon as you know about them. Offer solutions to the problems as soon as you have them

	Don’t sell a product that you know is bad

	Look people in the eye when you talk to them

	Don’t be embarrassed to make a profit

	When people break their promises to you, call them on it

	Set down explicit and specific rules of behavior for your company, communicate them, and review them regularly

	Keep people informed

	When starting a relationship, be as specific as you can about what you expect from that relationship

	Attack problems

	Return overpayments

	Say “please” and “thank you” at every possible juncture. (“You’re welcome” is also good.)

	Pay attention to detail

	Be on time

	Go the extra mile

	Speak candidly to customers and employees, even when you know you’re delivering bad news

	Present solutions, rather than problems

	Don’t take on assignments you’re unqualified for, or for which you don’t have the time

	Do unto others as you would have them do unto you. (The Golden Rule, often reiterated by my mom. Thanks, Mom.)




And what other people say or hear about you can be crucial. Bill Doyle of Johnson & Johnson confirms this: “In buying an entrepreneurial company, we look for honesty and integrity. That’s the very first thing. If we suspect someone of playing it too close or over the line, if it doesn’t feel right, then I don’t care if he’s got the cure for cancer, we probably won’t deal with him.”

I talked earlier about the virtues of flexibility. Now I’m going to argue that there are some things you can’t be flexible about. Core values should not be compromised. Honesty, like pregnancy, is not a halfway kind of commodity: you’re either honest or you’re not. Either you treat people with respect or you don’t. Either you and your company stand for something or you don’t. Either you’re someone who can be trusted or you’re not. In my opinion, you need a moral compass, and you need to be prepared for the day when that compass gets tested.

Ask yourself today—before the test comes—whether you want to be remembered for your integrity or your greed. If you’re a religious person, ask yourself what standard you’re ultimately going to be judged against.

FOUR SKILL SETS

So much for attributes. Now I want to focus on certain skills that I’m convinced can absolutely be acquired and sharpened. You can probably compensate for coming up a little short on the ego scale, or for a tendency to let your life get a little out of balance. But there’s no way around the following skills. If you don’t have them, acquire them. The good news is that you can acquire them! Once you’ve acquired them, use them.

The skills I am referring to are: (1) creativity; (2) communications; (3) salesmanship; and (4) decision making. (A fifth skill, which has to deal with understanding and using numbers on behalf of your business, is covered in the following chapter.)

Creativity

I’m sure that most entrepreneurs would agree that creativity is a key contributor to the success and continuity of a business. That’s certainly my belief. I therefore list creativity as one of the key skills of low-risk, high-reward entrepreneurship. Creativity is where your new products, new methods, and new markets begin.

That’s the easy part: endorsing creativity. The hard part is figuring out exactly how to bottle this genie. “Creativity” means something different for every business, and every individual. For my part, I depend a great deal on intuition to guide me in my creative decision making. (Intuition that is derived from experience allows you to think and act without necessarily employing a conscious reasoning process.) In this section, I’ll begin by offering some personal observations on creativity—guided in part by intuition—and then I’ll add some interesting perspectives from academics who think and write on this subject.

What is “creativity”? In a business context, it’s the spark that drives the development and implementation of new products or ideas that are actionable. These innovations can apply to any aspect of the business; they are not limited to “artistic” sides of the business. In my experience, many people mistakenly equate creativity with “being artistic.”

From my perspective, that’s a cop-out. Creativity has to infuse all corners of your business. You need better ways to move goods through your warehouse; you need innovative ways to enhance your cash flow; you need new sales techniques; you need new motivational programs for employees; you need new accounting methods—fill in the blank. These are all functions that call for creativity. I honestly believe that if your business is structured well, everybody can find ways to put their creativity to work on behalf of the company.

How?

I’ve already implied the first prerequisite: You have to create an environment that welcomes new ideas. Would you suggest a new way of doing something if you thought the most likely response would be, “We don’t do things that way,” or—worse—”Boy, that’s dumb!”? I wouldn’t!

This is not to say that every new idea is good. Most of them aren’t good, and many won’t even be new. People who are relatively new to an organization lack the historical knowledge to avoid reinventing the wheel. People who are deeply immersed in a particular function—say, accounting—are unlikely to understand the complexities of another function. These two factors are always in play, limiting someone’s ability to make a creative contribution.

On the other hand, it sometimes takes fresh eyes to ask the right question. It may take someone who’s not burdened with the baggage of the past, or isn’t bogged down with deep functional expertise, to put the right idea on the table at the right moment. To make this possible, you have to demonstrate your commitment to idea generation, and your patience when (for whatever reason) the new idea doesn’t work out.

I’ve found that the greatest catalyst for creativity is knowledge. You can’t ever have too much knowledge about your industry, company, customers, market trends, product, employees, supervisors, peers, and so on. Having this knowledge of how things work and what people are thinking will alert you to opportunities and solutions that others with less knowledge won’t see. Logically, this applies across your organization. No, you shouldn’t bury people in information they couldn’t possibly use. But you do have to give people enough information so they can make their best possible contribution.

Here are some of the tactics that I employ to enhance my own knowledge base (and, I hope, my creativity):



CREATIVITY IN CONTEXT:

THE RUBIK’S CUBE BOOK

——

Most creative business moves are context-dependent. That is, your knowledge of a particular context (or several contexts) enables you to do something inventive and profitable. Let’s look at a specific episode (from my own experience) to underscore this point.

When the Rubik’s Cube puzzle took America by storm in the early 1980s, it created an opportunity to produce a solution book for this most difficult puzzle. For some reason, Ideal—the company marketing the Rubik’s Cube—didn’t offer such a book. Quickly, two book companies created solution books that eventually reached the top of the New York Times best-seller list.

By this time, I had already had experience as a partner in a toy/game company. I was shopping the game department in Macy’s one day and noticed a big display of Rubik’s Cube solution books adjacent to the cubes. Back then, and to some extent even today, the idea of selling a book outside the book department was a radical idea.

But in those days, the Macy’s book department was adjacent to the adult game department, and the same buyer—whom I knew, and who was a very creative and entrepreneurial type—bought for both departments. As I surveyed the game department, I spotted the buyer and asked her how the solution books were selling. She told me the books were doing great. In fact, she said, her impression was that for every three cubes that were sold, two books were sold.

I immediately bought the book, which retailed for $2.00. I then called the book publisher to inquire about buying the books in quantity to resell them into the toy field, so that toy retailers could sell them adjacent to their cubes, à la Macy’s.

Book publishers sell books on a “guaranteed sale” basis, which means the retailer can return all unsold books for credit. To minimize their exposure in this potentially risky relationship, publishers work on high margins, and give retailers lower-than-average profit margins as compared to non-guaranteed sale products. Knowing this, I asked them to sell me the book for 50 cents, with the idea of reselling them to toy buyers at $1.00—but on a non-guaranteed sale basis, which was the standard in the toy business at that time.

The publisher’s best price for this $2.00 retail book, up to that point, was about $1.10, and that price had been offered only to the largest book chains. You can imagine the publisher’s reaction when an unknown person from an unknown company (R&R) proposed to buy their products at less than half the price they extended to their best customers. They were prepared to reject my proposal out of hand—until I told them I would purchase all my books from them on a non-guaranteed basis.

These were the magic words. After a brief back and forth, they agreed to my offer, which I had designed to offer them a series of goodies. These included:


	
A healthy profit at a 50-cent sales price, because they had no marketing costs or commissions to pay.

	Access to new channels of distribution.


	
Economies of scale. The cost of printing paper products, like books, decreases dramatically with volume. My volume, when added to their planned print runs, would reduce their cost per book and give them additional profits on all of their regular sales.



The book that they agreed to supply to me was identical in every way to the standard product, except that they printed our name (R&R) on the back cover instead of theirs. This was good for them, because it clearly identified which books could not be returned. At the same time, it was good for us, because it got our company name out there. Working with quality retailers like Toys “R” Us, J. C. Penney, and Sears, we sold more than 600,000 copies of the book in a short period of time, and our name was on every copy.

We also kept looking for ways to reduce our risk. For example, we asked the publisher to ship large orders direct from their factory under our label. (“Large orders” were defined as anything over 1,000 books.) In those cases, we never touched the books. We also entered into a relationship with a distributor who shipped small orders, many of which we turned over to them. Everybody involved—publisher, distributor, retailer—was paid well for their efforts, and it was a win-win solution all around.

What are the lessons for risk management and creativity?


	The creativity in the deal grew directly out of our knowledge of how the book industry works. We offered non-guaranteed sales, economies of scale, and incremental distribution that was otherwise unavailable.

	Key risks normally associated with publishing disappeared, because we needed no warehouse or inventory. (We didn’t buy any books unless we already had a purchase order for them.)

	There was no development cost. We latched onto an existing product, and put that product into a new market that the owner couldn’t penetrate on his own.

	Relationships were crucial. My relationship with the Macy’s buyer persuaded her to share her experience with me. Our relationships with the toy retailers and toy reps allowed us to move quickly, and get sales in what was likely to be a short window of opportunity. (Toy items like Rubik’s Cubes tend to have short lives.) We enjoyed doing business with these people, and they enjoyed doing business with us.




Reading. Trade periodicals, newspapers (especially the Wall Street Journal), general interest and entrepreneurial magazines, and so on—all give me an endless supply of data points, some of which eventually come together in unexpected ways. I also review best-seller lists regularly to keep an eye on what people are reading out there. (Spotting an increase in titles on magic once gave us the idea to produce a line of magic products.)

Here’s an unlikely source of valuable reading material: the so-called junk mail that comes to your offices. In too many companies, this is reviewed by nobody. What I’ve found is that if you’re selective, you can pick up a lot of valuable information in these letters and solicitations. How are companies selling themselves? What are they pointing to as new and exciting? Are they bad-mouthing products or practices that are at the heart of your business?


Roaming. I haunt mall stores and other retail outlets to see what other industries and companies are doing with their packaging, presentation, display, and so on. As often as possible, I talk with people who sell or use my products.


Studying. At least twice a year, I try to go to some type of educational seminar or business conference. These can be one-day affairs, or can last several days. Inevitably, I wind up doing some schmoozing and networking at events like these, but my real goal is to bear down on a topic of interest and learn about it. You can’t just hope this will happen—you have to make it happen.


Interacting. I regularly interact with other entrepreneurs, both inside and outside my industry. I attend lunches, dinners, conferences, and chat on the phone with smart people. I attend business breakfasts organized around guest speakers. I visit trade shows both in and outside of my industry. I meet with suppliers. I have meetings off-premises with my customers (off their premises, that is).

   When I’m a licensee, I always attend the two-day retreats that most licensors put together (usually every other year). This is the best way to stay on top of the product—and also to get to know your fellow licensors.


Questioning. I ask questions of my employees, particularly those who deal with customers and/or consumers. What’s going on out there? I extend this questioning process to include the people who are producing, packaging, and shipping my products.

So that’s a quick primer on knowledge building. Here are a few more tips, in no particular order, for fostering creativity, both specifically and in general:


	When you find yourself stuck on a problem, try to list as many potential solutions as possible. These can come from your employees, customers, suppliers, even yourself. Think about these solutions from various perspectives. Does one start to stand out from the crowd as increasingly appealing?

	
Walk away from seemingly intractable problems. Work them for a while, and then give them a break. If you’re like me, you’ll probably find that “marinating” tough problems softens them up.

	
Recast problems as opportunities. Maybe it’s old hat to tell people that every cloud has a silver lining, but this kind of perspective can really turn your day around. The obstacle blocking your path might vanish—or it might transform itself into the obstacle blocking your competitor’s path. Event-owner extraordinaire John Korff puts it this way: “If you’re creative, you can make adversity your friend. So what if it’s harder and harder to get corporate sponsorship for one of my events? That just makes it harder for my competition. And makes me look even more competent when I get the sponsorship.”

	
Get yourself out of your normal routine. I’m a great believer in three-day vacations. There’s no better way to look at a problem with fresh eyes. If that’s too great a luxury, go for a long run, or block out time for reflection on your next long plane trip. As long as your seatmate doesn’t need a lot of attention, a plane trip can be very conducive to a creative connecting-of-the-dots.

	
Get other people out of their normal routine. For example, off-site meetings of all your employees can be very productive. The trick here is to combine freedom with structure, so that good ideas can bubble up without too much random noodling. In my experience, a detailed agenda helps strike this balance.

   Such meetings need not be expensive. A full-day session on a Saturday, with lunch served in the middle, has worked out well for me. You might want to invite key suppliers or customers for parts of the meeting, for lunch, or for both. Make it clear that one key goal is to come up with good ideas for the company. You should be prepared to share relevant information, either in advance or on site. In return, you should expect to hear a range of perspectives on that information.

	
Be prepared for that flash of insight. If you’re like me, great ideas can come to you in the middle of the night—sometimes even in your sleep. Take the time to turn on the light and jot that idea down. Your sleepy brain is great at putting things together, but it’s not great at remembering them.

	
Talk to people who aren’t just like you. This is good for specific problem solving: Maybe that oddball next door, who seems pretty accomplished in his own specialized field, could bring a whole new perspective to this problem.

   This is also good policy for your company in general. Resist the temptation to hire people with the same skills and outlook as you. (What will you learn?) Assume that artistic people—designers, artists, inventors—will welcome the kind of structure that you can provide to them. This may seem counterintuitive, but in my experience, it’s true: artistic people work better with constraints, and they actually welcome such constraints—as long as they come in the problem-definition stage. When I took over a struggling needlecraft company, for example, we had seventeen designers on staff, who were floundering in part because there were no clear directives from the company about what was important, and what was not. They welcomed clarification of this critical point, and subsequently did great creative work.

   As Teresa Amabile, a Harvard Business School professor with a specialty in creativity, writes, “Creativity thrives when managers let people decide how to climb a mountain. They needn’t, however, let employees choose which one.”

	
Create incentives for creativity. I believe strongly in recognizing the contributions of individuals. This can take the form of financial incentives, or public recognition, or both. The 3M Company, famous for its creative output, has an elaborate employee-recognition system. But an effective system need not be elaborate. Bob Savage, at one time the president of Compton Advertising, told me that Compton used to give an “Excitement Award” every month to a leading innovator in every department. Savage personally presented the awards, and always pointed out that to “excite” means to “move to action.”

	
Do things that excite you. This is an addition suggested by Professor Amabile, and I agree wholeheartedly. When you’re excited about going to work in the morning, your creativity levels are likely to soar. “You must like what you’re doing,” mail-order maven Don Seta once told me, “because then your mind becomes very creative. If you are with a beautiful woman, the soul comes up with beautiful words you want to tell her. But if she’s not very attractive and you don’t like her, nothing comes out. It’s the same with a business. It’s a love affair. If your business is something you love, you’ll be surprised at how quickly you can learn and how creative you become.”

   In other words, do less of the things you don’t like and more of the things you do like. This is bound to get your creative juices flowing.
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