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  Acclaim for Smart Trust




  “Trust is the essential ingredient for better teamwork. In this book, Covey and Link provide inspirational stories and practical tips on how to practice Smart Trust, which

  builds teamwork and high performance in life and in business. Smart Trust takes trust to a whole new level of understanding. It is a must-read for anyone looking to strengthen teamwork

  across functions and across entities, and even within your own family.”




  —Michael White, chairman, president, and CEO, DirecTV




  “Smart Trust is an insightful and actionable guidebook for creating high-trust teams and cultures that spark innovation and growth. It teaches how to analyze both

  people and situations and to make ‘smart’ decisions by managing risk and optimizing possibilities. Those aspiring to influence people, enhance performance, and increase innovation will

  want to read this insightful book and master its principles.”




  —Clayton M. Christensen, professor, Harvard Business School, and author of The Innovator’s Dilemma




  “We have employed Smart Trust in our entire culture. My team is now a different team. It’s the most exciting change in the culture I’ve seen in the

  twenty-eight years that I’ve been at PepsiCo, with most of those years at Frito-Lay. There’s a buzz in this building. The team works as a team better than we’ve ever done before.

  Our recent profit growth was the best in the last ten years in the worst economic climate in ten years—I credit the principles in Smart Trust for our breakthrough performance. I feel

  optimism for our future as next-generation employees come up through the ranks mastering Smart Trust and learning to lead with trust from the start.”




  —Al Carey, president and CEO, Frito-Lay, North America




  “Covey and Link hit the mark—again—with Smart Trust! As they illuminate convincingly in this beautifully written book, nothing is more important than

  building trust in relationships and in organizations. Trust is the glue that binds us together. Everywhere I go I see a remarkable loss of trust in leaders, and once lost, trust is very hard

  to regain. I feel this loss is tearing at the fabric of society, as so many people love to blame others for their misfortunes but fail to look in the mirror at themselves. They would do well to

  learn Smart Trust.”




  —Bill George, professor, Harvard Business School, and author of True North




  “Smart Trust is a deep look into a subject that is truly foundational to our collective success. It provides both practical and philosophical wisdom about what it

  takes to grant and gain trust. Recommended with enthusiasm!”




  —Dr. John Lechleiter, chairman, president and CEO, Eli Lilly and Company




  “Smart Trust is without doubt one of the most powerful and seminal books of our age. It exposes and helps solve the most dangerous crisis apparent in almost all

  human institutions: how to trust in a low-trust world.”




  —Warren Bennis, professor, University of Southern California, and author of Still Surprised: A Memoir of a Life in Leadership




  “Trust is a critical component for any organization looking to improve productivity and accelerate growth, and no one understands this as well as the Coveys. Their

  approach helps companies move faster, make better decisions, and deliver quality to customers; it can also help transform a corporate culture. That’s why we’ve turned to Stephen M. R.

  Covey to help us train more than 100,000 AT&T managers, and why I recommend Smart Trust to anyone trying to succeed in today’s fast-paced, global business environment.”




  —Randall Stephenson, chairman, president, and CEO, AT&T




  “Smart Trust persuasively demonstrates that trust is the key to our new global reality. Growth in society can be traced to one individual trusting another. We have

  lost our way and are afraid to trust. This powerful book shows how to regain trust, prosper, and experience more energy and joy in the process. I highly recommend it.”




  —Muhammad Yunus, 2006 Nobel Peace Prize winner




  “Trust is the most fundamental currency of business, and it has long been one of P&G’s five core values. Without public trust in our company and our brands, and

  without internal trust in one another as colleagues and partners, we have no business. It’s that simple. But with trust, we have unlimited opportunities to collaborate, to grow, and to

  fulfill our purpose as a company. The job of every leader at every level is to cultivate and protect trust, but this is especially challenging in a distrustful world. Smart Trust shows the

  way; it is both a mind-set and a toolbox for twenty-first-century leadership. I recommend it highly.”




  —Robert A. McDonald, chairman, president, and CEO, Procter & Gamble Company




  “From all the people I’ve interviewed, I’ve learned that trust is everything. Smart Trust powerfully shows us how to increase it, which is more

  important than ever in this low-trust world. The best leaders I’ve ever met have the ability to create trust. Smart Trust is a great read! This is an important addition to your

  library.”




  —Larry King




  “At a time when confidence in business, government, and other institutions is at an all-time low, leaders must be committed to building and maintaining trust. Smart

  Trust offers powerful examples of how visionary leaders in all fields have understood and addressed the challenges of sustaining trusting relationships—and realized the unique benefits

  they confer.”




  —James Quigley CEO, Deloitte Touche Tohmatsu




  “Smart Trust elegantly addresses the most important relationship issue at home and at work: Trust. It teaches you how to harmonize your head and your heart,

  resulting in sound judgment. This is a life skill that few have mastered and is the key to optimizing relationships for increasing success and fulfillment. Both Mars and Venus can learn

  tremendously from reading Smart Trust.”




  —John Gray, author ofMen Are from Mars, Women Are from Venus




  “When Lenovo acquired IBM PC, we quickly realized that our biggest challenges would not be in technology, supply chain, or even organizational structure. Our biggest

  challenge was in building trust among our teams, with our customers and partners, and with key influencers around the world. We partnered with Stephen M. R. Covey to help us build trust and turn

  this challenge into an advantage. His ideas worked then—and they are even more relevant and important today as we grow globally. Global businesses must view trust as a top strategic priority.

  A company can have an innovative spirit, great products, a strong strategy, and an efficient business model. But only by creating, embracing, and leveraging trust can a company truly thrive on the

  global landscape. Smart Trust delivers ideas that are thought provoking, tools that work, and a perspective that I think is essential for survival and success on the global stage.”




  — Yang Yuanqing, CEO, Lenovo




  





  A Note on the Authors




  Stephen M. R. Covey and Greg Link are cofounders of CoveyLink and the FranklinCovey Global Speed of Trust Practice. Sought-after keynote speakers and advisors on trust,

  sales and leadership, Covey is the former CEO and Link the former cofounder of Covey Leadership Center, which, under their stewardship, became the largest leadership development company in the

  world and today, as FranklinCovey, teaches trust in more than 100 countries
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  Foreword




  by Indra Nooyi




  When I became CEO of PepsiCo five years ago, we needed to articulate how our company would manage itself over the long term. We encapsulated our

  thoughts in a simple phrase: “Performance with Purpose.” While excellent operating performance had always been the lifeblood of PepsiCo, in order to make our work sustainable it was

  vital to add a real sense of purpose to our performance. We articulated three planks—human sustainability environmental sustainability and talent sustainability—that together laid out

  the roadmap for PepsiCo’s future.




  Following closely on that, we determined that, to the consumer, the idea of value is about a lot more than price. It is about a sustainable relationship, the knowledge that a transaction can be

  trusted, a brand can be trusted, a company can be trusted. A company has to define its mission and serve that mission over the long haul with multiple stakeholders. Doing so responsibly creates

  trust. But the significant loss of trust in today’s volatile environment requires all companies—big and small—to think again about what we do to build and

  rebuild trust, and to think again about how to create, give, and add value. And most of all, it requires all companies to ensure that we embrace not just the commercial idea of value, but the

  ethical ideal of values, too. Again, in a word, trust.




  These are our new realities. Stephen M. R. Covey and Greg Link have written a wonderful book, Smart Trust, that confronts these new realities head on—with practical

  solutions—and they do so in a way that is timely, relevant, and actionable.




  This book is timely. Having emerged from the global financial crisis, organizations everywhere have now found themselves thrown into a far more corrosive and durable crisis—a crisis

  of trust. This corrosion is distressing for countries whose prosperity depends on the dynamic and creative spirit fostered in capitalism. And it is especially challenging for companies that rely on

  a daily exchange of trust with customers, consumers, investors, and other important stakeholders.




  Second, this book is relevant. I believe all global businesses today find properly balancing the long term and short term to be a constant struggle. I think the right answer is the ideal

  balance of performance and purpose working well together. The company of the future will do better by being better. Companies operate under license from society and therefore have to

  give something back. When we do so, we earn trust. When we have that trust with our stakeholders all kinds of possibilities emerge that simply didn’t exist previously.




  We also have to take great care with the emotional bond that employees feel for our companies, because unless we have that emotional bond, companies cannot reach their real potential. At the

  heart of that emotional bond is trust.




  Finally, this book is actionable. Leaders today need to lead with their hearts as well as their heads—the right side of the brain in concert with the left. That’s one of the

  things Smart Trust does so well—it gives us practical actions we can take as leaders and organizations to consistently increase trust, balancing both risk and possibilities, character

  and competence. For example, one of the five actions of Smart Trust is to “declare your intent . . . and to assume positive intent in others.” “Assuming positive intent in others” is perhaps the greatest lesson I’ve ever learned, and I learned it from my father. That simple step of assuming positive intent is an act of

  trust, and it significantly changes the dynamics of almost any relationship.




  The way organizations have been doing business has many virtues but also too many vices. As a result, trust has been lost. We are at a crossroads. When it seems that our solid foundations have

  shifted, we must take a moment for reflection and a moment for re-creation. As Smart Trust illustrates, there are, today, numerous leaders and organizations that understand and live by this

  trust ethic. We at PepsiCo are striving to be one such organization. Like all companies with positive intent, the task we face is to make our convictions so clear and compelling that we

  choose to behave ethically.




  We can indeed convert this crisis of trust into a great opportunity, what Stephen and Greg call a “renaissance of trust.” When we do this well, we can minimize risk while maximizing

  possibilities. To do that, each one of us needs to start with our own behavior. And that’s what Smart Trust is all about.




  Indra Nooyi




  Chairman & CEO, PepsiCo




  Purchase, New York




  





  Our Intent




  Following one of our presentations on The Speed of Trust, a man made his way backstage to ask a question that was obviously troubling him

  deeply. “Are you really serious about this?” he asked incredulously. “Are there really more than just a few people out there who operate with the kind of trust you’re

  talking about?” This man lived and worked in a country that was ripe with corruption, deception, and massive distrust. He was clearly feeling deeply torn. He sincerely wanted to believe what

  we’d said but was finding it almost impossible in the context of his environment.




  To a greater or lesser extent, this same searching question comes to us from people around the world. They’re surrounded by evidence that the world can’t be trusted, yet we’re

  telling them that trust works—that there are people and organizations that, even in the midst of a historic era of distrust, are experiencing the extraordinary benefits of high trust, both

  personally and professionally. And so they ask: Who are they? What are they doing? How are they doing it? And . . . is it really possible for me or my organization to do it,

  too?




  These are the questions that have inspired this book. The short answer is “Yes—absolutely!” In the years since the publication of The Speed of Trust, we’ve had the

  opportunity to explore trust issues with a diverse range of highly successful leaders and organizations all over the world. In the process, we’ve gained compelling insights and discovered

  cutting-edge practical applications that are enabling people and organizations everywhere to exercise what we call “Smart Trust” to achieve extraordinary results.




  Our intent in this book is to share these insights and applications with you—particularly the 5 actions these people and organizations have in common. In doing so, we will share some of

  the stories of these “outliers of success” and how the high-trust relationships and cultures they are creating result not only in the greater economic prosperity trust brings

  but—even more inspiring—in greater levels of energy and joy.




  One of the most exciting dimensions of our work over the past many years has been to see firsthand the renaissance of trust that is gaining momentum and transforming lives and leadership around

  the globe—paradoxically, even in the midst of the “crisis” of trust that fills today’s headlines. And it’s been a refreshing validation to us to recognize the 5

  actions these leaders and organizations share despite their incredible diversity.




  We know there is risk in citing specific real-time examples. In the five years following the publication of Tom Peters’s In Search of Excellence, some of the “excellent

  companies” he wrote about had already seen some “less-than-excellent” times. This led him to begin a follow-up book with the words “There are no excellent companies.”

  Jim Collins experienced similar challenges with Good to Great. Recently Warren Buffett wrote to his managers at Berkshire Hathaway, “Somebody is doing something today at Berkshire that

  you and I would be unhappy about if we knew of it. That’s inevitable: We now employ well over 200,000 people and the chances of that number getting through the day without any bad behavior

  occurring is nil.” Because of these realities, we can confidently predict that some of the illustrations in this book will be turned upside down. But we are equally

  confident that this in no way negates the value of the insights to be gained and the possibilities realized by observing the results of what they’re doing and experiencing now. In

  fact, it makes the very point that trust (or distrust) is a product of our behavior. With that in mind, we share a “snapshot” view of some present and past successes, along with our

  firm belief that in the coming years a great many more positive examples will become evident on every level of society as the ripple effect of this global renaissance of trust creates a rising tide

  that lifts all boats.




  Our intent is also to give you a lens to see how trust issues impact every situation and how you can cut through traditional either/or thinking to extend what we call “Smart Trust,”

  enabling you to operate with high trust in a low-trust world by minimizing risk and maximizing possibilities. In today’s networked world, trust has become the new currency—the critical

  competency for individuals, teams, organizations, and even countries. It’s our hope that this book will help you develop the judgment to recognize and extend Smart Trust deliberately so that

  you can enjoy greater prosperity, energy, and joy in all dimensions of life—to the ultimate end that together we might increase trust, and the benefits of trust, throughout the world.




  





  PART I




  The Paradox and the Promise




  





  As we work with people and companies around the world, we come in constant contact with the pain and struggle many are dealing

  with as it relates to trust. One of the reasons the pain is so great is because somehow deep inside people innately know that the benefits of high-trust relationships, teams, and organizations are

  incomparably more productive and satisfying. They can sense that their lives would be a lot better, their jobs a lot more fulfilling, and their personal relationships a lot more joyful if they

  could only operate in an environment of high trust. And that makes the absence of trust all the more frustrating. Do any of the concerns they share sound familiar?




  

    

      

        “With all the corruption, scandals, and ethics problems everywhere I turn, it seems like trusting people is a huge risk—maybe too much of a risk for me.”




        

          “Doing ‘more with less’ seems to bring out the worst in the people I work with. Tensions are higher than ever. How can we build trust in our organization when we are

          under such pressure to perform?”


        




        

          “I wish I could trust my kids, but they’ve proven over and over that they can’t be trusted. How can I get them to change?”


        




        

          “I’ve seen so many people get burned. I have no idea anymore who I can trust.”


        




        

          “I know our department needs to collaborate with other departments, but how can I collaborate with people I don’t trust?”


        




        

          “We’re part of an industry that’s heavily regulated and subjected to all kinds of rules—all of which scream distrust. How can we build trust inside our

          organization in such a low-trust setting?”


        




        

          “In deciding whether or not to trust someone, how do I know whether to go with my head or my heart?”


        




        

          “Where’s the excitement and fun I used to have in this job? Some days it feels like ‘what’s the use?’ ”


        




        

          “My boss tells me he trusts me, but the way he micromanages and hovers over me shows just the opposite. Why can’t he see that?”


        




        

          “Our company leaders tell us we’re supposed to be ‘partners’ on a global supply-chain team. But how can I trust and work with people I’ve never met face

          to face, especially people who come from a totally different culture and even speak a different language than I do?”


        




        

          “How can I dare risk trusting people when the costs of being wrong are so great?”


        




        

          “Trust might work in some situations, but it will never work in our country. Bribery, deceit, and politicking are just part of the way the game here is played.”


        




        

          “I’d like to believe trust works, but I’ve seen too many examples where it hasn’t. Are there any leaders besides Warren Buffett who are succeeding with this?

          Are there any organizations? If so, who are they, and what are they doing?”


        




        

          “How do I know who I can trust—and why?”


        


      


    


  




  If any of these concerns sounds familiar, welcome to the club! But also know there’s a solution, a third alternative to the blind trust that gets us burned and the distrust that cheats us

  out of prosperity, energy, and joy. Understanding that third alternative—Smart Trust—is what Part I of this book is about.




  





  CHAPTER ONE




  The Great Paradox




  

    

      We’re never so vulnerable than when we trust someone—but paradoxically, if we cannot trust, neither can we find . . . joy.




      WALTER ANDERSON




      

        You may be deceived if you trust too much, but you will live in torment if you don’t trust enough.


      




      FRANK CRANE


    


  




  In 1974, a terrible famine swept through Bangladesh, a nation struggling in the aftermath of a devastating war for independence. Millions of

  starving people began to migrate from the remote villages of the north to the cities farther south in search of food.




  In one such city, Chittagong, lived a thirty-four-year-old economics professor named Muhammad Yunus, who had recently returned from the United States, where he had gone as a Fulbright scholar to

  obtain his PhD in economics. As Yunus watched the growing influx of starving humanity, he began to feel a huge disconnect between what he was teaching his students at the University of Chittagong

  and what he was seeing on the streets: the skeletal bodies and vacant eyes of thousands of people literally starving to death. Heartsick and determined to find some way to help,

  he decided to begin with the poor people in the small neighboring village of Jobra.




  As Yunus visited with these people, he discovered that most of the “poorest of the poor” were widowed, divorced, or abandoned women who were desperately trying to feed their

  children. Because they didn’t have money to buy supplies, they were forced to borrow from “traders” and then sell their products back to them for a pittance. A woman with three

  children, for example, would borrow 5 taka (about 22 cents) to buy bamboo. After working from morning until night to weave the bamboo into a stool, she was forced to repay her loan by selling the

  stool to the traders for 5 taka and 50 poysha (about 24 cents). That left her a profit of only 2 cents a day, barely enough to keep her and her children alive.




  Like many others in the villages of Bangladesh, this woman was stuck in a cycle that ensured that she and her children would remain in poverty for generations. As an economist, Yunus realized

  that the only way she could break out of the cycle would be to somehow get the five taka to buy her bamboo so that she could sell her stools for the full retail price in a free market. But there

  was no one who would loan her the capital at a reasonable rate. As he searched throughout the tiny village of Jobra, he found that there was a total of forty-two people—stool makers, mat

  weavers, rickshaw drivers, and so on—who were all dependent on the traders, and the combined amount they were borrowing was only 856 taka, or less than $27. “All this misery in all

  these families,” he exclaimed, “all for the lack of twenty-seven dollars!”




  In the end, Yunus loaned those forty-two people the money because no one else would, with the simple instructions to pay it back, without interest, when they could. He then he went to the local

  bank to talk with the manager about lending money to others in similar situations. “He fell from the sky!” Yunus said. “He said, ‘You are crazy! It’s impossible. How

  could we lend money to poor people? They are not creditworthy. Our rules don’t permit it.’ ” The manager went on to say that 75 percent of the population of Bangladesh

  couldn’t even read or write to fill out a loan application, and they had no collateral. There was no way those people would ever pay back a loan. The whole idea was too risky. So Yunus went

  up the line to the regional bank manager, and after explaining the situation, writing back and forth for six months, and finally pledging himself as the guarantor, he was able to

  secure a loan in the amount of $300 from the reluctant bank administration to distribute among the poor.




  Thus began a new era in Yunus’s life—and in the lives of the poor of Bangladesh and eventually throughout the world. Although Yunus had no intention of going into banking himself, he

  ended up doing so—despite the dire warnings of many in the industry. He studied how other banks set up their loan operations, and then he set up a bank, the Grameen [“rural” or

  “village”] Bank, that did the exact opposite. Whereas other banks tried to delay the borrowers’ repayments as long as possible in order to increase the amount of the loan (making

  it hard for people to pay), Yunus instituted a daily payment program of very small amounts. He set up support groups and established incentives to encourage borrowers to help one another succeed.

  And at a time when the banks of Bagladesh effectively excluded women from ever being able to secure a loan, he set the goal that half of Grameen Bank borrowers would be women




  In his book Banker to the Poor, he described a typical Grameen borrower in the early days as she walked from the bank with her loan—typically about $25—in hand.




  

    

      

        All her life she has been told that she is no good, that she brings only misery to her family, and that they cannot afford to pay her dowry. Many times she hears her mother or her

        father tell her she should have been killed at birth, aborted, or starved. To her family she has been nothing but another mouth to feed, another dowry to pay. But today, for the first time in

        her life, an institution has trusted her with a great sum of money. She promises that she will never let down the institution or herself. She will struggle to make sure that every penny is

        paid back.


      


    


  




  Contrary to almost everyone’s expectations, an amazing 98 percent of Grameen Bank borrowers do pay back their loans. (In comparison, the payback rate on a traditional small-business loan

  is 88 percent.) They include people such as Mufia, who was married at thirteen, verbally abused and half starved by her mother-in-law during her husband’s long absences at sea, repeatedly

  beaten by her husband on his return, and finally divorced and left begging in the streets with three children to feed. With a loan from Grameen Bank, Mufia was able to sustain a

  business making bamboo products. With the profits, she was able to purchase clothes, cookware, and nutritious food for her children and to live with dignity. And people such as Amina, who,

  following the death of four of her six children and the prolonged illness and death of her husband, found herself destitute. Her in-laws tried to expel her from her home, her brother-in-law sold

  the tin roof over her head, and her mud home—unprotected with a missing roof—collapsed in the monsoon rains and killed her baby daughter. Through a Grameen loan, she was able to

  purchase bamboo to make baskets and sustain herself and her one remaining child.




  With a growing desire to eliminate poverty on a larger basis, Yunus moved ahead step by step—learning, making mistakes, and adapting to meet the challenges. Slowly he began to change minds

  and enroll an increasing number of people in his vision—people in banking, government, and other related industries. Through Yunus’s leadership, Grameen Bank continued to expand its

  reach and impact, and to date the organization has made more than $6 billion in loans to more than 8 million borrowers in Bangladesh, 97 percent of whom are women.




  Grameen Bank affiliates operate on a similar basis in most countries around the world. Yunus’s efforts have been so successful that he is widely considered the founder of the

  “microcredit” movement, which has turned into a global phenomenon. The United Nations declared 2005 the International Year of Microcredit, and in 2006 Muhammad Yunus and Grameen Bank

  were jointly awarded the Nobel Peace Prize for helping to lift tens of millions of people out of poverty. In 2009 the United States awarded Yunus the Presidential Medal of Freedom, the

  nation’s highest civilian honor.




  A Crisis of Trust




  To us, the most intriguing aspect of the story of Muhammad Yunus is that it is, at its very core, a story of trust . . . of Smart Trust. It is the story of one man

  believing—trusting—that with intelligent measures in place, impoverished people with no collateral, no steady employment, and no verifiable credit history could

  actually be trusted. They could be trusted to use borrowed money wisely, and they could be trusted to pay back their loans. Yunus said:




  

    

      

        If Grameen was to work, we knew we had to trust our clients. From day one, we knew that there would be no room for policing in our system. We never used courts to settle our repayments.

        We did not involve lawyers or any outsiders. Today, commercial banks assume that every borrower is going to run away with their money, so they tie their clients up in legal knots. Lawyers

        pore over their precious documents, making certain that no borrower will escape the reach of the bank. In contrast, Grameen assumes that every borrower is honest. There are no legal

        instruments between the lenders and the borrowers. We were convinced that the bank should be built on human trust, not on meaningless paper contracts. . . . We may be accused of being naive,

        but our experience with bad debt is less than 1 percent. And even when borrowers do default on a loan, we do not assume that they are malevolent. Instead, we assume that personal

        circumstances have prevented them from repaying the money.


      


    


  




  Even more inspiring is the fact that Yunus was able to accomplish all he did and to maintain a strong belief in trust in the face of the resistance of an entire industry—in fact, an entire

  culture—historically and pervasively steeped in cynicism and distrust. What’s more, Yunus held tenaciously to his belief in trust in the midst of what has become a massive trust

  deficit, indeed a veritable global crisis of trust. And it is this crisis—with its exhaustive media coverage of rampant corruption, corporate fraud, high-profile misbehavior, and political

  scams—that has consumed our attention as we’ve read the headlines and watched the news over the past decade.




  During or around the time Yunus was being awarded his Nobel Prize and Presidential Medal of Freedom, for example:




  

    

      	Numerous global businesses—or their executives—including Parmalat, Enron, Tyco, and WorldCom—engaged in significant fraudulent activity, and more than

      two hundred public companies were ultimately forced to redo their financial statements following the passage of Sarbanes-Oxley legislation in the United States.




      	In China, some two hundred airline pilots falsified their flying histories in order to avoid being connected with the parent company of China’s worst plane crash in several

      years.




      	Ramalinga Raju, the chairman of Satyam Computer Services, shocked the outsourcing industry by admitting that he had “inflated the amount of cash on the balance sheet of India’s

      fourth largest IT company by nearly $1 billion, incurred a liability of $253 million on funds arranged by him personally, and overstated Satyam’s September 2008 quarterly revenues by 76

      percent and profits by 97 percent,” earning for Satyam the title of “India’s Enron.”




      	In the United States, five educators (a principal, an assistant principal, and three teachers) resigned in a scandal over test tampering after being investigated for unethically helping

      their fifth-grade students score higher on standardized tests, receiving performance bonuses for themselves in the process.




      	Thousands of investors were devastated to discover that the U.S. stockbroker and investment adviser Bernie Madoff had defrauded them of more than $65 billion in the biggest Ponzi scheme in

      history.




      	A British tabloid newspaper abruptly shut down after 168 years in print when the exposure of a massive phone hacking and police bribery scandal resulted in numerous resignations and arrests

      and mushrooming investigations.


    


  




  In part as a result of the thousands of headlines and news clips that blazoned these and similar stories into the public awareness, there was, and still is, a literal crisis of trust in most of

  the world—in our societies, our institutions, our governments, our media, our health care services, our organizations, our relationships, and even our personal lives. In some cases, trust has

  never been lower than it is today. Consider the following from recent surveys measuring trust by Gallup, Edelman, and Harris Interactive:




  

    

      	
The U.S. finds itself becoming an increasingly lower-trust society as trust in government, business, media, and NGOs has dropped considerably compared to both prior

      years and to other industrialized nations.




      	Trust in media in the U.S. reached the lowest point in 2010 since Gallup started measuring it in the early 1970s.




      	Only 46 percent of informed respondents in the U.S. and 44 percent in the U.K. trust business to do what is right.




      	Only 40 percent of informed respondents in the U.S. and 33 percent in Germany trust government to do what is right.




      	Only 33 percent of Americans had a great deal of trust in medical leadership in 2011, down from 73 percent in 1966.




      	53 percent of U.S. employees do not think their boss is honest, and 69 percent of Americans are dissatisfied with the ethical climate in which they find themselves in today’s

      society.


    


  




  The crisis of trust is not just in our institutions; it extends to our economic system and to much of global society. According to the Chicago Booth/Kellogg School Financial Trust Index of May

  2011, only 20 percent of Americans have trust in our financial system—which is a mere one percentage point higher than the all-time low hit in the midst of the global financial crisis in

  2009. The inability of government leaders in Washington, D.C., to collaborate on a deficit/debt solution that would inspire confidence resulted in a historic national credit downgrade in 2011,

  exacerbating the crisis of trust in government as well as in economic systems. Similarly, European Union leaders are facing growing distrust in their capacity to manage their expanding debt

  crisis.




  

    

    

      

        

          

            2011 will be the year of distrust in government. From the sovereign debt crisis in Europe, to the government’s response to the earthquake in Japan, from

            the high-speed rail crash in China, to the debt ceiling fight in Washington, people around the world are losing faith in their governments.




            RICHARD EDELMAN




            PRESIDENT AND CEO, EDELMAN


          


        


      


    


  







  Moreover, distrust has spilled into much of broader society. For example, sociologists measure societal trust within countries in response to the question “Generally

  speaking, would you say that most people can be trusted or that you need to be very careful in dealing with people?” In response, only 13 percent of Chileans and 24 percent of Turks believe

  other people can be trusted, which contrasts markedly with certain higher-trust societies, such as Denmark, Sweden, and Norway, where more than 80 percent of people believe that others can be

  trusted.




  The headlines and the statistics leave no doubt that the world is in a crisis of trust. What is less clear is that this crisis is simultaneously having a profound impact on economic well-being

  and quality of life around the globe.




  

    

      

        

          

            Trust is like the air we breathe—when it’s present, nobody really notices; when it’s absent, everybody notices.




            WARREN BUFFETT


          


        


      


    


  




  The Cost of the Crisis




  So what is the cost of this crisis? And how can we quantify it? As the two of us have worked with people and organizations around the world over the past twenty years, we

  have found that trust always changes three profound outcomes in personal and professional lives and in society. Those three outcomes are prosperity, energy, and joy. Let’s take a look at each

  one.




  Trust Changes Prosperity




  More and more it is becoming abundantly evident that in today’s economy, the bottom line is directly connected to trust. Put another way, there is a “business

  case for trust”—and it’s a compelling case. A company’s reputation, its ability to partner and collaborate with others, its capacity to innovate, its

  effectiveness in engaging its people, its ability to attract and retain great people, the speed at which it can execute—all these dimensions of success, plus many more, are powerfully

  affected by trust.




  In fact, trust has become the new currency of the global economy. It is the basis on which many people do business—or don’t. For instance, the 2009 Edelman Trust Barometer

  showed that 77 percent of informed respondents said they refused to buy products or services from a company they distrusted, while 72 percent criticized a distrusted company to a friend or

  colleague. But when trust is high, the benefits are equally tangible, with 55 percent saying they are willing to pay a premium to buy products and services from a trusted company and 76 percent

  saying they recommend trusted brands to a colleague or friend. In fact, referral business is the ultimate example of trust as a currency, in that it represents a “transference of trust”

  that goes from a current customer to a new prospect and back to the seller. With today’s social media, both criticisms and recommendations go much farther and faster than ever before.

  According to Brian Singh, the founder of the Canadian social media firm Zinc Research, “One day, a company might be better off asking not what its margins are but what its trust factor

  is.”




  Trust is what makes our markets work. It “makes the world go round.” At its core, capitalism is based on three things: capital, liquidity, and trust. Though all three are vital, it

  is primarily the lack of trust that will cause the other two to be most deeply discounted. According to Dov Seidman, the founder of LRN, a global ethics and compliance management company:




  

    

      

        The world’s financial markets nearly collapsed last fall for one reason: lack of trust. Credit, the lifeblood of the global economy, all but stopped flowing. Even

        big banks refused to lend to each other because they didn’t trust they would be repaid. We’d been taking trust for granted. Contracts back up our deals and transactions, but who

        would sign them without trust in their counterparties? Trust is essential to building enduring connections with employees, suppliers, customers, and the communities in

        which we do business. And it drives the risk-taking that leads to innovation and progress.
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  In speaking of competitive advantage, Seidman says:




  

    

      

        It’s about who has the most trust in their relationships, and where most people want to work. This will be the soft currency of the 21st century.


      


    


  




  The relationship between trust and prosperity in a country becomes obvious when we compare Transparency International’s Corruption Perceptions Index,1 a justifiable proxy for trustworthiness, with the gross domestic product per capita of the countries involved. Generally, the less corrupt (more trustworthy) a country is

  perceived to be, the more prosperous is that nation’s economy. Conversely, the more corrupt (less trustworthy) a country is perceived to be, the less prosperous is that country’s

  economy. As you can see in the graph below, the correlation between trustworthiness and prosperity is self-evident.




  The reason there is such a direct connection between trust and prosperity is that trust always affects two key inputs to prosperity: speed and cost. When trust goes down in a

  relationship, on a team, in an organization, or in a country, speed goes down and cost goes up. Why? Because of the many steps that have to be taken to compensate for the lack of trust. This is a

  tax—a low-trust tax. Everything takes more time, and miscommunication, redundancy, and rework create costly delays.
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            It can be plausibly argued that much of the economic backwardness in the world can be explained by the lack of mutual confidence.




            KENNETH ARROW




            NOBEL PRIZE–WINNING ECONOMIST


          


        


      


    


  


 


  This formula plays out in high-profile corporate examples such as Satyam, which lost 78 percent of its market capitalization the first day the company scandal was exposed. Or

  Enron, where the loss of trust was so great that it cost the life of the company—and created an environment of increased and burdensome accounting. Or the global financial services firm

  Lehman Brothers, which went bankrupt after losing the trust and confidence of its clients, partners, and even competitors, triggering a multitrillion-dollar ripple effect loss that ushered in a

  global financial crisis from which we’ve still not fully recovered. You can see it in the lives of individuals such as Bernie Madoff, who defrauded thousands and whose son tragically

  committed suicide on the two-year anniversary of his father’s arrest. Or Tiger Woods, whose behavior stood in contrast to his carefully cultivated image as a company spokesperson, resulting

  in the loss of both his credibility as a spokesperson for many companies and tens of millions of dollars in endorsements. You can see it in the cost of fraud in industries and in the resulting

  excess of rules, regulations, policies, and procedures in most organizations today. In fact, you may even be able to see it in your own company or team—or in one you know.




  On the other hand, when trust goes up in a relationship, on a team, in a company, or in a country, speed goes up and cost goes down. People are able to communicate faster, collaborate better,

  innovate more, and do business faster and more efficiently. We call this a high-trust dividend.
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  These “economics of trust” play out time and again in the market. According to a Watson Wyatt study, high-trust organizations outperform low-trust organizations in total return to

  shareholders (stock price plus dividends) by 286 percent. A similar study analyzing Fortune magazine’s 100 Best Companies to Work For, which acknowledges trust as two-thirds of the

  criteria, showed that those high-trust organizations outperformed the market over the thirteen years of the study (from 1998 to 2010) by 288 percent.




  

    

      

        

          

            Our approach is based on the major findings of 20 years of research—that trust between managers and employees is the primary defining

            characteristic of the very best workplaces.




            GREAT PLACE TO WORK INSTITUTE


          


        


      


    


  




  

    Other research shows a similar phenomenon playing out among nations. In a landmark 2001 study of forty-one countries, economists Paul Zak and Stephen Knack identified a clear and direct

    correlation between the level of trust within a given country and the economic growth and investment in that country, concluding that “investment and growth improve with trust.”


  




  

    

      

        

          

            Because trust reduces the cost of transactions . . . high trust societies produce more output than low trust societies.




            PAUL ZAK AND STEPHEN KNACK




            ECONOMISTS


          


        


      


    


  




  

    High trust is a performance multiplier—a multiplier that translates directly into greater prosperity: increased revenues, profits, economic outcomes, and results. High trust

    creates a dividend that enhances and increases the productivity and profitability of interactions, thereby increasing prosperity. Low trust creates a tax—a wasted tax—that penalizes

    interactions and diminishes prosperity.


  




  People’s growing awareness of the relationship between trust and prosperity was starkly evident to the two of us when we had the opportunity to participate in the summer 2008 meeting of

  the World Economic Forum in Tianjin, China, the Forum’s “summer Davos.” This respected forum—which is “committed to improving the state of the

  world”—included 1,400 leaders from business and government as well as selected academics and journalists from more than ninety nations throughout the world. This particular meeting

  promised to be especially insightful because of the economic crisis at the time. Just two weeks earlier, Lehman Brothers had collapsed, and the markets were in free fall. That

  very weekend the U.S. Congress and other governing bodies worldwide were meeting in emergency sessions to discuss options. People everywhere were in deep panic as the full extent of the

  interdependence of the world economy began to surface.




  At the closing session of the forum, participants were divided into table groups of ten to twelve participants, and each group was asked to identify the number one challenge threatening global

  economic growth for the coming year. From the hundred or so tables, the top seven challenges were taken and presented to the group as a whole for keypad voting. Surprising to many who reviewed the

  results of this informal survey was the fact that—even in the midst of all that was happening on the economic scene, with markets literally unraveling before people’s eyes—the

  global financial crisis was ranked as only the second biggest challenge facing the world’s economy. What was ranked first? “Loss of trust” and “loss of

  confidence.” This group of informed decision makers and thought leaders recognized that all other conditions in society—including the global financial crisis—were being

  exacerbated by a crisis of trust and confidence.




  We believe the participants of the World Economic Forum got it right, and in fact, we had seen their very conclusion affirmed that same weekend as we participated in a televised debate about the

  world financial crisis on CNBC Asia. The participants of that debate agreed that the economic crisis was, at its roots, a crisis of trust. They recognized that governments could put more capital

  into the system. They could try to improve liquidity in attempts to get money flowing. But without trust, banks were not going to loan money to other banks or to consumers because they didn’t

  think they were going to get their money back, so money didn’t flow. It had become clear that not only was prosperity a huge benefit of high trust, it was also a casualty of low trust.




  Trust Changes Energy




  The second outcome dramatically impacted by trust is energy. By energy, we mean not only physical and emotional energy but also engagement, creativity, and health and well-being. To get an idea of the extent of the impact, just think about someone with whom you have a low-trust relationship. Which of the words below would

  you say best describe what it’s like to work or interact with that person?




  

    

      

        

          

            	

              Stressful


            



            	

              Fun


            

          




          

            	

              Complicated


            



            	

              Easy


            

          




          

            	

              Exhausting


            



            	

              Exciting


            

          




          

            	

              Difficult


            



            	

              Invigorating


            

          




          

            	

              Unpleasant


            



            	

              Productive


            

          




          

            	

              Frustrating


            



            	

              Energizing


            

          




          

            	

              Deadening


            



            	

              Enjoyable


            

          




          

            	

              Nonproductive  


            



            	

              Straightforward


            

          




          

            	

              Unfulfilling


            



            	

              Stimulating


            

          




          

            	

              Painful


            



            	

              Beneficial


            

          




          

            	

              Risky


            



            	

              Safe


            

          




          

            	

              Scary


            



            	

              Freeing


            

          




          

            	

              Dangerous


            



            	

              Liberating


            

          


        


      


    


  




  Now look at the list again and think of someone with whom you have a high-trust relationship. Which of the words best describe what it’s like to work or interact with that person? As you

  consider the contrast, what impact do you think trust—or the lack of it—may be having on the energy you feel in your personal life or family life, or in your team or organization? How

  do you think it might be affecting your ability or the ability of your organization to partner and collaborate with others?




  When we do this exercise with work teams, participants are struck by the sharp contrast between the extraordinary energy generated in high-trust teams and the exhaustive tension in low-trust

  teams. This phenomenon creates a tremendous ripple effect—in either direction—that changes the overall spirit of energy and momentum in the organization at large, particularly in two

  critical dimensions: engagement and innovation.




  Engagement. Nowhere does trust change energy in organizations more than in employee engagement.2 Although there are numerous

  drivers of engagement, the two biggest drivers are: (1) the relationship of trust employees have with their supervisor, and (2) the trust they have for the organization at large. A 2008 Dublin City

  University Business School study shows that trust and engagement create a virtuous, upward, mutually reinforcing cycle—in other words, as trust goes up in an organization, so does engagement;

  and as engagement goes up, so does trust.




  Doug Conant, CEO of Campbell Soup Company, described the connection of trust to energy and performance in these words:




  

    

      

        We have what we call our Campbell Leadership Model and we drive off of that. It basically says you have to inspire trust, and once you earn people’s trust, you have permission to

        do some amazing things. Trust gives you the permission to give people direction, get everyone aligned, and give them the energy to go get the job done. Trust enables you to execute with

        excellence and produce extraordinary results. As you execute with excellence and deliver on your commitments, trust becomes easier to inspire, creating a flywheel of performance.


      


    


  




  Innovation. Trust also increases energy in the form of positive synergy (where 1 + 1 = 3 or more) and creativity, which drive innovation. When you get down to it, where does innovation

  come from? It comes from the collision of differences in the right environment. As the psychologist Carl Jung put it, “The greater the contrast, the greater the potential. Great energy only

  comes from a correspondingly great tension between opposites.”




  But without trust, differences won’t necessarily create positive synergy; in fact, the more common outcome is negative synergy (where 1 + 1 = 1½ or less). Bottom line, when people

  trust each other, differences are strengths; when they don’t trust each other, differences are divisive.




  As the research shows, innovation flourishes in a high-trust environment but withers in a low-trust environment. A U.K. study contrasting the top 20 percent of the Times Top

  1000 companies with the bottom 20 percent in terms of innovation and performance found that trust was “the number one differentiator.” According to the report, “Trust between

  people which enabled them to share ideas freely was the single most significant factor in differentiating successful innovators.”




  

    

      

        

          

            [T]he existence of trust frees the human spirit to be creative, generous, and authentic instead of protective, cynical, and false.




            TOM HAYES




            AUTHOR OF JUMP POINT


          


        


      


    


  




  Innovation expert Robert Porter Lynch describes the innovation process and the role of trust as follows:




  

    

      

        All innovation comes from people who think differently—that is, one perspective meets another, and something new can be born. . . . But two differing perspectives don’t

        automatically create something new, and all too often the differences become destructive: like Republicans vs. Democrats, old vs. new, my way or the highway. So the art becomes: how can you

        increase the creative aspect of interactions between opposites? And the answer is trust. When this tension exists in a trusting environment, people’s creative juices are aligned, and

        they become jointly innovative, thus trust is an alignment of human energy. This aligned energy is also referred to as synergy—something that is so often elusive in organizations and

        relationships.


      


    


  




  

    

      

        

          

            No low trust society will ever produce sustained innovation.




            THOMAS FRIEDMAN




            PULITZER PRIZE–WINNING JOURNALIST


          


        


      


    


  




  In addition to engagement and innovation, trust changes energy in the dimension of health and well-being. Though there are many societal measures, one widely accepted

  indicator is life expectancy. A growing body of data suggests that there is a correlation between longevity and trust. Simply put, people who trust tend to live longer; people who distrust tend to

  die sooner. For example, a study of 97,000 women over an eight-year period showed that those who were more cynical and extremely distrustful of people had a 16 percent higher risk of death than

  their counterparts. In his classic book Bowling Alone, Robert Putnam notes that trusting people not only live longer but also are healthier. When we look at data showing the well-being of

  nations compared to the trust levels within those nations, the result suggests a clear relationship between the two.




  

    

      

        

          

            [A] nation’s well-being, as well as its ability to compete, is conditioned by a single, pervasive cultural characteristic: the level of trust inherent in

            the society.




            FRANCIS FUKUYAMA




            STANFORD FELLOW


          


        


      


    


  




  Trust Changes Joy




  By joy, we simply mean happiness, fun, satisfaction, and what psychologist Dr. Martin Seligman calls “flourishing.” For many people around the world, happiness

  is the most important goal in life.




  As we work with teams and organizations worldwide, people don’t necessarily use the word “joy” in describing high-trust relationships at work, but you can see it—or the

  lack of it—in their faces. When people talk about low-trust relationships, you see tension, sorrow, pain, and sometimes even fear. When they talk about high-trust relationships, everything

  changes—eyes light up, smiles appear, people become animated, and conversation focuses on the positive outcomes that bring happiness.




  

    

      

        

          

            More than any other element, fun is the secret of Virgin’s success.




            RICHARD BRANSON




            CEO, VIRGIN COMPANIES


          


        


      


    


  




  Increasingly, happiness is also a pursuit of nations. This is reflected in the recent shift from an exclusive focus on gross domestic product—which measures only economic output—to a

  more holistic focus that seeks to include evaluation of happiness and well-being. In effect, this is a nation’s version of a balanced scorecard.
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