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THE DIVERSITY INDEX


Introduction

THE PRESIDENT OF LOCKHEED AIRCRAFT CORPORATION and Vice President Lyndon Johnson agreed to end Lockheed’s workforce segregation on May 25, 1961. Looking back, this contract, which was announced with great fanfare at the White House, signified far more than the public acknowledgment of systematic racial segregation in employment. It illustrated the leading role that prominent corporations were beginning to embrace by hiring and promoting the widest range of workers in this country. Businesses were accepting responsibility for actively shaping the full scope of the American workforce. If corporations wish to have the best educated, highest motivated and most diverse workforce in the world today, they should resume and expand the process of reaching out to students, teachers, communities, and employees started by this first Plan for Progress.

A diversity index measures the number of species in a natural environment. The more species there are, the healthier the environment is. My research showed that what is true in nature also applies to business. Developing and promoting a diverse workforce can lead to increased resilience in a corporation. Companies with high levels of diversity have been found to produce higher profit margins and greater returns on equity and assets.1 Collective wisdom, the ideas contributed by diverse groups and individuals, exceeds the sum of its parts.2 We are just beginning to understand the full diversity dividend that was started by the Plan for Progress.

Yet, in the late 1990s, a rash of discrimination lawsuits spread across corporate America. Merrill Lynch paid more than $200 million to settle a class action filed by more than 900 of its current and former female brokers. In 2000, Coca-Cola agreed to pay $192.5 million in a racial discrimination case to African American workers who alleged they had been paid and promoted less than similarly situated white workers. In 2008, Walgreen pledged $24 million to resolve a federal lawsuit alleging widespread racial bias against 10,000 black workers.3

If workplaces were so accepting of diversity, why were so many workers suing their bosses? As I covered some of these lawsuits for The New York Times and other publications, I was struck—well, horrified really—by the toll the adversarial process takes on both the plaintiffs and the defendants. In discrimination lawsuits, the claims of the employee are pitted against the assertions of the employer. The allegations are frequently framed in reductive terms: The employee is incapable of performing the tasks, and the company is guilty of discrimination. The legal wrangling often saps years from employees’ careers, undermines their mental and physical well-being, and jeopardizes their future employability. The suits cost the companies substantial amounts of intellectual and emotional energy that could have been spent on growing the business. Although the class action settlements often result in the companies’ adopting new employee pay and promotion practices that promise to improve the workplace for everyone, the advances come at a high price. I wanted to find the companies that had the most diverse leadership and to find out how they did it so other companies could follow suit.

I conducted a study of race and gender of executive officers of the 2005 Fortune 100. An executive officer is defined as a president or vice president who is in charge of a principal business unit, division or function. Executive officers set policy for the corporation, and their names are usually contained in the annual report to shareholders. My researchers and I determined, from photographs and published profiles of the executive officers, their gender, race, and ethnicity according to categories used by the U.S. government. We also gathered data for the same companies for fiscal 1995 and 2009 to show change over 14 years. We then contacted the companies to verify the accuracy of our assessments and made adjustments to the data if the companies offered corrections that were consistent with the names listed in the 10-K, a document filed with the Securities and Exchange Commission (SEC). We operated on a fully transparent basis, notifying the companies of the information and statistics we had gathered and telling them that they would be published. We made every effort to get the facts right.4

I discovered that the companies with the highest diversity among their executive officers were using many of the same practices. Like most Americans, I had never before heard of the clunky-sounding Plans for Progress. I began reading Inventing Equal Opportunity (published in 2009) to understand how the companies had come to share the same diversity practices. Author Frank Dobbin described Plans for Progress. His footnote led me to a 1961 New York Times story quoting a spokesman for the National Association for the Advancement of Colored People (NAACP) criticizing the program’s effectiveness.

As a journalist who has written and produced thousands of stories, a large portion while covering an ongoing issue or event, I knew that most news reports are simply snapshots in time and cannot be taken as the final evaluation of a program. When the article was published in 1961, the program had just begun, and it was too early to render a final judgment on its success. The NAACP’s dismissal of the Plans for Progress as nothing but hype was premature. Today, the conclusion would be different.

Discovering Plans for Progress

Preserved in a simple manila folder at the John F. Kennedy Presidential Library and Museum in Boston, I found eight actual Plans for Progress contracts that had been signed by Vice President Johnson and the presidents of the largest defense companies. The contracts spelled out the steps that Boeing, Northrop, Lockheed, and other government contractors agreed to take in order to find, develop, and recruit minority employees. They reached out to students, teachers, and families to inform them of the skills, knowledge, and education they needed in their technologically advanced workforce. Then, like now, the country was not producing enough engineers or scientists of any race or gender to meet demand. If schools did not have the personnel who could teach specialized courses, the companies found the teachers who could, and paid their salaries. The Plans for Progress contracts illustrate how committed these companies were to developing a reliable and productive supply chain of qualified minority employees.

Deep in the library’s archives, I came to know the architect of Plans for Progress, John Feild, and the advocate, Hobart Taylor, Jr. Many histories have referred to these government employees, but never in much detail. Yet what they created has lasted for five decades despite their initial struggles with corporations, politicians, and one another. Feild and Taylor came from different classes, had varied levels of education, used contrasting negotiating styles, and held divergent political beliefs. They were rivals, and their friction was a harbinger of similar struggles that newly integrated offices across the country would soon experience, as Hobart Taylor, Jr., a black man, ultimately became the boss of John Feild, a white man.

Feild and Taylor’s achievement was contingent on their ability to persuade the white male leadership of government contractors in the 1960s to reform their hiring and promotion practices. The businessmen, who were mainly Republican, were called upon to include races that had often been disparaged as not educated enough and not as hardworking as white employees, or simply too different to fit into the same employment categories and job ladders. To succeed with integration, managers had to install conscious, deliberate programs in factories, offices, franchises, and corporate headquarters throughout the country. Finally, integration success depended on white employees and white customers lowering their resistance to working and interacting with people of color.

Newly released government documents containing information on the companies that participated in Plans for Progress illustrate that minorities were brought into nearly every job category by the late 1960s. Theoretically, minorities would have ascended to the rank of executive officer by 1995, more than 30 years after the program began. If the flow had continued, we would expect to see them throughout the corporations today—from top to bottom, from side to side, employed in jobs appropriate to their education and experience.

My research shows that the Plans for Progress companies on average achieved greater success in promoting minorities and women to executive officer positions than companies that had not joined or that were established after the program officially ended in 1969. These findings suggest that the Plans for Progress companies were more attuned to accepting and promoting people of all kinds than the companies that had not practiced the protocol. The study indicates that the protocol was effective and that the longer a company practices integration, the better it becomes at the process. (See Figure I.1.)

In every year except for 1995, the Plans for Progress companies employed more white female executive officers than the non–Plans for Progress companies. Interestingly, Plans for Progress began in 1961, before the Civil Rights Act of 1964 was passed, and was not aimed at women per se, but at minorities. Yet by 2005, the Plans for Progress companies had surpassed the companies that did not practice the protocol; 97 percent of Plans for Progress companies had white female executive officers whereas only 80 percent of non–Plans for Progress companies employed them. This finding indicates that the Plans for Progress protocol was easily applied to include other groups.

Figure I.1 Comparison of Race, Ethnicity, and Gender Levels of Executive Officers of Fortune 100 (%)
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By employing a series of repeatable, standardized, and scalable processes, these companies succeeded in integrating their workplaces and ultimately breaking the white male monopoly on the best jobs in America. Fifty years after it began, Plans for Progress can be described as an unquestionable success that resulted in the positive transformation of businesses and society. But the transformation has been far from complete. Only 53 percent of the Plans for Progress companies employed minority male executive officers in 2009. Just 33 percent of the Plans for Progress companies had promoted minority females to executive officers. The non-Plans for Progress companies have done far worse.

What Happened?

The Plans for Progress companies represent just one-third of the companies in my study. The majority of the firms either did not exist in the 1960s or had not signed on to the protocol. In addition, the Plans for Progress companies were not always perfect in their application of the protocol. For example, the aluminum producer Alcoa was a Plans for Progress company, but it had an all-white team of executive officers in every year of the study.

Also, Plans for Progress became known as affirmative action, which developed a bad reputation in the 1970s, often as a result of how it was applied. In a quest to improve racial representation, some corporations concentrated minorities in the lowest jobs, as laborers and service workers, which required the least skill and education. In 1969, IBM and Lockheed Aircraft employed more than 60 percent of minorities in the position of laborer. This was a nonmanagement job that usually required no training but demanded good physical condition to move materials in a warehouse or on a construction site. Overloading minorities into jobs that required the least skill potentially led them to be underemployed, while simultaneously creating excessive competition for these entry-level jobs among unskilled, uneducated whites.

Some Plans for Progress companies also concentrated minorities in white-collar jobs. By 1969, 12 percent of PepsiCo’s white-collar workers were minorities, at a time when just 1 percent of minorities in the overall population were college educated. PepsiCo had more than its fair share of well-educated minorities. Integration was a new concept, and companies accomplished it in both clumsy and opportunistic ways.

The imbalances led to backlash. Allan Bakke, a white male, accused the University of California of reverse discrimination, preferring people of color to whites. He had been rejected twice by UC Davis Medical School while “special applicants” with lower test scores had been admitted. An important Supreme Court decision on the Bakke case in 1978 ruled that preferring members of a racial or ethnic group for no other reason than that they were group members was itself discrimination. In his decision, Justice Lewis F. Powell wrote that diversity “encompasses a far broader array of qualifications and characteristics, of which racial or ethnic origin is but a single, though important, element.” In addition to race and gender, diversity included achievements, talent, social and economic background, and where a person grew up. Although the decision pertained to how universities accepted students, employers paid close attention to the Court. They realized they had to hire all kinds of people at all job levels. Diversity was the thing.5

Affirmative action became associated in the public’s mind with quotas. But quotas had never been part of the Plans for Progress protocol. John Feild, the author of the Plans for Progress, had never advocated that companies give preference to people of color, nor had he recommended using quotas. In fact, the boilerplate contract of the Plans for Progress prohibited quotas. Feild let the companies decide how many people of color to hire and the jobs into which to hire them.

“When I was director, I fought rigidly against the establishment of quotas,” said Feild, “but I did not feel we should abandon the notion of quantitative goals. We should keep it as a goal; we should be flexible about it; we should attempt to use it as a way of measuring performance.”6

The misapplication of affirmative action by business resulted in ridicule by the public, the method seen as a process of hiring and promoting unqualified white women and minorities. Many people of color and women subsequently shunned affirmative action because they did not want their competence sullied by association with a tainted program. As it became scorned by both whites and minorities, even the phrase affirmative action fell out of common parlance. In the trade, the method is now known as compliance and representation. (Most government contractors, however, must still file an affirmative action plan with the Department of Labor’s Office of Federal Contract Compliance Programs (OFCCP). An affirmative action plan expresses how the employer intends to reach out and find women or minorities with the required skills to hire into jobs where they are underutilized. It is an adaptation of the Plans for Progress protocol.)

Diversity became a popular concept after the late 1970s, due to the backlash against affirmative action and a series of court decisions that reaffirmed the need to consider far more than race. Diversity meant companies should hire and promote everybody, but doing it was perplexing. Diversity experts were installed in nearly every Fortune 100 company. Employees were then exposed to diversity training, where they were taught that everyone was the same, part of one great melting pot. Then they learned that everyone was different, like the ingredients of an immense salad bowl. The seeming contradictions required that diversity be conceived as a paradox. Employees were advised to be color and gender blind, but to recognize differences and to celebrate them. As the concept of diversity took hold, the fine points seemed to get lost, and white women advanced in more companies than minorities did.

Reasons for the White Ceiling

In the 50 years since businesses seriously began to apply a set of deliberate, company-wide practices that would produce a more thoroughly mixed workforce, much success has been achieved, but a white ceiling persists. Ninety percent of the Fortune 100 employed white women as executive officers in 2009. Caucasian women should not be penalized for their notable accomplishments, and there is an average of only 1.66 women per executive team. Yet their broad success has contributed to a troubling pattern. One-third of the Fortune 100 companies had all-white male and female executive officers in each of the three years under study, 1995, 2005, and 2009. Despite ongoing diversity initiatives and efforts to break the glass ceiling these companies had gender diversity but not racial diversity in the highest ranks. Unless this pattern is broken, discrimination lawsuits are going to continue to rage through corporate America.

Understanding Affinity Groups

Companies with the most diverse leadership had not only adopted the basic procedures from Plans for Progress, but they added new programs, such as affinity groups, as they sought to develop their workforce and overcome the glass ceiling. Affinity groups are employees such as women, African Americans, Hispanics, Asians, Native Americans, gay, lesbian, bisexual or transgendered people, veterans or the disabled, who meet to discuss issues in the company. I found that the number of groups doubled between 1995 and 2005. My study revealed a positive correlation between the employee groups and high officer diversity; 90 percent of the companies with the most integrated leadership have the groups. In some companies, the groups have become powerful resources as employees networked, learned leadership skills, and developed new products and ideas for the businesses. Many companies, in fact, call them employee resource groups or employee networks. Affinity groups, when backed by the CEO and led by the highest-ranking employees, create networks in which employees can positively influence the company’s integration process. The most successful affinity groups act like a Plans for Progress program for employees.7

Interestingly, the white ceiling has resulted, in part, from the success of the women’s affinity groups. Because of their numbers and their dominant race, they frequently wind up leading the affinity group. In some companies they have successfully challenged how women’s performance is measured by the firm. The GE Women’s Network is a fascinating example of how a group can advance after grappling with stereotypes in the workplace. Their success suggests that other affinity groups might benefit from a similar questioning of performance evaluations.

Diversity Requires Executive Support

A company, however, does not need to have affinity groups to have a highly diverse team of executive officers. Affinity groups alone cannot increase integration because they cannot hire, promote, or fire people; they constitute a strategy for developing employees. For example, Merck had the highest level of integration among its executive officers in the Fortune 100 in 1995, 2005, and 2009, but its nascent affinity groups were not the reason. Merck’s chief executives put white women, as well as female and male minorities, on their executive teams because they thought that doing so was important for the business, not because they waited for the affinity groups to offer them a candidate. Merck’s Roy Vagelos promoted individuals he thought could one day lead the company. He also believed in social justice. His successor, Raymond Gilmartin, elevated women and minorities because he trusted them to do the jobs. He also believed in creating a diverse meritocracy. Gilmartin’s successor, Richard Clark, advanced men and women of color because he believed they were necessary for the global growth of the business. These men surrounded themselves with diverse executive officers because they sought the best talent, they believed in social justice, they wanted to create a meritocracy, they thought diversity was good for business, and they wanted to set an example for the rest of the corporation. They did it all because they could.

In contrast, the chief executives who waited for the affinity groups to offer them the strongest candidates were not fully exercising their leadership capacity in the organization. The challenge ahead is for corporations to bring domestic minorities to the highest levels of leadership. The public summaries of companies’ Equal Employment Opportunity data (EEO-1) indicate that the majority of the largest corporations have minorities but that the minorities are stuck below the corporate suite in the ranks of middle and upper management.8 How do companies raise them to the highest levels?

First, corporations must confront the brutal reality that, despite the popular assumption that diversity has been achieved, it has not. Although the top job tier at corporations certainly has become more integrated, neither affirmative action nor diversity has entirely helped their intended beneficiaries. Nearly 50 percent of the Fortune 100 companies employed no African, Asian, Hispanic, or Native American men as executive officers in 2009. Nearly 80 percent of the Fortune 100 failed to promote minority women in executive officer positions. When it comes to business, women of color were left out of Plans for Progress, the civil rights and the women’s movements.

One problem that was not anticipated in 1961 was how globalization would affect promotions in this country. In 2009, more than half of the Hispanic and Asian executive officers in the Fortune 100 were born outside of the United States. In the competition to gain dominance in global markets, companies are hiring workers who come from those markets. If, after hard work, they wind up on staff at the U.S. headquarters, the internationals are counted as U.S. minorities. This is all perfectly legal. The immigrant story is an essential component of the American narrative. The Civil Rights Act prohibits discrimination against national origin, as did President John F. Kennedy’s executive order on which Plans for Progress was based. But these foreign nationals tend to be elites who come from wealthy families who could afford college in their home countries and graduate school in the United States. Most have not participated in the American bootstrap experience. As a group they frequently lack socioeconomic diversity.

Domestic Asian and Hispanic corporate executives—those born or raised in the United States—are getting squeezed out like never before. First, they lost out as affirmative action fell away in favor of diversity. Now they compete for the few slots on the executive floor with other nationalities. At the Coca-Cola Company, 57 percent of executive officers, including 100 percent of its “minorities,” were born outside the United States in fiscal 2009. PepsiCo followed the same trend toward multinational diversity as Coca-Cola did; 45 percent of Pepsi-Co’s executive officers were born beyond U.S. borders. Companies’ expansion into worldwide markets has put all homegrown workers—even the most educated—in the midst of a full-blown, worldwide competition for talent.

Even white men are under intense competition from abroad; on average, 9 percent of Caucasian male executive officers of the Fortune 100 were born outside of the United States. The aluminum producer Alcoa employed no minorities or women as executive officers in 2009, but 38 percent of its white males were born overseas. They came from Germany, Norway, and Austria.

Five decades after serious integration began, there are striking imbalances in the executive suite. Gender and multinational diversity are important assets to have among key decision makers, but alone they do not create a well-rounded team. Even though our economy has rapidly changed, we have made too much progress in the past five decades to abandon deeply held beliefs in equal opportunity now.

When Plans for Progress began in 1961, the country was emerging from a recession. Like now, there were too many unskilled workers, and not enough highly educated workers to produce the highly technical products—such as Mylar, computers, and advanced aircraft—that companies needed. And frequently, managers did not recognize, develop, or reward the employees that they had. As companies rebuild their workforces they can reassess their current and future needs. They have the opportunity to advance the employees who have been toiling in the trenches, reach out to the unemployed, and cultivate students from a younger age. If the United States is going to triumph in the global marketplace, where work flows to the places that produce either the best designed and best performing products or products that are most efficiently produced, corporations need to become deeply involved in developing the full range of the current and future workforce from elementary school onward.

As a journalist who has reported on businesses for 25 years for CBS News, and several publications, I have met many managers who welcome information that will help them improve their performance. During a Nieman Fellowship for journalists at Harvard in 1999, I studied corporate management at the business school, the history of discrimination at the law school, organizational sociology, and leadership. As I saw the business world embrace efficient, modern solutions to complex problems, I began to seek out programs that would improve the workplaces where we spend so many years of our lives. I hope that my analysis of the promotion patterns that have formed in the Fortune 100 will enable corporations to chart a new course that will help them to meet the goals set years ago, while profiting in new and unanticipated ways from the diversity dividend. Plans for Progress is a useful program that can be revived and expanded to all races, genders, and classes so that the United States can have the best educated, most creative, and most determined workers in the world. It sets a powerful example for corporate leadership.


1 The Diversity Buffet

DIVERSITY HAS BECOME A SMORGASBORD FROM WHICH companies are taking what they desire and leaving the rest. The partial use of the diversity concept has resulted in the formation of a persistent racial ceiling in corporate America. The difference between today and 50 years ago is that white women are now part of the problem.

In 2009, more than 40 percent of the Fortune 100 had no minorities among their executive officers. These white-ceiling companies often display a rainbow of employees on the leadership pages of their Web sites. They advertise their employee networks and expound on their commitment to diversity with inspirational statements. But the executive officers who are entrusted with setting policy in the corporation—the names listed in the annual report—are Caucasian.

This book seeks to cut through the heavy layer of advertising and public relations in which corporations routinely cocoon themselves. It offers a frank discussion about who is getting some of the best jobs in America, and what a lack of diversity means for the future of the companies and for this country. To be sure, corporations are not the only ones who like to think of themselves as open-minded, tolerant, and modern. In the giddy aftermath of the election of the first black president, signs everywhere read, “Yes we did.” Citizens of the United States proved they could overcome a long and painful history of racial subjugation.

When Barack Obama was elected in 2008, he became the most diverse president in American history. He was the child of a black African father and a white American mother, he was born in Hawaii, educated in Indonesia, and graduated from two Ivy League universities. His ascension to the highest office in the country marked a milestone for America. His election seemed to be the apotheosis of the equal opportunity society.

The joyful celebration also became a turning point for those who specialized in diversity. Suddenly, four decades after the concept of diversity had taken root, perhaps diversity experts were no longer needed. In 2009, during an online discussion at The Conference Board’s Web site, a diversity consultant complained that the chief executive officer (CEO) of her company did not know who she was or what she did. During the Great Recession of 2008–2009, diversity experts were laid off, and entire diversity departments were cut as corporations moved to quickly reduce costs.

Diversity is increasingly being viewed as yesterday’s topic. The overwhelming majority of 2009 annual reports of the Fortune 100 did not even mention it. The omission marked a profound change from their annual reports in 2005, when diversity was still the buzzword, and their pages were filled with pictures of customers and employees of nearly every race, ethnicity, and gender. But in 2009, just four years later, sustainability had become the concept du jour. The new goal was to create long-lasting communities by reducing greenhouse gases, toxic environmental waste, and using more recyclable packaging materials. What these companies have overlooked is that communities will not be sustainable without diverse employment strategies.

To be sure, diversity exists in the popular imagination. Television shows depicting the workplace in the last decade have been dominated by the multicultural casts of situation comedies such as Ugly Betty, which crowded out the predominantly white workplace shows such as Boston Legal. The awkward struggle to achieve harmony in such mixed groups was portrayed with humor in the NBC sitcom, Community. In one episode, the nerdy, bald, white Dean Pelton of Greendale Community College took pains to be sensitive to diversity. He changed the name of the college’s football team from the Greendale Grizzlies to the Greendale Human Beings because a lot of the students had “been called animals their whole lives.” As he tried to develop a mascot for the team, he spent days eliminating broad noses, Asian eye folds, and Irish chins from the face. As the first football game began, he emerged with a bald, silvery figure in the shape of a human with black eyes and a mustache, but no eyebrows or mouth. It looked like a creature from another planet that only its creator, Dean Pelton, could love. Yet the fact that network audiences would laugh at his awkward attempt to overcome racial and ethnic stereotypes showed how accepting Americans had become of the ongoing, if imperfect struggle to create some kind of equality.1

Without doubt, many men and women of color have achieved enormous business success and made tremendous strides into the very positions inside organizations from which they had previously been absent. Kenneth Chennault, an African American, has led American Express, a large financial services company, since 2001. Indra Nooyi, an Asian Indian immigrant, who had spent 12 years working her way up the corporate ladder, was selected in 2006 to lead PepsiCo, the ever expanding packaged goods company that sells everything from cola to oatmeal. When American International Group, an insurance giant, teetered on the brink of failure in 2008 and became a ward of the U.S. government, Richard Parsons, a black lawyer and the former head of the media group Time Warner, was brought in as the chairman to help AIG regain solvency. And racial diversity has been accomplished in the top job tier of most Fortune 100 corporations: 60 percent had minority executive officers in 2009.

Yet the other side of the coin remains vexing, the 40 percent of companies without minority officers. A key point to remember is that the leadership selection process in corporations is far less ecumenical than it is in the political realm. President Obama was elected by a truly diverse group of voters: Hispanics, Asians, African Americans, Native Americans, Pacific Islanders, Caucasians, and many more. Executive officers, in contrast, are usually selected by the chief executive officers, who are still predominantly white and male, before they are approved by the corporation’s board of directors. The role of executive officer—setting and administering policy for the corporation—requires a great deal of experience, brainpower, and leadership. Executive officers usually have an advanced graduate degree and have spent 20–25 years at the firm before being trusted with such a position of responsibility, power, prestige, and high compensation. They often assume the position after decades of winnowing, emerging from a series of new and ever more challenging assignments.

Fewer White Male Bastions

Before examining the underbelly of twenty-first century diversity, it is heartening to note the progress that companies, as well as the predominantly white males who have led them, have made over 14 years. In 2009, only 6 percent of the Fortune 100 consisted of entirely white male teams; this number reflects a rapid decrease from 15 percent in 2005 and from 38 percent in 1995. (See Figure 1.1.)

Figure 1.1 The Zero Companies: Least Integrated Executive Officer Teams in the Fortune 100
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Such rare and disappearing breeds occurred in all the sectors—industrial products, retailing, insurance, energy, and media. Alcoa, Berkshire Hathaway, Costco, Exxon Mobil, and News Corp. were the last holdouts. The industries did not form a pattern, as they had done in 2005, when energy companies represented 40 percent of the homogeneous teams.

The corporations whose executive officers included men of color but no women of any race also decreased in the same time period. In the 2009 Fortune 100, just four companies featured an integrated male team but no females, a decline of 50 percent from 1995. (See Figure 1.2.) Corporations have made tremendous progress in promoting women to the top jobs. Overall, the number of firms that have failed to include women in the highest ranks has decreased to 10 percent in 2009 from 48 percent in 1995. Ninety percent of the Fortune 100 had at least one female on the team in 2009. Men have demonstrated that they were ready to promote women, and the women have shown they were ready to be promoted. However, it was mainly white women who were promoted. In 2009, only 21 percent of the Fortune 100 firms employed minority female executive officers. While their representation has improved from just 2 percent in 1995, it is still alarmingly low.

The White Ceiling

White male and female teams have come to form a new problem: a white ceiling. (See Figure 1.3.) One-third of the Fortune 100 firms employed white male and white female executive officers, but no minorities, in each of the three years studied over 14 years: fiscal 1995, 2005, and 2009. Most of the companies did not have all-white executive leadership in each year of the study. Some, such as the pharmaceutical giant Bristol-Meyer Squibb, the computer maker Dell, and the insurance companies MetLife and New York Life, had all white executive officers in 1995 and integrated their teams in 2005 and 2009. They suddenly progressed.

Figure 1.2 Fortune 100 Companies with White and Minority Male Executive Officers but No Females of Any Color
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The integration of executive officers at other companies was more cautious. The consumer products company Procter & Gamble, the aerospace manufacturer Lockheed Martin, and the forest products company Weyerhaeuser had minority executive officers in 1995, but no women. By 2005, the companies had white female officers, but no minorities. By 2009, they had both minority and white female officers. Over 14 years, these companies moved carefully toward a mixed team. This pattern of integration is common, adding a male minority or a white female as an opening occurs.

Other firms drifted into and out of total white representation at the highest level. The system-controls maker Honeywell, for instance, had all white male and female executive officers in 1995, employed at least one person of color in 2005, but returned to total white staff again in 2009. The aluminum products company Alcoa had a white male team in 1995, promoted a white female in 2005, but returned to having an all white male team in 2009. General Electric had minority executive officers in 1995 and 2005, but had none by 2009. These companies regressed.

Figure 1.3 Fortune 100 Companies with All White Male and Female Executive Officers
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The companies with persistent white representation—those with all white male and female executive officers in every year of the study in which they were a company—came from different sectors. There was the telecom giant Verizon, the healthcare company HCA, Inc., and the insurance company Travelers. But the retail and financial services industries had the highest number of companies with only white executive officers. The retail companies were Target and J.C. Penney, and the financial services companies were Goldman Sachs, J.P. Morgan Chase, Morgan Stanley, and Wells Fargo.

How Did We Get Here?

In the mid-1990s, much scholarly research showed that whites generally were treated more favorably in the workplace than blacks.2 A study that examined the relationship of race and gender, as managers rated the promotion potential of 1,268 managerial and professional employees, revealed that blacks and Asians were rated lower than whites. The study controlled for age, education, tenure, salary grade, and satisfaction with career support. The results also concluded that managers rated female employees lower than male employees.3

The acceleration of white women’s upward movement beyond that of minorities, from 1995 to 2009, illustrates how gender has outpaced race. In 2009, 90 percent of Fortune 100 companies employed female executive officers, whereas just 60 percent employed minority executive officers. Since the mid-1990s, chief executives have found it easier to move beyond gender than beyond race. The fact that one-third of the Fortune 100 firms struggled with this issue since 1995 reveals that race remains a key factor when considering promotions.

A study published in 2008, the same year President Obama was elected, indicated that race plays a critical role during leadership evaluations and that whites are perceived to be prototypical business leaders in the United States. The visual images surrounding business, political, and military leadership have been predominantly of white leaders, driving the expectation that future leaders will be white. The study concluded that a multiplier effect “may persist such that positive evaluations are given to White leaders, White leaders continue to be the prototype for effective leadership and correspondingly, racial minority leaders are continually disadvantaged.”4

White Diversity

The promotion of white women in corporate headquarters has helped to keep the racial ceiling in place because of an incomplete application of diversity. Of the companies that do not employ minority executive officers, most include white women. In 2009, 30 percent of the executive officers at Target were female, the highest proportion of women of the persistently white group of companies. Simply having two genders is one measure of diversity, even if it is white diversity.

National origin is another measure of difference. Verizon’s chief information officer was born in Iran, as was Wells Fargo’s head of technology. Three of the executive officers at the investment firm Morgan Stanley came from Lebanon, Ireland, and the United Kingdom. In 2009, nearly 8 percent of the white executive officers in the Fortune 100 were not born in the United States. They were born in Canada, Europe, or the Middle East, and they brought with them to the United States the sound of foreign accents and the allure of international markets.5

These findings present a troubling pattern, suggesting that some companies are interpreting diversity not as a melting pot or as a salad bowl, but as a smorgasbord from which they can take whatever they want and leave the rest. Diversity now appears to have varying definitions at companies. Some treat diversity as a nutritious main course; they hire and promote everyone. Others treat diversity as a condiment; they spice up the corporate suite with a white woman here, an exotic accent there. Diversity as an employment concept certainly has not solved white job segregation at the top of the company.

Job segregation occurs when the members of one race or gender are concentrated in a job category. In the 1960s, blacks tended to be overrepresented in jobs as laborers. Women were overrepresented as secretaries. One of the goals of the civil rights and women’s movements was to free workers from these confining categories so that they could rise to their true potential, achieve better career outcomes, and enable themselves and their companies to excel.

Segregated jobs are believed to reinforce stereotypes that one race or gender is qualified to do only the job in which they are concentrated. The 40 percent of companies with no minorities among their executive officers could be evidence that ascription was at work. In other words, white workers were considered more seriously for promotion to executive officer level than were people of color. Sociologist Donald Tomaskovic-Devey has explained racial job segregation as social closure, that is, the effort by whites to distance themselves from minorities. The distancing by job description enables whites to preserve a higher status in the workplace, to maintain their authority, and to exclude minorities from better jobs.6 The danger is that this process, however unconscious, telegraphs the message that the job of executive officer is reserved for whites and prevents others who may be just as qualified—or more so—from getting opportunities for promotion. According to sociologist James Baron, the process of categorization is self-perpetuating, no matter how capricious.7

Importing the Top Executives

The partial application of diversity, accompanied by globalization, has enabled white job segregation at the top to continue because the expansion into Canada, Europe, and the Middle East has brought other Caucasian nationalities into the firms. These people were educated, spoke the necessary languages, knew how to excel in foreign markets, and were considered diverse. Companies understandably hired people who were native to the markets into which they expanded. Local knowledge, experience, and language ability are all enormous assets when trying to gain market superiority. Once inside the corporate structure, many of these employees have worked their way into the highest ranks of leadership, moving well beyond the role of country director. The aluminum producer Alcoa employed no minorities or women as executive officers in 2009, but 38 percent of its white males were born abroad. They came from Germany, Norway, and Austria. United Technologies, which includes Otis Elevators, Pratt & Whitney engines, and Sikorsky helicopters, had one white female on its otherwise white male team, but one-third of the executive officers were born outside the United States Three came from France, two from Canada. On average, 9 percent of white male executive officers of the Fortune 100 in 2009 were born outside of the United States. (See Figure 1.4.)

In 2009, more than half of the Hispanic/Latino executive officers of the Fortune 100, 53 percent, were born outside the United States. They came from eight different countries in Latin America. More than half, 52 percent, of the Asian executive officers came from overseas, mainly India.

Overall, one-third of “minority” executive officers in the Fortune 100 in 2009 were born beyond the U.S. borders, suggesting that companies have found a way to use the global worker as a diversity asset here in the United States. The microchip maker Ingram Micro employed 7 out of 11 executive officers who were born outside the United States, including 100 percent of its minorities. One hundred percent of the Coca-Cola Company’s minority executive officers were born in Liberia, Colombia, and Mexico; others came from Turkey, France, Ireland, and Australia.

Figure 1.4 Race/Ethnicity, Gender, and National Origin of Executive Officers of Fortune 100 Companies in 2009 (%)
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In 2009, executive officers of the Fortune 100 who were born outside the country were overrepresented. They comprised an average of 10 percent of executive officers when the foreign-born cohort of people who would be educated and experienced enough by 2009 to hold such a position comprised just 1.5 percent of the total U.S. population.8 This illustrates how the Fortune 100—the biggest and richest corporations in the country—were favoring multinational diversity over national diversity. There is nothing wrong with hiring people with different national origins. They are protected by the Civil Rights Act, and immigration is an essential component of American history. But some companies, in their drive for global profits, have used multinational diversity to trump U.S. diversity at the highest level of the corporation. This pattern is especially impacting American-born or -raised minorities.

Little scholarly research explores multinational hiring and promotions. But one study that examined promotion practices at a multinational Fortune 500 financial services firm found that Hispanics, some of whom were born outside the United States, were rated more highly as potential managers than native-born blacks and Asians.9 In other words, employers may have assumed that someone born outside the United States has greater knowledge of how to excel in foreign markets. But that is not necessarily guaranteed. U.S.-born or -raised minorities and whites may have just as much experience, or more, in developing international markets.

Corporate leaders frequently cite the cost of sending an American expatriate overseas as one reason for promoting more foreign nationals. A married American ex-pat with children can cost the company four times her salary in school fees, housing, and living allowances. Understandably, corporations prefer to save these costs and promote workers in their native country. But only one-third of the jobs that foreign-born executive officers held in 2009 were geographically specific, such as president of Latin America or vice president of Asia Pacific. The high cost of an ex-pat does not explain why so many foreign-born workers are in the top jobs here in the United States. In 2009, 42 percent of the jobs held by foreign-born executive officers were typical corporate duties such as human resources, finance, or marketing. One-quarter of the positions held by foreign-born executive officers involved technical or scientific operations at the firms.

One explanation could be that these companies do more business outside the United States, but that correlation does not hold up under scrutiny. For instance, Exxon Mobil received 80 percent of its profits from outside the United States, but the firm had only one foreign-born officer on its white male executive officer team in 2009. IBM took more than half its profits from outside the United States in the same period, and none of its mixed team of female, minority, and white male executive officers were born abroad.

Fifty years after the grand experiment to diversify the workplace began, a tremendous amount of progress has been made, but the original goals have yet to be fully achieved. Part of the reason is that the globalization of the workforce has enabled other workers to leapfrog ahead of homegrown minorities in the pursuit of promotions. Certainly, the United States has long been a haven for immigrants—nearly all U.S. families came from elsewhere at some point in the past—and allegations of discrimination in the workplace due to national origin are very rare. But the time has come for corporations to have a conversation about appropriate levels for international leadership.

The executive officers who were born outside the United States tend to come from elite, high-status groups in their birth countries. Many foreign nationals, for example, have been hired by U.S.-based corporations after gaining an advanced degree (a master’s degree or doctorate) at an American university. Foreign students often have to pay for graduate school themselves in the United States, and their ability to afford college in their home country of, say, India or Mexico usually means they come from families with resources. These employees are not the traditional homegrown minorities that affirmative action and diversity were originally intended to recognize. Yet, if they wind up working on the U.S. side of a global corporation, drawing local pay and benefits, they are counted as minority group members in the company’s annual census of its workers.10 The Office of Federal Contract Compliance Programs (OFCCP) in the Department of Labor, which oversees government contracts, allows companies to count immigrants as minorities depending on their race. For instance, a black immigrant from Nigeria is considered a minority, but a white Nigerian immigrant is not. National origin is not considered.11

Corporate executives could argue that real diversity means bringing international perspectives to the leadership team. The contention could be that knowing how to excel abroad is more important than continuing an old-fashioned idea of “representation,” the politically correct term for affirmative action in the United States. Andres Tapia, a management consultant for Hewitt Associates, believes that the tolerance or sensitivity resulting from the civil rights movement “gets sniffed out as too American once it crosses the border” and that its historical nature loses its effectiveness in a global context.12 Certainly, executive teams can be composed of entirely different nationalities. In fact, the U.S.-based companies led by foreign-born CEOs had nearly four times the level of foreign-born executive officers than the average Fortune 100 company had in 2009. They demonstrated far less affinity for traditional U.S. ideas of diversity. Before this trend accelerates, companies have an opportunity to decide how far they wish to stray from their American talent base.

Where We Stand

The United States is in the middle of a full-blown, worldwide competition for talent. The drive toward globalizing the corporation has distracted many companies from long-held American ideals and goals. Fifty years after corporations began a concerted effort to break the monopoly of white men on the best jobs in America, we have a chance to look at what went right and what went awry and to make corrections as the country adjusts to the realities of a globalized economy. It is time to get U.S. workers ready for the international markets in which they will have to compete. Learning to operate in foreign cultures is simply an expansion of the diversity work that corporations have done in the United States. Those that have created a learning culture will have a head start on the rest.

Through consistent attention and careful selection, some global corporations have chosen the perfect mix of executive officers. Even though they earn more than 50 percent of revenues from outside the United States, these companies have continued to develop their team so that they have a rich mix of Caucasian, Asian, African, Hispanic, and Native Americans, while employing some of the best talent from abroad. The right mix all comes down to who the chief executives want on their teams and to the processes that they put into place to hire, retain, and promote the workforce.


2 Merck’s Deliberate Strategy: Just Do It

FOR HALF OF THE NINE YEARS WHEN ROY VAGELOS WAS chief executive of Merck, the top management was a tightly knit group of Caucasian men who had begun their careers before the 1960s. Most had traditional marriages, including him, in which wives managed the house, the kids, and even their spouses for the most part. Sometimes, persuading his colleagues to give a big promotion to someone who was not like them was difficult. “A few were simply prejudiced against women, certain they couldn’t deal with the pressures of the executive suite,” Vagelos wrote in a memoir. Other colleagues were comfortable with the positions they had achieved and were “convinced that all of their decisions about promotion were unbiased even when all the best jobs went to men.”1

But Vagelos was aware of the different opportunities that men and women were given simply because of gender. Vagelos, who is the son of a Greek immigrant, received an education when his sister did not. His sister was encouraged to marry, while Vagelos went to college and medical school. With every opportunity well handled, he received even bigger opportunities and steadily accumulated advantage over competitors. Acknowledging this series of advantages, he wanted to distribute more opportunities at Merck beyond one race and gender.

Vagelos was not the first to have such an idea; at the time, CEOs were being encouraged to flaunt tradition. In 1986, Kay Landen, a vice president of the Central Bank of Denver, coined the phrase “glass ceiling” to describe a barrier that slowed women’s advancement. To grapple with the problem, in 1991, the Department of Labor formed a Glass Ceiling Commission. The Commission urged businesses to voluntarily take proactive steps to recognize and promote both women and minorities to executive ranks.2

In 1990, when Merck’s chief financial officer retired, Vagelos wanted to promote Judy Lewent, a white woman who had spent most of her career at Merck working as a controller and in finance. Lewent had graduated from Goucher College and then earned an MBA from the Sloan School of Management at the Massachusetts Institute of Technology (MIT). Vagelos was particularly impressed with her strategic analytical ability. She had created a computer program that predicted the value of the company’s drug development from laboratory to launch.

Merck is a research-based organization that develops drugs to prevent, treat, and cure illness in humans and animals. It pours billions of dollars into research every year to develop treatments, some of which may be approved as safe and effective but most of which will not. Drug development is very costly and high risk because of the potential side effects and harm that can come to patients. Scientists are always balancing risk and reward, trying to stay at the cutting edge in fighting disease while complying with extensive federal regulations. The computer program that Lewent had developed to project costs helped the company manage its resources.

Although Vagelos may have anticipated objections to Lewent because she was female, he did not hear any. The other executive officers thought she was tough enough to handle the corporate suite. Her immediate supervisor, who was a member of the executive management team at the time, vouched for her. He said Lewent would make an excellent “Marine officer”—and he gave her his total support.3

Two years later, when another executive officer position—general counsel—opened, Vagelos wanted to promote Mary McDonald, a white lawyer who had worked in the company’s legal department since the mid-1970s. She had handled discrimination complaints and labor issues and had translated business negotiations into sound contracts. But some of the other executive team members felt “she might not be forceful enough for the top position.”4 When Vagelos heard this, he was not certain what they were suggesting. Was it that female executives in general were not as aggressive as male executives, or were they talking about McDonald specifically? He decided to ignore the assertions because he was convinced that she was the strongest contender for the spot. McDonald was quieter than some of the male executive officers, but that did not prevent her from serving seven successful years as general counsel.

Perception Changer

Vagelos’s willingness to go against stereotype in selecting his top executives put the company on an exceptional path to setting new records for the level of integration among its executive officers. The difference between Vagelos and other chief executives in the Fortune 100 at the time is that he did not stop with one “diversity hire.” He kept going. In 1993, he appointed Celia Colbert, an African American, to the position of corporate secretary and assistant general counsel. A graduate of Harvard University and Columbia Law School, she had started with Merck in 1986 after a few years of working with a law firm in New York City. In her appointed role, Colbert supported the board of directors and shareholder activities. In the 1990s, many firms included corporate secretaries among their executive officers.5

Vagelos did not stop after he had promoted three women. In January 1994, he appointed Caroline Dorsa, a white female, to the role of treasurer. Dorsa had earned her BA at Colgate and an MBA in finance and accounting at Columbia University’s Graduate School of Business in 1987. Hired by Merck at the age of 28, she worked her way up through positions in financial evaluation, pricing, strategic planning, and customer marketing in the United States. As treasurer, she was responsible for treasury and tax functions and for providing financial support to several of Merck’s divisions such as the research laboratories, manufacturing, and the Asia Pacific Division. After just seven years at Merck, by the age of 35, she was made an executive officer. She was moving fast.

It had taken Lewent and McDonald longer to break the glass ceiling. But once they demonstrated to skeptical males that women could perform the job of executive officer just as well as men could, younger women were able to make tracks.

In the 1990s, an already large pool of well-educated female university graduates and professionals were in the labor force. But to attract the best talent, Merck had to stand out as the best place to work. “Because women normally experience the tension between the demands of career and those of family and child rearing more acutely than men, it was important that we accommodate that situation,” wrote Vagelos.6

The company provided child care facilities at all its major locations. And it allowed men and women to balance corporate and family responsibilities with flextime. Flextime was not always smiled upon by management who usually wanted work to be the employee’s top priority. Still, family obligations were usually accommodated as long as the work got done.

As Vagelos defied conventional wisdom by hiring a critical mass of women, he sought out more information from a small group of African Americans at Merck to get their perspective on how they were advancing within the company. “I was surprised and saddened to learn that, in their opinion, an African American had to be 15 percent better than a White colleague to be promoted at Merck,” he wrote. “I couldn’t see this from my position at the top of the firm, but I believed them because they were intelligent, credible, sincere people.”7

A lot of chief executives never engage in conversations about race or gender with their employees, but getting involved is one of the early processes that has to occur for a corporation to level the playing field. The studies for this book revealed that one of the most important qualities in a chief executive is soliciting feedback from employees about their perceptions of fairness in the company.

Timing is critical in promotions for both the employee and the company, but frequently reciprocal needs do not match up. Not having the right spot for the right candidate is often a problem on an executive team, and corporations can lose valuable people if they cannot promote candidates at the right time. “We lost some superb candidates for top jobs when other firms offered them opportunities we didn’t have available,” wrote Vagelos.8

One of the top people Merck lost was Cecil Pickett, an African American with a PhD from the University of California in Los Angeles (UCLA), whom Vagelos had recruited years earlier. In 1993, Pickett was appointed executive vice president of research at the Schering-Plough Research Institute where he was responsible for the planning and management of the company’s new drug discovery programs.

As they lost talent, Merck recruited new executives. Kenneth Frazier, an African American lawyer, was hired in 1992 to serve as a vice president, general counsel, and secretary of Merck’s venture with the Swedish firm Astra. Frazier had graduated from Pennsylvania State University and Harvard Law School, and he was a partner in Drinker, Biddle & Reath in Philadelphia, which had long provided counsel to Merck.

In April 1994, Vagelos promoted Frazier to the executive officer position of vice president of public affairs, in which he would be responsible for all of the corporation’s communication with the public. Initially Frazier did not want to take it; he wanted to stay in law, but Vagelos pressured him. “I wanted to bring him into the central organization,” said Vagelos. “His combination of technical and people skills, energy, and self-discipline put him on the corporate fast track. He’s completely open and honest, which are qualities extremely important to me.”9

Vagelos’s deliberate strategy to diversify Merck’s executive officer team made the company stand out from all others. By 1995, Merck was the only company in the study of the Fortune 100 with a completely mixed team of white males and females and of minority males and females. In four years, Vagelos had promoted three Caucasian women, one African American woman, and one African American man to the position of executive officer. All four women and Frazier had earned graduate degrees in law and business from the country’s top schools. In 1995, the female and minority representation of Merck’s executive officers was 28 percent, more than three times the Fortune 100 average of 8 percent at the time.

“If you look at the white males I brought in, they had similar backgrounds. In other words, I was not different in my selection of minorities, women or men. I’m very, very demanding,” said Vagelos.10

Some critics might argue that the four people Vagelos promoted did not have real power because they were not in operating roles, that they did not have profit-making responsibility at the corporation. Nonetheless, they were in necessary roles such as finance, general counsel, treasurer, and corporate communications, and they provided critical functions for the firm. Vagelos wanted to test them; if they did well in these roles, they could move on to other roles. “I thought one of these people could become CEO, but I didn’t know which,” he said.11

Vagelos began a process that would be continued by two of his successors and that would result in Merck’s having the most diverse teams in 2005 and 2009, standing far above the other Fortune 100 companies.

Systems Changer

In 1994, Vagelos did not feel ready to retire, but company policy forced him to do so by the age of 65. When Raymond Gilmartin arrived at the pharmaceutical giant in the summer to take over as CEO, he was an outsider. He was not a medical doctor or a scientist like Vagelos. He was an electrical engineer who had been chief executive and chairman of the medical equipment firm Becton-Dickinson, a much smaller company than Merck. But he was well aware of Merck’s legendary efforts to foster a strong, ethical culture. Over the years, the firm had tried to follow the tenets of its founder George Merck to emphasize the role of the company as a maker of medicines to prevent, treat, and cure disease. His son, George W. Merck, built on that foundation and explained his father’s vision this way: “We try to remember that medicine is for the patient. We try never to forget that medicine is for the people. It is not for the profits. The profits will follow and if we have remembered that, they have never failed to appear.”12 Gilmartin short-handed the message to telegraph to Merck’s employees that he shared their values. Within minutes of beginning every internal speech, he said, “At Merck we never put profits ahead of patients.”13

But as humane and ethical as Merck was thought to be, there were rumblings inside the company that it could do far better. Over the summer of 1994, Gilmartin spoke individually to about 40 people at different levels throughout the company to get their views of the organization before he officially took charge in the fall. He asked them, “What do you think are the important issues that we face? And if you were me where would you focus your potential?”

In addition to gaining a lot of insight as to how to shape the business, “in those interviews I picked up some concern about whether we really had an atmosphere that was promoting diversity,” Gilmartin said.14

Many employees felt Merck still had not done enough, that more women and African Americans should be hired and promoted at the company. Mary McDonald, the general counsel at the time, told Gilmartin that she saw the deficit as an ethical inconsistency, given the kind of company it was supposed to be. “[Merck] is not as diverse at its senior level as it is deeper in the organization, but its goal is to become uniformly diverse at all levels,” said McDonald.15

At the same time, Merck started getting similar feedback from outsiders. An African American preacher from Philadelphia, Robert Shine, stood up at the 1995 annual meeting and said Merck had not been fair to African American employees. Shine had worked at the West Point, Pennsylvania, facility that manufactures vaccines and knew about conditions there firsthand.

“It had a profound affect on me,” said Gilmartin. Although Gilmartin is Caucasian, he understood on a class level what it was like to want to be appreciated and promoted for one’s work. He wanted others to experience recognition also.

Gilmartin had grown up in a two-parent, working-class household on Long Island, New York, where the biggest accomplishment of his young adulthood was to be the first person in his family to go to college. He earned a degree in electrical engineering from Union College and went to work at Eastman Kodak. One day he learned that a friend was going to go to Harvard Business School. At the time, Gilmartin did not know that an advanced degree in business even existed. After he found out more about the program, he decided to apply. Gilmartin’s parents thought he already had a great future ahead of him at Kodak, which, in the 1960s, was making the instamatic camera. They did not understand why he would want to go to business school, which they imagined would teach stenography and typing. Once Gilmartin enrolled, he learned a vision of leadership that was larger than business. It involved educating leaders to contribute to society in general. Gilmartin found himself growing in directions that neither he nor his family had ever envisioned. He wanted to impart this larger leadership he had learned to the companies that he later would manage.

Years later, at Merck, the chorus of voices inside and outside the company, asserting that women and minorities were not being hired or promoted at Merck as much as they could be, told him that significant processes had to be put into place that would ensure greater integration. “We said we’re going to create an atmosphere where everyone has the opportunity to fulfill their potential,” Gilmartin said. “You have to have a certain amount of idealism and faith that we can do the right thing.”16

The question for Gilmartin was what processes, systems, and training would enable Merck to transform itself?

“One person doesn’t do this, the organization does it,” he said.

As he described the processes, sitting in his Harvard Business School office, where he became a professor after retiring from Merck, he called them “dominant” and “emergent.” At the top of the organization, a dominant strategy focuses on developing and promoting all different types of people in the company. At the entry or hiring level, the emergent strategy concentrates on hiring diverse employees. The CEO, officers, and managers of the corporation design these processes and put them into place. Gilmartin was looking for the alignment of the rest of the organization with his deliberate strategy of promoting all kinds of people. When parts of the business were too homogeneous, he sought to integrate them. “I remember we were concerned that our sales force wasn’t diverse enough,” he said.

His staff widened the pool of applicants to reach a more diverse group of candidates. They applied objective hiring criteria against the pool, being very explicit about what they wanted, and wound up hiring a more diverse group of salespeople. Gilmartin also tied managers’ compensation to their hiring and promotion of diverse individuals.

Trying to Walk the Talk

In 1996, the company was hit with a lawsuit by two women at the Merck Federal Credit Union. They filed a civil suit in Superior Court in Somerville, New Jersey, that accused the company of treating them differently from male colleagues. One of the women, a credit union manager, Shirley Galligan, alleged that she did not receive performance reviews or raises during her nearly 20 years of work. She asserted that she was unfairly treated by her male boss, who had claimed she was insubordinate when she asked for a raise and later terminated her.17

Merck settled with both of the women. But the suits were an example of the kinds of frustrations that—if allowed to fester—could grow into a protracted lawsuit. It showed that Merck had to refine its dominant processes to keep its stated values strong and operational throughout the company, every minute of every day. The suits had not resulted from employees who had been newly hired or those who were at the very top, but from long-term midlevel employees. And the suits involved long-term managers.

Sociologist Barbara Reskin, who has examined discrimination lawsuits and testified as an expert witness in discrimination cases, has concluded that discrimination problems are usually triggered by the behavior of managers. “Although individuals cannot banish the automatic unconscious distortions that limit women’s careers, employers can minimize their discriminatory effects through personnel policies that reduce managers’ discretion, such as formalizing hiring and promotion practices, holding managers accountable for fair decisions, encouraging employees to identify with groups in which membership is not associated with gender, and actively compensating for unconscious biases.”18

Gilmartin saw that he had to have more tools in place to keep all employees on course. He kept asking his executive committee, what are the forcing mechanisms that will cause people to change more than what he and his human resources staff could accomplish at the top of the company and at the hiring level? “It has to be ingrained into the processes that have to do with how the company gets work done, how it functions,” he said. “It’s like getting into the DNA.”19

He appointed Jacqueline Brevard, an African American lawyer, to be Merck’s chief ethics officer. Under her leadership, Merck began to create a code of ethics to ensure that the company’s policies were consistent with its values. The global initiative was translated into several languages. The firm ran ethics awareness training seminars worldwide to show its people how to recognize when they were in an ethical dilemma and how to resolve it. They turned a hotline that was used for whistle-blowing into an advice line that people could call to figure out how to deal with a situation. In addition, in each of the major units in the United States they had an ombudsman whom employees could contact if they saw something that was unethical or felt they had been treated unfairly. The employees could decide whether they wanted their complaint to be handled confidentially. An investigation was conducted, the facts were gathered, and lawyers or officers could become involved. The response was handled so that an executive would be aware that the issue was being looked into but not involved personally. Then the findings would come back to the person who made the complaint.

Gilmartin met with Brevard quarterly to discuss the patterns that were forming, and which issues might need to be included in management training. Nearly 90 percent of the complaints had to do with management-employee relationships and issues about fairness. Gilmartin remembered a specific case when a female sales representative complained that, whenever her boss traveled with her, he was very critical of her performance. She thought it was because she was female. Brevard looked into her complaint and spoke to the manager directly. It turned out that the manager felt that the woman was his best salesperson. His own leadership style—how he interacted with her—had caused the employee to feel that she was being treated badly because she was female.

If the ethics process had not been in place, the sales representative might have quit, sued the company, or done both. The company might have lost a very talented employee. She might have felt very discouraged or disillusioned about the company, and both parties might have become embroiled in an escalating lawsuit. Instead, the manager received feedback that he had to change his management style by being more appreciative and constructive in feedback to his workers. “This was a great forum where if you were a woman or a minority you could bring your concern very directly to be considered in a very serious way, but confidentially,” said Gilmartin.20

Gilmartin focused on congruence. If he declared that diversity was important to the company, then he had to act accordingly. In 1999, when Mary McDonald retired, Gilmartin moved Ken Frazier from public affairs to general counsel. This was an important move because it signified that Merck did not have black jobs and white jobs or male jobs and female jobs in the executive suite, as many companies do (not explicitly but through tradition). Frequently in such companies, the first person of color who is hired into a spot in the executive group is replaced with another person of color.

Despite the efforts to make Merck more thoroughly integrated, some employees felt the company was not moving fast enough or trying hard enough. In 1999, 11 African American employees who worked at the West Point, Pennsylvania, facility filed a lawsuit alleging that the company had engaged in a pattern of racial discrimination and that it had created a work environment that was hostile to black employees.21 The suit came after several Ku Klux Klan leaflets announcing a meeting to discuss “ethnic cleansing at Merck” were left on cars in a company parking lot, derogatory messages were sent by e-mail, and a noose was found swinging from a doorframe in a washroom.

After the complaint was filed, an activist Catholic nun, Sister Patricia Marshall, an 80-year-old member of the Sisters of the Blessed Sacrament in Philadelphia, took up the cause of the complainants. She asked Merck shareholders at the annual meeting to vote on a proposal that the company disclose its diversity programs and list its top 100 wage earners by race and gender. The company urged shareholders to vote against the proposal, saying it would duplicate information that already existed. At that time the company estimated that about one-fourth of its 69,300 employees were minorities. The measure did not pass, and Merck did not release the earnings information. But Sister Marshall brought publicity to Merck’s race and gender problems. Her efforts demonstrated that the wider community was resisting Merck’s claims of diversity.22

Although Gilmartin had already instigated several new changes to encourage a meritocracy, they still had not reached all the areas of the sprawling company, the 31 different plants across the country and in Canada. As a result, outsiders and insiders let them know that their lofty goals were not being met. Many executives at the headquarters in White House Station, New Jersey, felt embarrassed by the suits and wondered what the impact would be on the business.

“If you don’t give people what they want and need to change,” said Gilmartin, “they will force you to listen to them, constrain your interests and regulate you.”

It is a challenge for most corporations to bring their distant sites into line with the new thinking at headquarters. But West Point, Pennsylvania, where several African American complainants worked, is less than 50 miles from Merck’s headquarters in White House Station, New Jersey. If the company could not get all the employees and managers at such a nearby location to buy into the corporate strategy, it needed another mechanism to encourage managers and employees to respect one another regardless of race or gender.

Julius Webb is a college-educated African American who had worked in the maintenance department at Merck’s West Point facility for 12 years. He had received strong reviews for his work and had repeatedly sought and been denied a promotion to supervisor. After the KKK leaflets were distributed, a noose was hung in a hallway, and a Caucasian manager referred to himself in an e-mail as a “zoo keeper,” Webb filed an individual suit alleging a hostile and abusive work environment at the firm. Although the Caucasian manager apologized for his zoo keeper remarks, and the company concluded that the noose had been a bad joke, Webb felt he needed the law to help him. In early 2008, Webb settled with the company, which did promote him to supervisor.23

In 2002, the Federal Court in Philadelphia declined to certify the complaints by minority workers around the country against Merck into a class action with 5,000 potential members. The judge perceived no pattern and practice of discrimination from the complaints. Individuals, however, continued to pursue their own cases.24

Gilmartin’s dominant change strategy was not reaching or sinking into locations and factories outside headquarters. In 2001, he hired Deborah Dagit to head Merck’s diversity department. Dagit, a very well-respected diversity expert, is four feet tall and walks with a cane. She has osteogenesis imperfecta, a brittle bone disease, but her condition has not prevented her from talking and thinking about problems and their solutions in a fluid and wide-ranging manner. Dagit, who is Caucasian, believes that minorities in the company—be they women, African Americans, or any other group—offer a useful way of seeing the entire company. The issues they raise, such as whether compensation and evaluations for promotion are fair or not, tend to affect everyone, including white men. They tap into broader issues that apply to the whole company.25

She wanted Merck’s employees to take responsibility for the integration process and began to build on the company’s affinity groups to strengthen diversity awareness throughout the company. As Merck funded the groups, they brought in outside experts and learned more about their particular racial, ethnic, or gender group in relation to organizations.

• The Asia Pacific Network, which began in 2000, read The Bamboo Ceiling and invited its author to discuss why Asians’ stereotypical deference may put them at a disadvantage in the corporate world. In addition, they hired Leadership Education for Asian Pacifics (LEAP), a program specifically designed to develop leadership skills in Asian and Pacific Islanders.

• The Gay, Lesbian, Bisexual and Transgendered (GLBT) group, founded in 2002, asked Parents, Families and Friends of Lesbians and Gays (PFLAG) to offer seminars for Merck employees who have a family member who is GLBT on how to decrease their isolation through education. The group also invited Brian McNaught, a diversity consultant, to discuss how to include gay and lesbian employees in the workplace. The group informed employees of the Safe Space sign, a pink triangle inside a green circle, that indicates the company is a GLBT ally and does not tolerate bigotry.

• The Hispanic Network asked the publisher of Diversity Inc. to give a seminar on why companies are higher performing when they value and manage diversity.

• The Black Network invited a panel of senior African American executives to discuss their career paths and offer advice to employees.

Although there were several affinity groups, which Merck calls “employee resource groups,” their membership was only about 2,500 out of 63,000 employees. Their meetings and groups were open to all employees to join or attend. If anyone questioned their activities (for example, “Why are we supporting the gay agenda?”), Dagit would invite the employee to come see her and express his or her objections. No one came.

In the Internet age, however, employees can express themselves in other ways. Public comments were posted on café pharma.com, an Internet chat room for medical and pharmaceutical salespeople. In 2004, an anonymous commenter began to rank the female sales reps around the nation and at headquarters for their sex appeal.

• “Here’s your chance Merck! Vote for the Hottest Merck Representative and hottest HQ babe! I’ll just sit back and drool … yum,” wrote Anonymous.26

• “Metro has a couple winners on both sides,” responded a contributor. “Check out the regional roster for the hunks and the babes. They’re all in the Primary Care sales force. Specialty sales is filled with hags and old guys.”27

The commenters named more than a dozen women and men and commented specifically on their physical attributes.28

• “So who do you want to do at HQ?” asked a commenter.29

• “[Female name], hotter than shit and a tight ass “the package.”

• [Female name]-hot big hair and an accent to boot. Did I mention the hair?,” answered another contributor.30

These kind of electronic comments can become a nightmare for companies because they can be considered to contribute to a hostile workplace if employees interpret them as such and claim that the comments impede their psychological well-being and work performance. Within Merck, there was considerable outrage over the comments, as well as debate about what to do about them. In the end, the company decided not to make overt efforts to end them out of fear it would only encourage the commenters.

Cafépharma.com offers a public view of the vast array of clashing cultures within one company. The forum reveals tensions between men and women, impatience by the sales force with the research executives, and disapproval of the ongoing diversity efforts. Commenters complained that Merck had gone too far in its enthusiasm for diversity, implying that the company was hiring unqualified employees.

• “We are diverse and proud of it. Cannot perform but we are diverse!!!” wrote Anonymous.31

• “Merck’s diversity numbers are still far below the national percentages, with the exception of Caucasian women. Yes, Caucasian women are considered a part of diversity in corporate America. And no I am not a diversity hire!” argued a contributor.32

• “The diversity agenda is a prime symptom of the disease. In and of itself it sounds noble and harmless in theory, but in practice it morphs into a cancer on any organization. No, I am not talking about hiring qualified candidates who happen to be people of color, but the inevitable mandating of QUOTAS etc.…” wrote Anonymous.33

Gilmartin denies that he ever used quotas.

Critical Mass

Despite resistance, he continued to develop a high-powered, mixed group of executive officers. Judy Lewent, the first female executive officer at Merck, developed Merck’s business in Asia.

Gilmartin promoted Margaret McGlynn, a Caucasian female, to be president of one of Merck’s drug divisions. Gilmartin raised the number of women to six, 40 percent of the team.

Women and minorities were no longer in support roles, they held profit-making positions. He tapped Brad Sheares, an African American research scientist turned marketer who had worked his way up through the company, to be head of the other drug division.

He promoted Richard Henriques, Jr., a Hispanic controller who had worked at the firm for several years after earning an MBA from the Wharton School of Finance in Philadelphia.

Gilmartin selected Peter Kim, a Korean American, to be president of the Merck Research Laboratories, an incredibly important job; this was the pipeline for Merck’s products. In 2001, the company had persuaded Kim to leave his job as a professor of biology at the Massachusetts Institute of Technology (MIT), where he was also a member of the prestigious Whitehead Institute and an Investigator at the Howard Hughes Medical Institute, to lead research and development at Merck.

By 2005, as the result of Gilmartin’s actions, 79 percent of Merck’s executive officers were female and minority, the highest percentage that was ever reached by any of the Fortune 100 companies in the 14-year study.

“Who you promote sends huge messages to the consistency of what you say,” said Gilmartin.

Diversity is rarely the chief concern in a company; there would be no employees without the revenues produced by the firm’s products and services. Cultural issues are usually secondary to the ongoing business narrative, the daily advances and setbacks that determine profitability. But what happened at Merck sheds new light on how diversity can contribute to the resilience of an organization as the people who were hired and developed wound up rescuing the company from a staggering business disaster. In 1999, the Food and Drug Administration (FDA) had approved Vioxx, a prescription arthritis painkiller that had become wildly successful, earning $2.4 billion in sales. In 2004, Merck would experience one of the biggest medical, financial, and legal crises of its entire history due to Vioxx.

On Friday, September 24, of that year, Gilmartin got a call from Peter Kim, head of research for Merck, who told him that the external board that was monitoring the safety of a Vioxx study recommended Merck stop the trial because of an increased risk of cardiovascular events. Gilmartin agreed with Kim to end the trial. The two discussed what to do about the painkiller itself. They agreed to withdraw Vioxx from the market. But the CEO wanted to involve other members of the management team so that everyone had a chance to participate in the decision. On Monday they got everyone on a conference call. There was no debate. They agreed to withdraw the drug. On Tuesday, they had a board meeting and informed the FDA of their decision. On Wednesday, they prepared for the announcement so that patients and doctors who had been relying on Vioxx would know what to do.

After the drug recall, the largest in U.S history, lawsuits alleging that Vioxx had been responsible for patients’ deaths due to heart attacks or impairment from strokes or blood clots mounted. By the end of 2009, the company had been named as a defendant in more than 9,000 lawsuits alleging personal injury from the use of Vioxx. The firm set up a $4.5 billion settlement fund to resolve claims of myocardial infarction and ischemic stroke.34 In 2010, the U.S. Supreme Court, in a unanimous vote, ruled that a shareholders’ lawsuit against Merck for alleged misrepresentations regarding Vioxx was not time barred by the applicable statute of limitations and could go ahead.35

After 11 years as chief executive, president and chairman of the board Gilmartin resigned in 2005, at the age of 64, one year before mandatory retirement. The main question was why did the company fail to act sooner as questions about the drug, a sales blockbuster, emerged? Gilmartin said that the September 2004 study was the first “good evidence” they had and asserted that the company acted responsibly at all times.36

The executive officers who provided the most testimony in the Vioxx cases were already executive officers at Merck when the outsider Gilmartin came aboard. They had more experience with drug chemistry, drug testing, drug approval, and drug marketing than he did.

At the end of 2010, Merck had won more Vioxx cases than it had lost, although the litigation was still ongoing. Ken Frazier, the African American whom Gilmartin had promoted to general counsel, wound up crafting Merck’s legal defense strategy in the Vioxx cases. Frazier received much praise and appreciation from Merck colleagues for his work in managing the damage to the company.

As Gilmartin reflected on the ramifications of promoting a diverse group of individuals, he concluded that it amplified the inherent strength of an organization by infusing it with resilience. “If you offer opportunity to everyone to fulfill their full potential,” said Gilmartin, “you create an organization that would deal with adversity and be more resilient than others.”

Frazier came from very humble circumstances. He had grown up in a rough North Philadelphia neighborhood. His mother died when he was 12 and his father, the son of a share-cropper, with the equivalent of a third-grade education, raised Frazier and his two siblings singlehandedly on a janitor’s salary. “His view of what was possible was unconstrained by the circumstances we lived in,” said Frazier. “We were raised to think we could do anything.”37

Frazier was widely admired before the Vioxx suit for his honesty and integrity. He displayed intense determination to complete difficult assignments whether it was defending Merck or spending his free time working to get a man, whom he believed to be innocent, off death row. Frazier’s success in defending the firm during the suit protected the company during a period of severe hardship and crisis.

Richard Clark, who is white, replaced Gilmartin as CEO. Clark had been a chief executive officer of Merck manufacturing and of Medco Health Solutions, a drug mail-order company that was a wholly owned Merck subsidiary. He had three decades of leadership experience, and he was going to need them in the wake of the Vioxx debacle. Merck’s stock price plummeted after the Vioxx recall and by the end of 2010, still had not recovered.

After Frazier had crafted Merck’s Vioxx defense, Clark put him in charge of restructuring Merck’s worldwide marketing and sales of prescription drugs and vaccines. In 2007, as head of global human health, Frazier reduced the sales force by 30–35 percent and changed the way it did business. Instead of going in and hard selling a new brand such as Vioxx, the salespeople were encouraged to offer a range of products that were grouped into categories such as cardiovascular care or gynecological treatments, as a range of possible solutions for doctors to treat their diverse patients.38

Merck Continues to Promote Diversity

Richard Clark had very different ideas about diversity from those of his two predecessors. Clark believed that people from different backgrounds created better products, and he wanted to use diversity to grow the business internationally. In 2005, Merck operated in 140 countries. Clark theorized that a global company that produces drugs to prevent, treat, and cure disease should be deeply connected to the needs of very diverse patients because ailments often differ according to geographic region, race, gender, and ethnicity. For instance, river blindness does not occur in the United States, but it is very common in African countries because black fly bites spread microscopic worms that migrate to the eyes and cause blindness. Similarly, hepatitis B is a leading cause of death in many Asian and African countries, but it usually appears in the United States only among populations at risk for HIV.39

Responding to Clark’s global diversity directive, Deb Dagit, the chief diversity officer, began to develop global constituency groups of middle and senior management people from around the world, including white males. The goal for those teams was to turn the affinity groups into feeder pools, and create a pipeline that developed personnel. The executive sponsors would report to CEO Clark and be held accountable for pulling these personnel through the pipeline. The groups were modeled on IBM’s affinity groups. Ted Childs, who used to work at IBM, advised Merck on the project.

In 2008, 10 global constituency groups, with no more than 20 people each, were established worldwide across Merck’s business units. One cochair on each team was from the United States and one cochair was from outside the United States. Each group had an executive sponsor from the executive management committee. The groups were divided into Black, Hispanic, Native American and Indigenous Peoples, Asian, Interfaith, Differently Abled, LGBT, Women, and Men.

They each focused on the same four questions.

1. What can we do internally to accelerate leadership development and inclusion from your group?

2. How can we enhance inclusion for your group externally?

3. How can we enhance our reputation with customers and your group externally?

4. Who are the key stakeholders outside the company that we should have a global partnership with?

The diversity team distilled the groups’ answers into eight suggestions and acted on the easiest ones first. They created a global mentoring program to accelerate leadership development. They produced a calendar with the key international and religious holidays so that managers would know not to schedule meetings on those days. They established guidelines and designated a point person for establishing prayer rooms anywhere in the world. They implemented a global flexible work arrangement with a Web site that stated the rules and that offered tools to teach managers and employees about how the new policy should be used. They created same-sex, domestic-partner benefits in every country where it was legal to do so.

The global constituency groups grappled with the problem Merck had finding enough local workers in countries outside the United States. To better locate these potential workers, the groups recommended notifying foreign and domestic universities that they were seeking students who were planning to return to their country of origin after receiving their credentials.

The company also began a couple of pilot studies to understand the effect of pharmaceuticals on age, race, or gender in clinical trials. Scientists have long been criticized for focusing too much attention on the medical outcomes of white males. Merck and the pharmaceutical industry, in partnership with the FDA, planned to review data at the end of the trials to see whether the side effects or efficacy of the drugs differed in a diverse population. The groups also recommended focusing philanthropic efforts on healthcare literacy and access and improving the distribution of Merck’s products in underserved communities.

Although the groups got off to a strong start, they did not influence the decisions made by Clark when he formed his executive team because they were created after he took charge.

Clark promoted Mirian Graddick-Weir, an African American, to be head of global human resources. She would be responsible for anticipating and securing the best talent for the company. She had arrived at Merck in 2006 after rising to become the first woman to head human resources at AT&T, where she began work in 1981 in a minority mentoring program. Graddick-Weir earned a BA in psychology from Hampton University and a PhD in organizational psychology from Pennsylvania State University.40

Clark hired Bridgette Heller, an African American, to be head of Consumer Health Care, the sales of products such as Afrin, Claritin, Coppertone, Dr. Scholl’s, and MiraLax. Heller had come from Johnson & Johnson, where she had led the global baby care business, and she had worked previously at Kraft Foods. She earned an MBA at Northwestern University.

Peter Kim continued to lead Merck’s Research Labs. Chris Scalet, a Native American, stayed on as Merck’s chief information officer. Willie Deese, an African American, remained head of Merck’s manufacturing. Bradley Sheares, an African American research scientist with a PhD in biochemistry from Purdue University, who had led a sales division, resigned from the executive board to take a job elsewhere. Gilmartin had recommended Sheares as a candidate for the job of CEO, but Merck’s board of directors voted for Clark instead.

Clark had another reason for promoting diversity during his tenure. In 2009, he announced that Merck was buying the pharmaceutical company Schering-Plough for $49 billion, which would practically double the number of employees that Merck had. Careful integration of the two companies was critical to avoid wasting talent as the number of employees was reduced. Many mergers go awry when the merging firms do not wind up integrated enough. Most lose value. The process of integrating two companies, especially those of equal size, involves solving the cultural integration process among corporate cultures, national cultures, and professional cultures.

When Clark announced his retirement in 2010, the board of directors selected a successor who had devoted 18 years of service to improving the firm in many different roles. In 2011, Ken Frazier became chief executive officer of Merck, the second largest pharmaceutical maker in the United States. They flashed his smiling, serene, African American face across their Web site for months in a proud display of his achievement and theirs.

Diversity Helps Companies Succeed

As companies continue to explore diversity, they are realizing the many different benefits it can provide. Gilmartin believes that diversity increased Merck’s resilience. Now, it could be argued that Frazier was simply the right person in the right place at the time. Yet Merck would not have benefited from Frazier’s abilities without first giving him the opportunities to be in the right place. If employees feel that they have been fairly treated and rewarded by their companies, they tend to return the treatment.

In general, isolating diversity as the causal agent when trying to connect a metric to its effectiveness is difficult. There are many different variables involved in assessing the diversity dividend. One, is the type of corporation. Consumer products companies have had the most success making the direct monetary case. In 2005, for the first time, PepsiCo beat Coca-Cola in market capitalization because PepsiCo was able to reach more diverse markets with more diverse products than Coca-Cola was.41 Several of PepsiCo’s new products such as guaca-mole-flavored Doritos, wasabi-spiced snacks, and Mountain Dew Code Red were inspired by the company’s affinity groups.

In other companies, the linkage is not as direct from affinity groups to potential customers. For instance, General Electric’s Women’s Network is unlikely to be successful in persuading individual women to buy a jet engine. The Hispanic Leadership Forum at United Technologies Corporation (UTC) will probably not sell many helicopters to individual Hispanics. Because of the diversity of products that companies produce and sell, there is not just one business case for diversity, but several.

Most companies approach diversity defensively—to ward off lawsuits by improving employee relations—instead of harnessing it for their business. But, used as a process within the business, diversity can help companies enhance their overall performance by securing the best talent, learning to grapple with larger employee issues such as fairness, and, in Merck’s case, increasing resilience. A 2008 study that compared the financial performance of Diversity Inc.’s Top 50 Companies for Diversity to a matched sample showed that firms with a strong commitment to diversity outperformed their peers on average with higher profit margins and greater returns on equity and assets.42

A Diversity Model for Others

The curious fact about Merck’s embrace of equal opportunity is that it started in earnest much later than hundreds of other companies, but it came out ahead. In 1966, Charles Spahr, who was president of Standard Oil of Ohio and who volunteered on the Plans for Progress Advisory Council, invited Merck to join the program, which had developed a protocol for recruiting minorities. But Merck’s president, Henry Gadsden, declined. He explained that Merck already had a nondiscrimination policy. “It is our collective judgment that we wish to continue our present course without being affiliated in a formal manner with other programs,” he wrote.43

A decade later, Merck learned that its own approach to equal opportunity was not working. In 1975, the company was hit with job discrimination complaints by female employees. Merck entered into a settlement agreement with the Labor Department to spend $3.2 million on “new and expanded affirmative action efforts” for the firm’s 4,900 women and minority employees, including efforts to educate supervisors, managers, and local union officials about equal employment opportunity.44 That’s generally what Plans for Progress was intended to achieve.

Still, decades later, the firm wound up having the highest diversity among its executive officers of any firm in the Fortune 100 in 1995, 2005, and 2009. (See Figure 2.1.) In addition, as the firm increased the numbers of homegrown executive officers, it reduced the percentage of foreign-born officers, even though it became a much more global company.

Figure 2.1 Diversity Among Merck’s Executive Officers (%)

[image: image]

Why was Merck so successful cultivating executive officer diversity when other companies have not been? Merck’s chief executives were dedicated and persistent in their pursuit. Vagelos wanted to access the female and minority talent that had not been appreciated in the past. Gilmartin wished to create a meritocracy where everybody stood a chance. Clark believed diversity was good for the bottom line. Any argument for diversity—be it a righting of historical wrongs, a hearkening back to the American bootstrap story, or a business justification—can be used to justify change. Political scientist Carol Ogocs believes that a change message carried by an insider will be taken more seriously than one brought by someone who is an outsider or a member of an unfavored group.45 (See Figure 2.2.)

The turnover of executive officers at Merck meant that positions for executive officers became available and allowed for change. Merck has a company policy that the chief executive officer must retire at 65 years of age. Making changes at the highest level requires vacancies. The number of Merck’s executive officers has not fluctuated radically. From 18 in 1995, it declined to 14 in 2005 and increased to 16 in 2010.

Figure 2.2 Conditions Needed to Diversify the Executive Officer Team


	1.Desire: The chief executive officer must want to integrate the team.


	2.Vacancies: There must be turnover to allow the promotion of new executive officers.


	3.Talent: The company must have the diverse employees, male and female, waiting in the wings, or go out and get them.


	4.Improvisation: If the exact spot does not match up with the exact needs, a close alignment of tasks with talents can also work.


	5.Persistence: The chief executive has to keep promoting a diverse racial and gender mix, not stop at one, two, or three.




Not one of Merck’s chief executives stopped after promoting one white female or one minority and said, “One’s enough.” Among the white-ceiling companies identified in the research for this book, most had promoted one minority to executive officer in one of the three years of the study. But as that individual quit, retired, or was fired, he or she was often not replaced by another person of color, and no other minorities were promoted either. Having low numbers of minorities or women in the top jobs—“tokens”—never enables a company to achieve the critical mass, the momentum necessary to keep diversity going.46 Research on tokens indicates that they experience greater pressure for performance and visibility, but also greater criticism if their exercise of authority threatens the majority members.47 Increasing the number and authority of minorities at the top reduces the suspicion that they have received a “preferential promotion.”

The fact that Merck made such enormous progress, coming from behind to lead the pack for 14 years, illustrates that other companies can do it too. By applying deliberate practices, both dominant and emergent, throughout the organization, in hiring and promotions—the very kinds of practices first established by Plans for Progress—managers can get into the DNA of their organizations and change the culture.
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ops/images/t0187-01.jpg
umber of Employees  Percentage Minority

312,046 6.9
IBM 155,917 6.0
Boeing 131,437 5.9
Lockheed 95,408 104
Maobil 38,436 82
Walgreen Drug Stores 22,988 19.0
PepsiCo, Inc. 6444 160

Sources: “GE Consolidated Report, 1969 EEO-1”; “IBM Consolidated Report, 1969 EEO-1"; “Boeing
Consolidated Report, 1969 EEO-1"; “Lockheed Aircraft Consolidated Report, 1969 EEO-1"; “Mobil
Consolidated Report, 1969 EEO-1"; “PepsiCo, Consolidated Report, 1969 EEO-1”; Plans for
Progress, Box 58; “Walgreen Drug Stores Consolidated Report, 1969 EEO-1,” Plans for Progress,
Box 59, National Archives I1, College Park, MD.
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Salaried Jobs Female

Officials, managers 635 11 27 1
Professional 338 40 25 0
Technical 75 2 23 0
Sales 1,000 3 179 1
Office, clerical 117 644 22 117

Total 2,165 700 276 120
Craftsmen 406 0 26 0
Operatives 1,277 19 252 7
Service workers 154 8 43 2
Laborers 659 28 285 17

Total 2,496 55 606 26
All Jobs Total 4,661 755 882 109
9% of Total Jobs 72 12 14 2

Source: From “Consolidated Total—PepsiCo, Inc., 1969 EEO-1,” Box 38, Plans for Progress,
National Archives II, College Park, MD.
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Foreign-Born
CEOs

Average Fortune

Female

Executive

Foreign-
Born
Minority
Executive

Foreign-
Born
ian
Executive
Offi

Total
Foreign-
Born
Executive

100 Company 17 7 10
Alcoa,

Klaus Kleinfeld 0 0 38 38
CitiGroup,

Vikram Pandit 0 100 8 31
Coca-Cola,

Mukhtar Kent 14 100 45 57
Dow Chemical,

Andrew Liveris 7 100 18 36
Hartford Financial

Services,

Ramani Ayer 4 50 0 1
Ingram Micro,

Gregory M.E. Spierkel 18 100 56 64
News Corp.,

Rupert Murdoch 0 0 0 40
PepsiCo, Indra Nooyi 17 50 44 45
UTC, Louis R.

Chénevert 7 0 33 33
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Geographiclly specific
(global, regional, or continental)

Percentage of Jobs Held

3

Typical corporate functions
(CEO, marketing, finance,
controller, human resources, risk
assessment, strategy)

12

Technical or scientific duties
(computer science, engineering,
chemistry, or biology)

26
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Female and Female and Female and

Minority 1995  Minority 21

Average
Fortune 100 Co. 7.98 1897 23.99
Merck & Co. 27.79 78.57 50
Hartford Financial

Services N/A 40

Prudential Financial 2631 3333

PepsiCo 1429 5451

TIAA-CREF 111 3571
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Plans for Progress companies with white

females 36 97 %0
Plans for Progress companies with minority

males 39 48 53
Plans for Progress companies with minority

females 36 19 33
Non-Plans for Progress companies with white

females 4 80 83
Non-Plans for Progress companies with

minority males 25 45 8
Non-Plans for Progress companies with

‘minority females 18 10 15
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Women

Caucasian 76 9 14 3
African American 3 3 1 0
Hispanic/Latino 2 61 05 20
Asian 2 56 04 25
Native American 03 0 0 0
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Percentage of Percentage of Nonwhites

1t0 3 years of

high school 188 232
4 years of high school 335 21.0
1 to 3 years of college 13 5.7
4 years of college 118 48

Median years of
schooling completed 122 9.6

Total percentage
unemployed 49 110

Sources: From U.S. Bureau of the Census and Department of Labor Statstics, a cited by Ray Marshall
in “Job problems of Negroes,” in Herbert R. Northrup and Richard L. Rowan, eds., The Negro and
Enployment Opportunity (Ann Arbor: Bureau of Industrial Relations, Graduate School of Business

Administration, The University of Michigan, 1965), 6 and 9.






