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“An impressive collection of insights in leadership . . .”
—]Jay Fishman,
CEO of St. Paul Cos.

“Whether you are leading a transformation of your business, identifying your
next generation of leaders, or working to energize your organization’s culture,
this book provides valuable observations and advice from leadership’s top
echelon.”

—Jonathan Ward,
Chairman and Chief Executive Officer of The ServiceMaster Company

“It is so refreshing to read a book on leadership written in plain language by
successful leaders. The easy to read style provides practical, proven and
doable strategies that make a difference in company performance, shareholder
value, and corporate responsibility. Those of us who lead and advise on
corporate governance will find the collective wisdom of these leaders helpful
in enhancing board leadership.”

—Roger W. Raber,
President and Chief Executive Officer,
The National Association of Corporate Directors (NACD)

“A very refreshing look at leadership in action. The editor’s probing questions
get to the real guts of leadership because the authentic answers come from
renowned practitioners of the art themselves. Leadership development is my
passion. This book stands out as a must read because its lessons can be applied
starting today.”

—Deepak “Dick” Sethi,
Vice President, Executive and Leadership Development,
The Thomson Corporation

“Accomplished leaders sharing what works and why in today’s globalized
corporation is what makes this book unique. Finally, a book for leaders by
leaders!”

—7J. Douglas Holladay,
Partner, ParkAvenueEquityPartners, LP and former United States Ambassador
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Preface

Meredith D. Ashby and Stephen A. Miles
Business Analysts, Heidrick and Struggles International, Inc.

What gives companies competitive advantage? What are the burning issues for
corporate leaders today? How do leaders lead in times of crisis or instability?
How do companies identify, attract, develop, and retain the best and brightest
people in the marketplace? These are some of the questions we sought to an-
swer as we conducted interviews with hundreds of boards of directors, chief
executive officers (CEOs), senior managers, financiers, academics, management
and leadership experts, and many of our own executive search consultants to
get cutting-edge perspectives on leadership today.

Throughout these interviews and written essays from some of the world’s
most respected leaders, one message emerged with unmistakable clarity: the
best-led companies know and believe in the value of people.

On the heels of a global transformation from a physical asset—dominated
economy to a service- and information-driven economy in which intangibles
drive the marketplace, it is proven over and over again that the greatest single
asset of any organization is its human capital. Accordingly, its greatest single
challenge is the creation, nurturing, and optimization of that capital. Of utmost
importance to corporate chiefs, therefore, is the construction of a model for
managing people, a system that best serves the people who serve the organization.

From innovative and aggressive recruiting to progressive executive de-
velopment programs to creating developmental opportunities for promising
executives, and to the challenging task of retaining highly talented, motivated,
and productive teams, chief executives today face the daunting task of creat-
ing an environment in which people want to, and can, perform at the highest
levels of their potential.

Over the past decade, manufacturing, finance, and information technology
have been the foci of corporate improvement programs. Today’s more pro-
gressive organizations, however, have implemented action plans centering on
people rather than on functional and transactional areas as the key to improv-
ing productivity.
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The people component of a business model is intricately woven into the cor-
porate fabric: in its infrastructure, its operations, its culture, its message to the mar-
ket and indeed, its very significance in the market. Those CEOs who haven’t
questioned whether their companies are attracting, developing, and retaining good
people simply aren’t doing their company and their stakeholders justice. Compa-
nies whose leaders haven’t translated the recognition that their people are a tremen-
dous source of competitive advantage into action are highly unlikely to be enjoying
a competitive advantage in the marketplace.

We found that some of the world’s most respected, value-driven companies
derive an increasing percentage of their valuations from the collective power of
their intangible assets—that is, people, brands, suppliers, partners, and intellec-
tual property. In terms of gaining and sustaining a competitive advantage, the
strategic use of human capital is as critical as or even more critical than a sustain-
able and additive business model, technology, a global presence, a strong balance
sheet, or physical assets. In boom times or busts, in calm or calamity, great lead-
ership is the foundation of all great companies.

As we tapped into the collective wisdom of an unparalleled group of highly
accomplished and experienced experts, men and women who have proven their
credentials as leaders of thought and action in the global marketplace, we soon
realized that we were in a unique position. We had the opportunity, and even the
responsibility, to convey to a larger audience the essence of what these leaders told
us about what they believe, what they have found to be of value, what lessons they
have learned and put into practice—lessons that have proven their effectiveness
through growth, profitability, and enhancement of shareholder value.

In offering this anthology of collective wisdom, we tried to preserve as much
as possible the flavor and tone as well as the substance of what they told us. While
it was necessary to create a consistency of style and format throughout all these
interviews and written essays, we limited our changes to only those required to
clarify the original intent of the sources.

That said, it is clear that the enduring value of this book is in the words of the
people who are highlighted on the following pages, and we would like to express
our deepest gratitude for their generosity of time and talent, their eloquence, and
their openness. Their willingness to teach others by sharing—in many instances
their failures—is unquestionably a characteristic of the true leader. The honesty
of these leaders will no doubt resonate with the perceptions of other leaders who
are facing the same kinds of challenges as they too grapple with the weighty issues
of leadership and management in today’s unsettling marketplace.

We also want to acknowledge the invaluable contributions of our colleagues
and leaders at Heidrick & Struggles International for providing a framework and
the resources that have enabled us to bring forth this human capital story. As the
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pioneer in executive search and, today, the premier firm in the recruiting indus-
try, Heidrick & Struggles is a living testament to the value of the human equation
in the world of business. By providing strategic counsel to corporate leaders on
the matters of governance, leadership, and human capital, and often serving as
intermediaries in the talent search, assessment, and negotiating process, our glo-
bal partnership of executive search consultants has been helping clients build thriv-
ing, high-performance management teams worldwide for half a century. We
continue to learn and our clients continue to benefit from the remarkable experi-
ence and knowledge of Heidrick & Struggles’ consultants who lead the way in the
ongoing evolution of talent supply and demand.

In particular, we would like to extend special acknowledgment to the con-
sultants who provided introductions to many of the leaders featured in this book:
Alice Au, Don Biskin, Peter Breen, Barry Bregman, Pepper de Callier, Lauren
Doliva, Michael Flagg, Bob Hallagan, Lee Hanson, Ted Jadick, Randy Jayne, Dale
Jones, Eric Joseph, Evan Lindsay, Jory Marino, Jiirgen Miilder, Nancy Nichols,
Madelaine Pfau, John de Regt, Gerry Roche, Jeff Sanders, John Thompson, Dora
Vell, and Kyung Yoon.

We appreciate the foresight of John Strackhouse, who encouraged us to be-
lieve that this book would be a useful reference to many corporate leaders and
MBA students, and to John Gardner, who not only shared that sentiment but also
introduced us to the editors at Oxford University Press.

We thank our editor at Oxford University Press, Martha Cooley, her edito-
rial team, and the team of academic reviewers for believing in this book and for
guiding us through the entire process. For making this book make sense, we thank
Billie Brown, who served as our outside counsel and sounding board to offer
objective feedback as well as invaluable editing and proofreading services. We ex-
tend a special thanks to Jay Conger for framing our ideas as well as this book.

Finally, we are grateful for our firm’s chief executives, who encourage us by
giving their unwavering support and leadership guidance, in particular, Piers
Marmion, chairman and CEO; David Anderson, president and COQO; and John
Gardner, vice chairman. It is largely their unceasing emphasis on partnership and
quality as the cornerstones of Heidrick & Struggles’ values that empowers us to
embark on these initiatives.

To them and to all our colleagues around the globe, we offer our heartfelt
thanks as we close with our firm’s guiding principle:

“The Heidrick & Struggles partnership spirit creates an environment of mu-
tual trust and respect in which all our employees are valued. We place the inter-
ests of our clients, the firm, and colleagues above our own.”

Meredith D. Ashby and Stephen A. Miles
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About the Editors

In 1953, when a handshake sealed a business partnership between Gardner
Heidrick and John Struggles in an office in Chicago, the two Americans un-
knowingly joined the advance guard of a new industry that we know today as
executive search—an industry based on the management of human capital.

Fifty years later, Heidrick & Struggles International is the product of that
agreement: a global network of professionals dedicated to the premise that
human capital is unequivocally the greatest resource of the world economy.
It has been the privilege of Heidrick & Struggles, in partnership with its cli-
ents around the world, to identify some of the most revered and respected
leaders on the globe.

Heidrick & Struggles International, Inc. (Nasdaq: HSII) is the world’s pre-
mier provider of executive search and leadership services consulting. Approxi-
mately 1,800 Heidrick & Struggles search professionals and employees operate
from more than 70 locations primarily in North and South America, Europe,
and Asia Pacific. For 50 years, its core business, Heidrick & Struggles Execu-
tive Search, has specialized in chief executive, board member, and senior-level
management assignments for a broad spectrum of clients: multinational cor-
porations, midcap and start-up companies, nonprofit entities, educational
institutions, foundations, associations, and governmental units. The firm is
expanding its range of complementary services to offer solutions to senior
management teams for their leadership needs through its Management Search
and Leadership Services practices. Heidrick & Struggles Management Search
serves clients who seek midlevel managers and emerging leaders. The Heidrick
& Struggles Leadership Services practice includes:

+ Heidrick & Struggles Executive Assessment, which provides leadership
and cultural effectiveness consulting, and management assessment
services

+ Heidrick & Struggles Professional Development, which provides execu-
tive coaching and related professional development services
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+ Heidrick & Struggles Interim Executives, which provides interim executive
placement services for clients in need of transitional leadership

The firm’s office of the chairmen (OOC) serves as the focal point for its board of
director, chief executive officer, chief operating officer, and president assignments
worldwide. The charter of the OOC is to provide the most qualified resources
possible to affect outstanding results for search execution at the board of direc-
tors and chief executive level. The members of the OOC are John T. Gardner,
managing partner and vice chairman, Board Services; Gerard R. Roche, senior
chairman; and Vice Chairmen John T. Thompson, Jiirgen Miilder, Joie A. Gregor,
Theodore Jadick, Thomas J. Friel, and Kyung Yoon.

Meredith D. Ashby and Stephen A. Miles are business analysts at Heidrick &
Struggles. They work with the firm’s vice chairman of Board Services and the office
of the chairmen to identify, create, and deliver cutting-edge thought leadership
on topics such as governance and human capital to clients worldwide. In addi-
tion, Ashby is a business development specialist in the office of the chairmen and
Miles is involved in the firm’s Leadership Services practice.

For more insightful perspectives on the themes in this book and other interviews
with senior-level leaders on today’s business issues, please visit the Heidrick &
Struggles website at www.heidrick.com.
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Foreword

Leading in the New Century:
Storm Clouds and Silver Linings
on the Horizon

Jay A. Conger
Professor of Organizational Behavior, London Business School

This book comes at a critical moment. As we start off this new century, we
are already witnessing a remarkable array of perils and opportunities for lead-
ers. Their roots can be found in the closing decade of the twentieth century.
On the one hand, it could be argued that the 1990s were an aberration, despite
the fact that as they drew to a close, they were widely proclaimed as the start-
ing gate to a “New Economy.” The decade departed in a rush of technology-
driven euphoria that is not likely to be seen again for along time; 21-year-olds
are not likely to have another opportunity to raise millions of dollars on the
strength of simplistic business plans favored simply because they contained
the word “Internet.” In the frenzy, unproven but imaginative business models
such as Amazon and Priceline and Yahoo and Webvan caused such a stir that
their market capitalizations exceeded some of the world’s most successful
companies. These seedling firms were predicted to rapidly displace industry
giants such as Barnes & Noble, American Express, AOL Time Warner, and
United Kingdom’s Tesco. Yet, as we now know, they did not. The end of the
1990s was also the era of Enron—a revolutionary company in an unrevolu-
tionary industry: natural gas. As the icon for corporate transformation from
the then-styled “Old Economy,” Enron epitomized the sky’s-the-limit think-
ing of the era. Its CEO, the wunderkind Jeff Skilling, claimed that companies
no longer needed hard assets to be highly successful. According to this
mindset, information—not hard assets such as pipelines and power plants—
was the key to dominating, in this case, energy markets. Physical assets, so
the thinking went, simply tied up cash. It was said to be the era of bits and
bytes and brainpower. Brawn was out, imagination was in.

Euphoria aside, the true technological wonder of the late 1990s—the
Internet—indeed continues to alter our lives in both mundane and profound
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ways. Unlike the dotcom mania of that time, it is not a short-term aberration.
Internet retailing and net-based exchanges continue to grow. Several infants of
the e-age, such as eBay, have proven their staying power: they are now more ma-
ture and more profitable. Email has become the primary means of communica-
tion within organizations. Mobile Internet-enabled technologies such as the cell
phone and personal digital assistants are undergoing remarkable transformations
in their capabilities. Although Enron underwent the most spectacular corporate
collapse in the early days of the twenty-first century, other companies have be-
come e-enabled revolutionaries—and at a rate faster than most critics would have
guessed. For example, GE today has the largest business-to-business net-based
exchange in the marketplace, and Tesco boasts one of the most successful net-based
supermarket operations in the world.

The “War for Talent” so widely promulgated in the 1990s seems less intense
today, as widespread layoffs thin the ranks of American business. The recession,
while temporarily alleviating the intense competition for talent in general, ironi-
cally created a war for leadership talent. Nevertheless, the lesson remains: talent is
the most precious of resources in this digital age. It now seems crystal clear that
most of the true value-added work in this century will be performed by sophisti-
cated knowledge workers; the upshot of this is that these people are ambitious,
restless, and sophisticated and they can and will jump companies if necessary to
keep their own value propositions strong and viable. Attracting and retaining these
critical assets will remain one of the most important challenges and competitive
advantages for any organization.

Other challenges for leaders will come from environmental concerns and
important geopolitical trends that began in the 1990s. Growing concerns about
global warming, water quality and supply, and the potential toxicity of compo-
nents of today’s industrial products are sleeping giants ready to create competi-
tive pressures in the global marketplace. On the geopolitical front, China will
continue her global ascendancy, having joined the World Trade Organization.
While many Western companies see China as an immense market for their goods
and as a place for inexpensive production, she will also become a fearsome com-
petitor and is already moving into the arena of high-value-added products and
services. Several Chinese hard goods companies have set up manufacturing op-
erations in the United States. China and India now contain the world’s largest
populations of engineers. Soon both will contain a great number of software pro-
grammers. Those resources will give these nations immense competitive advan-
tages in this century. Only politics, lax banking practices, and opaque financial
systems will slow them down.

Leaders now face the added challenge of operating in a world where terror-
ism is not restricted to faraway lands or isolated incidents but, rather, is a possi-
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bility in one’s backyard. Over the past decade, terrorism has undergone a clan-
destine process of global organization. Despite recent setbacks in Afghanistan and
environs, the international network of terrorist cells established by Osama Bin
Laden and the al Qaeda organization with the active backing and financial sup-
port of important Middle Eastern nations is far from dismantled. Some Middle
Eastern and Near Eastern nations see this organization as absolutely vital to their
interests, especially as a counterweight to the influence of the United States. As
important, al Qaeda’s mission has expanded from launching terrorist attacks on
Western soil to a broader mandate of harming the economies of the West and
disrupting global trade. At the very least, turmoil in the Middle and Near East and
Africa will most likely worsen. We may be at a crossroads with implications that
few of us truly understand.

In the world economy, leaders face a great deal of turbulence, like pilots navi-
gating between mountains and storm clouds. The first part of the new century is
already proving to be an economic challenge: Argentina’s economy has crumbled.
Turkey is in a precarious position. Germany is still struggling with employment
problems, and Japan is like a mastodon trapped in quicksand. On the other hand,
one of the grandest economic experiments of all time—the integration of western
European countries into a common market—is entering a new phase with the
conversion of national currencies to the euro. The success of this experiment will
be determined within the first decade of this century. If it succeeds, western Eu-
rope could become the world’s most dynamic market. National interests, how-
ever, could still derail the vision.

In hindsight, we may discover that many of the “well-led” companies of the
1990s were simply riding waves of a booming economy and an exuberant stock
market. One barometer that lends weight to this idea is the rising number of ousted
CEOs. Several of the glamour corporations of the last decade are already looking
ragged. For example, Lucent Technologies and Nortel Networks have watched their
valuations implode because of losses from poor investments in acquisitions and
wrong choices in technologies. Several stars of the New Economy, for example,
Cisco Systems, EMC Corporation, and Sun Microsystems, continue to struggle
to regain the high ground they once held. The industry providing the pipelines
for the digital age—telecommunications—is now facing massive losses from in-
vestments in both technology and licensing arrangements. Marconi’s collapse was
the first warning that the industry was in trouble. It was quickly followed by the
high flyers—companies like Vodaphone and JDS Uniphase. The latter alone an-
nounced write-offs of $51 billion in 2001. Global Crossing, which spent five years
and $15 billion to build a worldwide network of high-speed Internet and telephone
lines, has gone into bankruptcy. These are instances in which the corporate vision
was far ahead of the customer base.
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In addition, the leaders of many of the remarkable mergers of the late 1990s
will be tested hard during this first decade of the new century. Some of the most
interesting arenas: the automobile industry—with the Daimler Benz—Chrysler and
Renault—Nissan mergers—and financial services, with the Travelers—Citicorp
merger and others. History would suggest that only a handful of these merged
entities will live up to their promises of synergy. For example, the AOL side of the
communications and entertainment gorilla AOL Time Warner has already an-
nounced potential write-offs of up to $60 billion, representing 30 percent of the
company’s assets. Tyco International, one of the world’s largest conglomerates and
long admired for its acquisition strategy, has talked about splitting itself into four
independent companies because of market valuation issues. Are these harbingers
of disillusionment to come?

Despite these storm clouds, silver linings still abound for leaders in the new
century. Rapid advances in logistics and information technology, global financ-
ing, and shifting demographics all promise new marketplace opportunities. Ad-
vances in computer-assisted product prototyping and mass customization promise
a dizzying array of ever-changing products for consumers. Thanks to fast-cycle
logistics, which allow manufacturers to bring components together instantly with-
out tying up lots of inventory, companies may invest only hours in working capi-
tal. Information technology and the virtual workplace will enable us to create
organizations that were never before possible. For example, we can now “assemble”
a company with employees around the globe. A venture capitalist friend of mine
is putting together one such business. The technology is designed in Finland. The
software programming is performed in India. The CEO and his executive team
are based in Silicon Valley. The products are marketed by an entirely different
group of companies who span the globe. The lesson of such an enterprise is that
yesterday’s management science fiction is today’s reality.

The implications of these trends and others that we cannot yet foresee is that
leadership will be the most important resource an organization can possess. After
all, it will be leadership that determines whether organizations successfully har-
ness the emerging opportunities and overcome the perils that await. It is no time
for cowards; indeed, it is a time when leaders are being, and will continue to be,
tested mightily. Not only that, but the stakes—financial and otherwise—have never
been higher; the consequences of failure are devastating. In such circumstances,
boards of directors are far quicker to oust poorly performing CEOs than ever
before, and the news media are as quick to chronicle falling heroes as to point out
rising stars.

Financial markets today punish poor performance with a vengeance. Cases
in point are Enron and Lucent, one-time darlings of Wall Street, and the remark-
able speed with which their market valuations imploded. Within weeks of serious
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performance problems being announced, tens of billions of dollars of market capi-
talization were lost. What took years to build in market valuation vanished in days.

It is in turbulent times such as these that we most need guides. That, in a nut-
shell, is the value of this book, which is an anthology of leadership tales and a traveler’s
guide to leading in the twenty-first century. Its teachers are leaders or keen observ-
ers of leadership. They have lessons for others along the way, and each one has its
own value in terms of advice, experience, resources, and encouragement.

The book is organized around five themes: (1) leadership; (2) managing
human capital; (3) competitive advantage; (4) strategic change and transforma-
tion; and (5) the stakeholder’s view. A word about each.

Leadership

Constructive persuasion, talent assessment, leadership development, team build-
ing, and organizational design will become the critical capabilities for leaders. In
short order, the old command model will become a rarity. One can already see
this shift under way in the personal leadership styles of Jack Welch and his suc-
cessor, Jeffrey Immelt, the current CEO of General Electric.

Of necessity, the capacity to lead change will become the most valued skill
for leaders. They will need an acute and fine-tuned sense for when to cannibalize
their strategies, their products, their channels, and their organizations and when
to ensure continuity and stability. They must become adept at finding and devel-
oping talented missionaries to spread the new gospels and new visions. They must
also learn how to protect and nurture the champions of change on their teams.

One of the hallmarks of effective leadership in this century will be the capac-
ity to learn and adapt quickly. Years of experience will no longer be enough—and,
in some cases, may prove a hindrance. The shelf life of knowledge today is simply
too short. Instead, a winning characteristic of the new generation of leaders will
be its commitment to personal learning and the ability to generate a “buzz” about
learning throughout their organizations. The photographer Walker Evans’s ad-
vice to novice photographers—stare, pry, listen, eavesdrop”—will prove sound
counsel for today’s business leaders.

Senior executives are not the only leaders now charged with reinventing them-
selves. Powerful forces are redefining the roles and activities of corporate boards
as well. Among these are the huge numbers of mergers and acquisitions that re-
quire due diligence, the new focus by institutional investors on the role of gover-
nance in underperforming companies, and the accelerating rate of turnover among
CEOs. These forces are placing enormous pressures on boards to take a more ac-
tive role in the day-to-day leadership and succession planning of the companies.
These pressures, far from going away, are likely to increase.
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As boards become more proactive, they must grapple with a conflict between
the two main roles they are asked to play: Can a board be a strategic partner with
top management in formulating the strategy and building the capabilities of the
organization and still exercise independent oversight of management? Some are
experimenting with nonexecutive chairs and lead directors as a counterbalance
to the CEO’s authority. In addition, important shifts have begun to occur, espe-
cially in the increasing responsibilities of board committees. Much remains to be
done: Boards will need to transform themselves for leadership, for talent man-
agement, for globalization, for e-commerce, for greater accountability. Indeed, a
great deal of reinvention lies ahead for leaders at all levels.

Managing Human Capital

If there is one profound note that this book rings loudest, it is that human capital
is the most valuable of assets. While the demographics of the workplace will con-
tinue to ebb and flow with economic cycles, it will be talent—the ability to recruit
and retain it—that distinguishes the truly great companies from the rest of the
pack. Talent is the DNA of high performance. This precious form of capital will
require senior executives to reprioritize their roles so that they are connoisseurs
of talent—in effect, chief talent officers. The most successful organizations will
be those that abandon the old mindsets about talent development—namely, that
the fittest will survive and that the cream will always rise to the top. Such attitudes
will prove both wasteful and detrimental. Instead, organizations must become
more strategic about how they deploy their talent. They must reject the traditional
view that jobs are rewards based solely on prior performance. Instead, promotions
must be seen as arenas for development and enhanced performance. Organiza-
tions must align their operations in accordance with human capital strategies, not
vice versa. In such an environment, how people are organized and supervised re-
lates not only to current performance but also to future development. Coaching,
mentoring, and timely feedback will be viewed as essential tools to maximize learn-
ing on the job. Great care and feeding of high potentials will become the rule. And,
while tending the garden of talent is demanding of time and resources, its payoff
is indisputable, as can be seen in the handful of companies that today are leading

the global marketplace.

Establishing Competitive Advantage
in Today’'s Market Environment

Leaders face a world of new and demanding customer expectations, of true two-
way relationships in which customer feedback is instantaneous and can reshape a
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company’s business with virtual immediacy. Customers will in essence be viewed
as key components of a firm’s human resources. Their goodwill and loyalty will
constitute rich forms of investment for the high-performing companies in the
digital age.

Competition will only intensify. The shelf life of market strategies is shorten-
ing. Technology and global players are driving products and services ever more
rapidly through their life cycles. This morning’s innovation becomes this after-
noon’s commodity. As a result, rapid-fire innovation will rank high on the list of
strategic capabilities. All the successful firms in this century will possess a depth
of entrepreneurial capability. This capability will be built around the investments
that firms have made in resources, cultural values, and talent dedicated to strate-
gic innovation and leadership. This capability will remain in high demand, thanks
to empowered consumers and technologies that allow more rapid product proto-
typing and production. The dilemma for many managers is that management’s
time and attention tend to be dedicated to solving today’s problems rather than
addressing tomorrow’s opportunities. Many organizations make the mistake of
putting their best people in charge of only problems and not opportunities. Those
who reverse the pattern will prevail in the marketplace.

A company’s network of external relationships will also prove to be an abso-
lutely critical competitive advantage. Business in this century will be network-centric,
and partnerships and alliances will play pivotal roles in day-to-day operations. In
contrast to the industrial age, in which companies sought strategic advantage by
vertical integration, companies today seek strategic advantage horizontally. A criti-
cal trademark of high-performing firms, therefore, will be their ability to build pow-
erful networks. These firms must be savvy about the partners that will help them
acquire capabilities and knowledge and hence foster access and reach. Alliance
management will take center stage among a company’s strategic competencies. But
all partnerships are formed around mutual benefits. Therefore, leaders must make
their companies equally attractive dance partners or be left on the sidelines.

Strategic Change and Transformation

Just a few years ago, executives of the Fortune 1000 were looking over their shoul-
ders wondering whether the twenty-something CEO of a Silicon Valley start-up
was about to displace their corporation, thanks to some perceived e-enabled strat-
egy. Much of this fear proved to be a mirage. It was the established competitors
who turned out to be the real problem. After all, Toyota and Honda have done
more to displace General Motors than Autobytel or Amazon and are likely to
continue to do so. Yes, there will always be a few industries in the realm of tech-
nology in which start-ups can catapult themselves to the top overnight. But in most
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cases, the challenge is from other, more lasting forces—threats of acquisition, shifts
in demographics, changing customer needs, savvier competition, changes in sup-
plier capabilities, new and emerging channels, the appearance and disappearance
of government regulations, economic ups and downs, and the inertia of our own
organizations. The bad news is that this set of forces will never vanish. As a result,
our world is in perpetual motion—a phenomenon with profound implications
for organizational strategies; namely, the very strategies that provide performance
advantages over the competition have remarkably short life spans. For example,
research conducted by McKinsey & Company has determined that not a single
company has continually outperformed the stock market over the long term. These
studies have also shown that even survival can be challenging. Only 74 companies
on the Standard & Poor’s (S & P) 500 in 1957 made it to the same list in 1997. Of
these, only one dozen outperformed the S & P over that time span. The implica-
tions are clear; leaders must constantly reconfigure their strategies and their or-
ganizations just to ensure survival.

The challenge for leaders is to build agile, perceptive organizations. One way
to do that is to minimize bureaucracy. Another is to keep the organization ex-
ceedingly close to the customer in every possible manner. The third is to listen to
voices on the front line in shaping corporate strategy; after all, they are usually the
first to see emerging threats and shifts in consumers. The fourth is to protect the
mavericks—the iconoclasts, those who often drive you crazy with out-of-the box
ideas. The fifth is to promote people who support reinvention and innovation and
back them up with rewards.

In addition, leaders must discipline themselves to continually reexamine their
business models, engaging the entire organization to ask: Does our value propo-
sition still make sense? What in our business model needs to be reinvented? Where
are our noncustomers going and why? The biggest problem with such an under-
taking is that the most powerful individuals stand to lose the most in an organiza-
tional transformation. Often, they will resist the changes necessary to move ahead
in order to avoid losing power.

Finally, there is the issue of organizational culture. In any change effort, cul-
ture plays a vital role, either as a facilitator or a barrier. Leaders must learn to
harness the positive dimensions of a culture in the change efforts. Culture is much
like the water in an aquarium. While it is largely invisible, its chemistry and life-
supporting qualities profoundly affect its inhabitants. An organization requiring
transformation is like an aquarium polluted by too many algae and requires res-
toration of the right balance of elements in the environment. Leaders effecting an
organizational transformation must understand the vital role the corporate cul-
ture plays in any change efforts.
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The Stakeholder’s View

The demise of Enron and the ensuing scandal will affect both individual and institu-
tional investors, as well as corporate leaders, profoundly. Already financial report-
ing and auditing procedures are coming under far closer scrutiny. As the economist
Paul Krugman has pointed out, the Enron story is not just about a corporate fail-
ure; it is about how one of the most admired companies in the United States proved
to be fraudulent. Its books were not at all what they appeared to be, nor were its
values—or lack thereof. In addition and as important, the credibility of one of
the important pillars and guardians of the capitalist system—the accounting pro-
fession—has been deeply called into question. As a result, we are leaving an in-
vestment era of exuberance and laxity and entering one of vigilance and scrutiny.
The days of accepting a company’s books at face value and investing money based
on corporate pronouncements are gone. Integrity, thus, assumes an even greater
importance and value—for leaders, their organizations, and their accounting
partners. The best companies have integrity built into their brands and their books.

This new century may also be a time of soul-searching for the investment
community about the efficacy of its short-term orientation. As though afflicted
with attention deficit disorder, the financial markets have difficulty looking be-
yond an operating quarter. This orientation creates undue financial pressures that
encourage unethical behavior, such as pushing inventory into unreceptive chan-
nels in order to produce in the short term at the expense of the longer term. De-
spite the Enron wakeup call, it is difficult to predict whether the investment
community will actually refocus its attention span to a more appropriate longer
term. The most likely scenario is that the shift will be spearheaded by the institu-
tional and individual investment communities as they adjust their expectations
to a more realistic approach, rewarding firms that operate for the long term. Ei-
ther way, leaders in this century will be increasingly called on to tell their “longer
view” stories to accompany the quarterly financial results. The intensity of com-
petition will also demand that these stories be supported by actual and substan-
tial investments for the future.

Venture capital will continue to play an important role in facilitating the birth
of new enterprises, but the glory days of the dotcom era are over for at least a
decade. During the next few years, attention will be paid to protecting portfolios
rather than growing them. There will be serious digestion problems from poor
investments made in the late 1990s. This will result in shakedowns and consoli-
dation in the venture capital industry. From the standpoint of investments, busi-
ness models that have positive cash flow will regain their predotcom stature as the
places to invest. Entrepreneurs will also be strongly tested. We are entering a far
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tougher and less forgiving environment for this breed of leaders. While vision will
reign as the entrepreneur’s trademark, execution and sound financials will be
equally rewarded. As a result, entrepreneurial leaders can no longer rely simply
on their charisma and storytelling abilities. They must become tough decision-
makers, hounds for the best talent they can find, deeply persistent, and strategi-
cally and financially savvy—a tall order for this next generation of start-up leaders.

In conclusion, this book will take you on a tour of the most important chal-
lenges and opportunities that you will face as the new millennium unfolds. This
new century will be characterized as both the best and worst of times. Like most
of us, you may feel lost at times. Perhaps some advice from one of America’s great-
est explorers, Daniel Boone, will come in handy. Boone was once asked, “Have
you ever been lost?” “No,” he replied. “But I have been bewildered for a few
months.” In the end, he always found his destination as an explorer. These are
words and an attitude worth remembering when you are leading in this new
century.
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Introduction

Factors Affecting Leadership
and Human Capital Management

Stephen A. Miles and Meredith D. Ashby
Business Analysts, Heidrick ¢ Struggles International

At the threshold of a new millennium, corporations are faced with an unprec-
edented series of factors, both external and internal, that are accelerating the
pace of change and disruption and ceaselessly reshaping the business land-
scape. Internally, the changing demographics and increasing diversity of the
workforce are posing challenges to the traditional ways of structuring opera-
tions and of hiring, managing, and incenting employees. Externally, the re-
lentless pace of technological advancement has given rise to a truly global
marketplace, rife with opportunity as well as with danger—from previously
undreamed-of access to new markets to the incomprehensible stresses of
terrorism.

These internal and external factors are constantly meshing, forming a
kaleidoscope of ever-shifting scenarios in which companies must produce,
package, and market their goods and services—that is, provide value. In
today’s environment, “business as usual” clearly will not do. The need for
leadership has remained throughout time. However, in today’s fast-moving,
volatile, and complex world, the need for inspired leadership, for substantive
leadership, for distributed and meritocratic leadership, has never been more
critical.

Following are some of the major forces that are reshaping today’s corpo-
ration and are thus having an impact on leadership and the management of
human capital.

Globalization

The force of internationalization has been creeping into our daily lives for
decades, but it has become increasingly clear over just the past few years how
economically interdependent the nations of the world have become. It is no
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longer sufficient for a corporation to compete locally or even nationally and ig-
nore the rest of the world. Our world has become larger in one sense, smaller in
another. We are all connected, but our expanded business universe is no longer
homogeneous; it is pluralistic. The business of producing and marketing goods
and services must now also take into account a wide spectrum of considerations,
ranging from geographic and cultural differences to varying legal, political, and
economic climates. Such pluralism renders leadership through a one-dimensional
“command and control” style completely ineffectual, and possibly dangerous.
Successful leadership in our interdependent world depends on the ability to stra-
tegically find, motivate, and deploy a diverse group of qualified people geographi-
cally—whether through specialized skill sets for specific functions, through a
process of increasing responsibility for wide-ranging business operations, or both
simultaneously—and lead through them.

Organizational structure has undergone a shift from a vertical orientation to one

that is essentially horizontal. Corporations traditionally have been organized into
departments according to function: sales, manufacturing, information technol-
ogy, finance, and human resources, for example. These departmental “silos,” when
they interacted, did so primarily in a vertical way, by communicating upward or
downward instead of to the side. Today, many companies are reengineering, re-
focusing on a core business, outsourcing noncore operations, and realizing en-
hanced productivity through technology. The consequence of these trends is that
the middle ranks of organizations are disappearing; the pyramid structure is be-
ing replaced with a flatter, less hierarchical organizational architecture that is more
flexible and able to adapt more efficiently to the current disruptive and pluralistic
environment. Under the traditional concept of “command and control,” orders
emanated from an iconistic leader at the top and were carried out through a bu-
reaucratic hierarchy. Today, we see chief executives articulating a vision and dis-
tributing authority across the organization to execute that vision into action.

The most successful businesses have been those able to free up their innova-
tors from the traditional silos of corporate functional departments and through-
out the organization and to allow them to strike out on new ventures, in new
markets, and in new ways. Emerging business models demonstrate this reality
through increased emphasis on the dissemination of decision-making through-
out the organization and a sophisticated appraisal and definition of metrics and
accountability at all levels.

In our interviews and discussions with hundreds of CEOs, we have observed
some common traits among these highly successful leaders of complex organiza-
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tions. Most defined their main responsibility as chief executive to be that of in-
spiring, influencing, setting the direction for, facilitating, coaching, mentoring,
and developing their employees. The word “control” was rarely used; instead, they
spoke emphatically about the importance of a strong team orientation. Their role
was to identify and empower a team, not command it. Indeed, many of them char-
acteristically used the term “we” rather than “I” in discussing success within the
organization. Instead of thinking in terms of individual accomplishment, most
tended to think in terms of what their management teams had achieved.

It is only through replication of leadership at all levels of the organization—
distributive leadership—that a corporation can effectively compete and grow in the
current global operating environment. Never has it been more vital to a company’s
success to be able to attract, develop, and retain the best people while continuously
developing or managing out those who do not perform against the corporate
objectives.

The age of intangible assets

If the twentieth century was the age of tangible assets, the twenty-first century is
proving to be the age of intangibles. The movement is away from the managing of
plant, property, and equipment and toward the leveraging of employees, custom-
ers, partners, and alliances. Historically, leadership models have been built on
physical assets; in the new models, by contrast, success is a function of the ability
to negotiate contracts, to build relationships with partners and even competitors,
and, above all, to attract, develop, and retain today’s most critical asset, people.
There are, however, few if any metrics or systems for measuring these assets; the
challenge is for leaders to use their own experience, training, skill sets, and per-
sonal style to drive the organization and its workforce forward in pursuit of a shared
vision and goals. Generally, these goals are productivity, profitability, and sustain-
able competitive advantage in the marketplace.

-~ L ‘ f

Because of these unprecedented demands on today’s business leaders, a new kind
of leader is emerging. Leaders must possess all of the qualities that historically have
resulted in change and progress and yet much more: not only vision, creativity,
and skill at communication but also courage, empathy, and the flexibility to lead
successfully through wholly uncharted and rapidly changing and often treacher-
ous terrain.

Inherent in the notion of a global marketplace is the irony that leadership calls
for skill at managing both consistency and diversity, since the world economy is
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“one village” and demands consistency, while at the same time its elements are
made up of widely varying ethnic and cultural perspectives. Furthermore, unprec-
edented crisis, uncertainty, and volatility in world markets require pathbreaking
models of leadership. Finally, because of the flattening of organizations, the span
of control has in many instances expanded. Many senior managers are now lead-
ing hundreds or thousands of people—often, if not always, widely dispersed geo-
graphically—toward a common set of goals. Gone are the days of supervision by
proximity and productivity to avoid penalty. Intangible assets—people and in-
tellectual property—certainly require compassionate leadership.

The most successful managers use persuasion, persistence, passion, and em-
pathy—a combination of qualities referred to by the psychologist and author
Daniel Goleman as emotional intelligence and by others as emotional quotient,
or EQ—to motivate a workforce, which in companies big or small can be widely
distributed geographically and, as in many cases, also along product or service lines.

1Q is certainly required for leaders to lead; EQ is required for leaders to lead
successfully. Active listening, an ability to understand and appreciate another’s
perspective, the ability to assess one’s own as well as others’ strengths and weak-
nesses, and the ability to represent and advocate the collective ethos of an organi-
zation all fall under EQ.

Achieving breakaway results in today’s business environment also calls for
leadership through persuasion, example and inspiration, mentoring and coach-
ing, and other methods aimed at nurturing and optimizing human potential in
the workplace.

At the same time, it is essential for today’s leaders to be able to influence the
organization in a boundaryless fashion, moving horizontally as well as vertically
in order to convey and maintain the needed levels of motivation and mobiliza-
tion against a shared vision and set of objectives. With these attributes, leaders
have the opportunity to be wildly successful, achieving results on a scale that
would have been inconceivable just decades ago. Without them, it is far more
difficult to have an influence in today’s and tomorrow’s world.

o/ der i .

The tenure of CEOs has shrunk from an average of over 10 years in the latter part
of the last century to about half that today. It is unusual for a CEO to last a full
decade these days, and the norm is closer to fewer than three years at the helm.
While 10 years might be too long, given the fast pace of global business, three years
is barely long enough for even the most gifted leader of a complex organization to
make his or her impact evident.
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One of the main reasons for increased leadership turnover is the growing
impatience of institutional investors for immediate results. In an era of instanta-
neous information, few institutional investors and boards of directors are willing
to wait more than a few quarters for financial improvements, even though intel-
lectually they may understand that substantive, strategic improvements that are
designed to be sustainable over time cannot be achieved in a short time frame.
That reality notwithstanding, CEOs today operate in a fishbowl of investor scru-
tiny in which risk-taking can be fatal and down cycles and false starts are simply
not tolerated. Given these shorter windows of opportunity to make a noticeable,
financial difference, and given that the chief executive’s job has already become
more complex, more stressful, and more accountable overall, leaders are churn-
ing at extraordinary rates. Further, a growing number of new CEOs come from
outside the organization, and often outside the organization’s industry, so addi-
tional delays in getting the company on course happen because of learning curve
issues. Finally, the overall pool of seasoned leaders continues to diminish, exacer-
bating the difficulties of both recruiting and retaining good and great leaders.

Technology

The influence of technology in business and personal realms is virtually incalculable.
It has toppled and re-created hundreds of business models, and has transformed
the way companies interact with customers and vendors, how business people in-
novate, collaborate, and communicate, and the very way that goods and services are
produced and sold. It is absolutely essential that today’s leaders understand, advo-
cate, invest in, and implement technology in every facet of their businesses.

Technology has given CEOs real-time access to their employees and custom-
ers around the globe—and vice versa. On the one hand, this is a great opportu-
nity for enhanced communication; on the other, it is a challenge in the sense that
it increases the pace as well as the nature of corporate accountability. Instanta-
neous communication facilitates the efficacy of the amorphous, flattened organi-
zation that, in large part, it is responsible for creating—but it also eliminates the
boundaries that once made it possible for management to delay, if not avoid alto-
gether, the consequences of poor performance and customer complaints, whether
founded or unfounded.

Buildi . F

Sustainable competitive advantage is increasingly more elusive and fleeting. Com-
panies must work harder to establish defensible positions in a rapidly maturing
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marketplace in which product quality has reached equality, new markets are
quickly deluged with a barrage of barely distinguishable entrants, and the life span
of technological advantage is calculated in months, not years.

In such a world, clearly, competitive advantage is gained most effectively and
enduringly through a comprehensive, strategic approach to human capital man-
agement, one that fosters innovation and change. The ideal framework is one that
recognizes and rewards people who are creating new and better ways of doing
things and a change-ready culture that encourages innovation.

The most favorable architecture for such a system is a flattened, entrepreneur-
ial-minded environment in which leaders have built a clear path for the realiza-
tion of ideas.

Opening of new markets

Today, chief executives have unparalleled opportunities and threats in the global
marketplace. Country after country has begun to deregulate various industries
from financial services to telecommunications to energy. As these markets open
up to competitive forces, it presents both opportunities and threats to multina-
tional corporations. The most significant new market now is China as it becomes
more involved in the World Trade Organization (WTO).

China will continue to grow as a formidable force in the global economy. While
one concern has been that Chinese competition will continue to erode the mar-
ket share of other Asian exporters to western Europe and the United States, in the
long run, it is quite possible that very few emerging economies will be able to com-
pete with China’s highly skilled and low-cost workforce. Many U.S. and European
companies will establish manufacturing and other operations in China, and we’ll
see an explosion of activity from China as a result. China will also become a cus-
tomer of many corporations and economies. Corporate leaders take note: What
is your strategy for China?

Demographic impact

In the United States, beginning over the next decade, there will be a huge gap
in qualified talent available for companies. As roughly 77 million Baby Boomers
reach retirement, they will be replaced by the far less populous Generation X,
44 million, in the senior ranks of the workplace. This is going to lead to a further
flattening of organizational architecture as Generation X tries to learn very quickly
how to fill the gap in experience and skills in the workplace. Smart companies are
developing a leadership pipeline to bridge this gap. The next wave will be Genera-
tion Y, approximately 80 million strong, but they won’t be ready to step into
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senior roles for several decades, so the need for companies to institutionalize de-
velopmental programs is mission critical.

Furthermore, Generation Y undoubtedly will crave the opportunity to make
meaningful contributions and have significant impact; they won’t accept being
just another cog in the wheel. This unique group will be the first fully technology-
literate generation to hit the workplace. This generation started multitasking and
computing as toddlers, which implies that their tolerance for the mundane will
be near zero and therefore their expectations of employers and jobs will be vastly
different from those of previous generations. Job flexibility, the desire to be
uniquely recognized and rewarded, and blurred work/life lines are what Gen Yers
will expect. Workers with these traits are most productive in the new-style, flatter
organization with a system based on motivation and inspiration rather than
intimidation.

What are the implications for leadership?

Given the uncertainties inherent in today’s economy and the outlook for tomor-
row, the best course for leaders is a continued emphasis on the human equation.
In a sense, CEOs need to function as chief relationship officers within their orga-
nizations, promoting distributed leadership and forging strong bonds with em-
ployees, customers, partners, and suppliers—bonds that expand their spheres of
resources and influence. They need to remain immersed in the new business uni-
verse, in which success often depends not on a lone organization or a solitary leader
but on creating and rewarding high-performance teams of motivated and empow-
ered employees. Leaders must continue to harness the human imagination through
the interconnectedness of alliances and networks, providing vision and direction
in pursuit of the delivery of value in the world marketplace. They must be cata-
lysts for the continuing optimization of human capital by finding, developing,
retaining, and partnering effectively with the best and brightest talent available.



Chapter 1

® Leadership

The i bl ities of lead,

John T. Thompson
Heidrick & Struggles International
Vice Chairman

I’'m often asked about the “War for Talent” and what the landscape for talent
looks like. I believe that there is a huge shortage of highly talented people
having domain experience in relevant industry segments or with relevant
business models but, in particular, there is a dearth of leadership skills. By
leadership skills, I refer to the attributes needed to succeed in today’s envi-
ronment, such as the ability to energize a group of people to take on an ob-
jective and achieve it. In turnaround situations, it is the ability to take a
company forward in terms of scale and scope. With all the mergers and ac-
quisitions we’ve seen lately—which all look great in the short term but are
being tested now in a tougher economic climate—Ileadership is the ability to
come into a company and make cultures fit and work. Leadership is a rare
asset that, on a statistical basis, only a handful of people have. To really ener-
gize a company in turnarounds, to mend broken cultures, to create long-term
success out of mergers and acquisitions, to lead companies that are in the tank
financially or are in a real growth mode but don’t have the management skills
or the team to scale the company through the next couple of revolutions of
its life cycle—these are all leadership skills that are all too often missing from
the talent pool. And, of course, there are many companies today in need of
an injection of new leadership.

My colleague and fellow search consultant, and one of our firm’s and
industry’s founding fathers, Gerry Roche, proclaims in this chapter his belief
on what makes a great leader today: “Human understanding and sensitivity
are absolutely critical for success. Only the fool finds total comfort in techni-

cal or specialized knowledge without developing his or her human and inter-



LEADERSHIP 11

personal skills.” I agree. As I evaluate candidates, I absolutely look for the soft skills.
Both IQ and EQ (emotional quotient) are partly innate and partly learned. Some
of us are blessed to work for great companies where we are mentored by great
bosses, and that kind of experience optimizes one’s innate capabilities. EQ is hard
to describe, but it is the granularity and richness of a complex set of behaviors
and feelings you get about a person when you talk with him or her that lets you
know whether he or she possesses the right set of soft skills. You know it when
you see it. Finding people with both IQ and EQ is difficult, and pulling them away
from something they are already passionate about is even more difficult. The people
who possess EQ and the capacity for soft skills have a huge advantage.

Part of the soft skill set for leaders today is agility. Decisions need to made
quickly, and teams have to be pulled together quickly. This requires extreme agil-
ity, and not many people are blessed with it. In fact, the reason that many CEOs
and division presidents fail is that they cannot respond quickly enough to chang-
ing market conditions.

In addition to decisiveness and agility, there are basically three skills that are
predictors for success. First, there is capacity. Capacity comes in many forms: in-
nately, it is your knowledge and basic intellect. No amount of training or experi-
ence will help a person who lacks the intellectual capacity or who doesn’t have a
certain amount of innate ability in a given arena. Capacity also encompasses the
experiences, both positive and negative, that teach and train you how to manage
and how to handle the circumstances you encounter as a senior executive. There is
also capacity in the form of physical and emotional tolerance for ambiguity and
change. Some people thrive on ambiguity and some are averse to it. Uprooting your
family to take a job across the country, for example, can be very difficult physically
and emotionally for some people, while others find it challenging. However, those
who thrive on ambiguity are likely to be far superior at leading a corporation in
today’s current environment. In this chapter, American Express CEO Ken Chenault
describes himself as “an intellectually curious person who likes to take on a variety
of challenges.” His capacity to handle the ambiguity of a crisis was evident during
the terrorist attacks of September 11, 2001, when he moved his company’s Manhat-
tan headquarters—approximately three thousand people—from Ground Zero to
New Jersey. It’s little wonder, then, that when he prioritizes leadership traits, he ranks
courage, creativity, and integrity before smarts.

The second key soft skill that successful leaders possess is motivation. They
have a passion for building teams and organizations. Motivation is something you
can help people with by giving incentives, but it is not a definitive skill that can be
acquired through training. Unlike capacity, you either have motivation or you
don’t. Steele Alphin of Bank of America most eloquently phrases it in his inter-
view: “Influence many, control few.”
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Finally, there is the skill we probably look for most of all in leaders: authen-
ticity. Everyone talks about charisma, but the fact is that an infinitesimally small
percentage of the population are universally acknowledged to possess that qual-
ity. Among senior executives, real charisma stems from authenticity: who that
person is when you talk with him/her versus when he/she is in the boardroom or
in front of customers. An authentic, charismatic business leader is someone who
is consistent and not a sort of chameleon, changing colors for certain groups. You
get strong credibility if you establish yourself as the genuine article. People will
follow a leader who is authentic and passionate, as management gurus Jim Collins
and John Kotter attest in their interviews in this chapter.

While the general attributes of the new-style leader are consistent across in-
dustries and organizations, the sizes and developmental stages of various organi-
zations may call for different combinations of competencies. Skills that delineate
to early-stage companies, for example, include extraordinary amounts of energy
and intensity, the ability to multitask, an unusually high tolerance for ambiguity,
and the aforementioned agility. Typically, a company in this phase has only a few
products or services or is building a broader service offering to one or two prod-
uct lines, so every step counts and there is little room for a misstep. Orbitz’s CEO,
Jeftrey Katz, had the formidable task of launching a start-up dotcom company
after the dotcom crash in 2000. He acknowledges that, faced with these pressures,
“it is essential to be a good strategist and planner: to set goals, to build clarity and
consensus around them, and to connect the short-term goals with long-term re-
sults through excellent execution. Meeting a series of short-term goals helps to
bring about positive and lasting changes.” In my experience, the most successful
executives are also those who can morph to the market conditions, be they chang-
ing capital requirements or capital supply. Being the CEO of any company is dif-
ficult, but being the CEO of a start-up is like throwing yourself in front of a train
every day.

At the midcap level, there is a change in the required mix, moving from ab-
solute personal leadership toward the competencies involved in empowering the
team, or teams. It is an issue of scope and scale for a rapidly growing company.
You have to delegate very effectively and empower business units as the organiza-
tion grows. Also, leaders here have to continue to be passionate about key objec-
tives, meticulously examine the business, and put a focus on change management.
Executives with these abilities are likely to have fun in this environment and to
succeed in creating breakthrough organizations. Given today’s burgeoning new
technologies, a company’s best practices can be copied very quickly. Competi-
tors can emulate what another company accomplishes within weeks or months.
They may not be as good at it, but in the process, your company may have lost
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its ability to differentiate its products and services in the marketplace; that is why
the ability to stay ahead of the change curve is so critically important in midcap
companies.

The executives leading a multinational company are more in the league of
senior diplomats than CEOs; the demands are transcendent of traditional leader-
ship skill sets and call for the ability to synthesize experience as much as to analyze
it. Theirs is the realm of strategic alliances, industry exchanges, and information
portals. Their stature is such, their EQ is at a level, that it is impossible to articu-
late, let alone emulate, how they do what they do. At this level, the ability to step
beyond the personal and see the world and one’s role in it with objectivity, com-
passion, and resolve is critical. These types of leaders are genuine and confident
of their abilities. They have a statesmanlike approach to representing a company,
and it is a learning approach in which they acknowledge and examine mistakes
and opportunities not taken but still celebrate success. Michael Jordan claims that
one of the ways he became such a great basketball player is by missing over nine
thousand shots in his professional career. That says it all.

For companies of all sizes, the implications of the new demands and stresses on
their leaders seem crystal clear: in the realm of human capital management, the time
has come to translate lip service into action. The leaders featured in this chapter,
Linda Sanford at IBM, Hank McKinnell at Pfizer, Fred Smith at FedEx, and David
Pottruck at Charles Schwab, were among the first to turn talk into action by em-
powerment, by strategic recruiting, by investing heavily in management develop-
ment, and in a myriad other ways that are evident without being easy to define.

Also inherently important for a company of any stage or size is the capacity
for change management and corporate transformation on an almost daily basis.
Greg Owens at Manugistics Group developed a people strategy concurrently with
a turnaround strategy. He notes: “This series of strategies is ongoing, because to
maintain success, an organization must constantly work at recruiting, develop-
ing, and nurturing its intangible assets.” This emphasis on people has made the
difference between success and failure, Owens believes.

Recruiting is tougher all the time, as the supply of high-potential managers
continues to dwindle, and even landing the best of the lot is not adequate unless
you can hang onto them in a very competitive marketplace for talent. The inter-
views that follow have a lot of excellent guidance on “best practices” in recruiting
and retaining talent. And, interestingly, not all of them have to do with financial
incentives. Look at WWF International, for example. Thanks to its mission and
culture, notes director general, Claude Martin, the conservation organization rarely
has to recruit. Candidates flock to the organization, wanting to serve, and, once
hired, rarely leave.
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It’s something you can just feel, walking into a company where human capi-
tal is highly valued. It is palpable in the interviews in the following pages. A hand-
ful of others, such as Dell Computer and Cisco Systems, have figured it out, too.
Changing the rules and making them stick in the marketplace—investing time,
money, and talent into human development even though it will take years to see
the results—takes courage and commitment. So when you see a company do it, it
is very impressive. The companies that don’t do it will soon wish they had.

L rshi I reativit nd integrit

Kenneth Chenault
American Express Company
Chairman and Chief Executive Officer

e \What are some of the defining moments in your career that have shaped
your leadership style?

I describe myself as an intellectually curious person who likes to take on a variety
of challenges. I'm very interested in taking what I learn about different areas and
applying those lessons to the things I am involved in to make an impact. The first
defining moment for me was the decision to work at Bain & Company. While my
stay there was just shy of three years, it had a major influence on me by exposing
me to a range of industries. It also gave me an appreciation for how to identify
and focus on the key issues that drive a business. I also learned the importance of
challenging conventional wisdom. As I moved into the corporate world, leaving
Bain for American Express, I learned that leadership comes in different forms, in
different opportunities. One of my first assignments was in strategic planning,
where I had to evaluate a direct-response fulfillment house that serviced our credit
card business. At the time, quite frankly, I thought it was a very unglamorous and
potentially boring assignment. But one of the things it taught me is that when you
study what appears to be a narrow subject, you’ve got to broaden the context. That
assignment in direct response and direct marketing really gave me an incredible
understanding of the power of the direct marketing distribution channel and the
importance of customer segmentation. Taking what I learned there, I was able to
put together a broader piece of work involving a range of businesses within the
company. Suddenly, I was working with people for whom I had no direct man-
agement responsibility and figuring out how to get them aligned with a common
set of objectives. That was a very important piece of work, both for me and for the
company. From a leadership standpoint, it demonstrated to me not just the power
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of ideas, but also that you do not need formal hierarchical authority to get people
to move forward with you alongside common objectives.

e What a great lesson to learn, especially with organizations continuing to
flatten. So you are saying that leadership is as much about influencing
as it is about anything else?

That is absolutely right. I was an early beneficiary of understanding that the old
“command and control” structure was going to be difficult to operate going for-
ward. My next move at American Express was to the merchandise services divi-
sion, which at the time was an unprofitable unit that sold a variety of consumer
products—televisions, luggage, jewelry—through the mail to cardmembers. It was
not clear how the unit’s strategy related to the objectives of the core businesses—
in particular, the card business. It was, however, a unit very dependent on the direct
marketing channel and on understanding customer segmentation. Many people
in the company advised me that it would be a serious career mistake to go into
that business. But I believed it was important for the company to make an informed
decision whether to remain in that business or not; and, on a personal level, I felt
that it would be a way for me to gain a wide range of experiences, especially in the
marketing and merchandising area. My view was that if the company penalized
me for taking a risk, then I probably didn’t belong with the company. It turned
out to be a terrific opportunity, and I learned a lot of the skills that help me to this
day—skills such as team building, consensus management, and marketing. Most
important, I learned how to take a dispirited organization and galvanize its people
to create a turnaround.

e These skills that you picked up along your career certainly helped you
lead during and after the terrorist attacks. What are the leadership skills
required in crisis situations?

What is most important is to show compassion and listen very actively while con-
tinuing to be a strong and decisive leader. During a crisis, people want direction,
but they also need to know that you empathize with them and that you can under-
stand different reactions and different perspectives. The trust factor is absolutely
essential. People can see right through insincerity, and in times of crisis, if you do
not engender a level of trust and empathy, there is no way that you can lead your
organization through adversity. Particularly in times of crisis, the job of a leader
is to redefine reality by defining the new reality. We’ve got to give our organiza-
tions hope, and the hope has to be both factual and inspirational. The other point
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I would make is that there is no rulebook for leading through a crisis; the way you
lead is to follow your values and your beliefs.

e Leaders certainly need to master managing the intangibles as opposed
to leveraging tangible assets. What are the “must have” skills for today’s
CEOQ, and how have these changed from 5 or 10 years ago?

Let me name some skills that I believe are constant and then some attributes in
which the emphasis may have changed. First and foremost, leaders need cour-
age: courage to make the tough decisions and courage to stick with a strategy
that others think will not work. You can assume a certain level of intelligence
exists if someone is in the CEO position, but it doesn’t always follow that the
person possesses courage. Sometimes that doesn’t become clear until it’s too late.
Second, a good leader today needs to be a creative thinker, not just thinking in
astep or linear process from a logic standpoint, but thinking in leaps and bounds.
Not just connecting the dots but drawing new lines on the page. Third, he or
she must have a very high level of integrity. Integrity has always been important,
but it is critically important now because we are dealing in an ever-changing
environment and a highly uncertain environment. And, increasingly, you’re
asking an organization’s workforce to follow you when you are not providing a
hundred percent of the answers. So, they have to believe in you on the basis of
your courage, your logic, and the power of your arguments, in combination with
trust and faith in your integrity. Now, moving to today’s leadership challenges, it
is essential to know how to use technology to move a business forward. It’s not
something that you can ignore any longer. Technology is now so integral to the
various business issues and opportunities that we all face, that you have to have a
strong understanding of and appreciation for it in order to be fully effective as a
leader. It is also critical that you have a global perspective, because resources—
both human and financial resources as well as raw materials and value-added ser-
vices—are distributed across a wide spectrum, not only geographically but also
culturally and ethnically around the world. Without a global perspective, it’s going
to be difficult to take advantage of the diversity of opportunities in the moderate
to long term.

e \What is your advice to executives who may be thinking about
developing their leadership skills and pursuing a career as a
high-level leader?

What I often tell our young executives is to focus on the job at hand. While most
people have ambitions, most in fact do not follow up 100 percent on their current
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commitments. By following up on your commitments I mean execute on the as-
signment at hand, and place yourself in the shoes of your boss and your peers and
your subordinates so that you understand how you need to execute at your cur-
rent level in order to make those people successful. When you make those people
successful, you’re going to make the business successful. The second thing I tell
up-and-coming executives is that after you have executed on the basic require-
ments of a job or project, step back and think about what more you can do to add
both incremental value and breakthrough value. If people are focused on gener-
ating results, adding value, and making the business successful, they can then
network off their performance. The third point I try to make is to listen actively
to the customer and to ideas being expressed in the organization. You’'ll get far
more insights and information by paying close attention than if you listen in a
distracted way.

e What does American Express do in the way of leadership development?

We look for the key attributes I've mentioned, and we realize that you just don’t
evaluate those attributes in the annual performance review. You’ve got to evalu-
ate on a daily basis. A good way to do that is in going through business reviews;
ask why a particular result was accomplished or what the actions and behaviors
were that led to that result. We look at the quality of thinking and the quality of
the execution of each person. We have an environment that encourages people to
take risks. You want to create an environment where people have a willingness to
stretch and to take some chances, because that’s how you really achieve break-
through results.

e Have you identified positions inside American Express that serve as testing
grounds for leadership potential, or do you develop an executive in an
existing position that the executive currently holds?

We have a range of positions that are developmental positions, but we also look
at the readiness of the individual. In some cases, we move a person into a job that
he or she is fully prepared for in every conceivable way; in other cases, we pro-
mote the individual into a job that is a completely new challenge because this is a
developmental experience that we want them to go through. So, sometimes we
make nontraditional moves because we strongly believe that a particular person
will excel in a role despite not being well trained for it. We know that person can
handle a broader set of responsibilities, so we create the opportunity within a sup-
portive environment. Our view is that in assessing what moves need to be made,
you need to look at the leadership attributes required, the needs of the person,
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and the needs of the company. We don’t have a rigidly structured system that says
only these jobs are jobs for developing people. Rather, we are more inclined to
match people to the jobs and to the objectives as they change and grow.

e Do you see the future of human capital management in firms as moving
toward a 360-degree view of people?

The so-called war for talent is one of the most important battlefields in business.
It is critical that a company create the kind of environment in which people really
believe they can learn, grow, and prosper. The focus has to be on developing people.

e American Express has been innovative with its card services. For example,
you were the first with the Gold Card, first with the Platinum Card, and now
you have the Centurion Card. How have you been able to foster a
culture that's built on innovation and built to change, which
are important aspects of competitive advantage today?

What I try to do and what our other leaders try to do is to create both formal and
informal forums and a spirit of openness in the company, so that people really
feel they have both the opportunity and the obligation to come up with ideas and
to innovate. Critical to this is our vision to be the world’s most-respected service
brand. We therefore have a responsibility and an obligation to constantly increase
the value of our products and services to be a superior value provider, which means
we can’t be a “me too” company; we have to innovate and create. Another way we
encourage innovation is to set very lofty objectives, not just in terms of finance
but qualitatively as well. The search for qualitative aspirations, frankly, is a jour-
ney that we will always be on.

Level five leaders

Jim Collins
Author and Leadership Expert

e You recently completed a large-scale five-year study to identify
and examine companies that have gone from good to great.
Can you give us an overview of the study?

The study grew out of two simple questions: Can a good company or good orga-
nization ever become a great one? And, if so, how? When my colleague Jerry Porras
and I wrote Built to Last, we left unanswered a gigantic question: If a company
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doesn’t get the right parenting from early on—if it doesn’t have a David Packard
or a George Merck or a Walt Disney to get it off the ground—is it basically doomed
to mediocrity? General Electric had Charles Coffin right off the bat, so it was al-
ways a great company; all its later successes have been based on that early founda-
tion. So, in the latest study, we conducted a systematic research effort to find
companies that had made a viable leap from good to great. We began with 1,435
companies that appeared on the Fortune 500 list from 1965 to 1995. We looked
for companies that showed a sustained performance level no better than market
performance—in other words, companies whose long-term performance, as com-
pared with the yield on mutual funds, would have grown less than the mutual
funds. Welooked for companies meeting this criterion; and then we looked at those
companies that went through some sort of a leap or a change and afterward, over
the next 15 years, enjoyed growth at least threefold greater than mutual funds or
the general market. Our findings showed that investments in these companies
averaged sevenfold growth. To put this in perspective, GE, over the last 15 years,
beat the market 2.8 to 1. We were looking for companies that went from good to
doing better than GE at its best, on a dollar-for-dollar-invested basis. The com-
panies we narrowed to, in fact, averaged twice the rate of returns of GE. Using GE
as the benchmark of a great company, we found 11 companies that went from good
to great, meaning they had better results than GE.

e \Whatis “Level Five” leadership?

Some view leadership as a kind of religion; we didn’t want to find a leadership
answer to our study in that sense. [ used to be a leadership atheist; now I'm a lead-
ership agnostic. It’s not that I don’t think leadership is important, but in this kind
of research, it’s not a particularly helpful concept in the sense that it’s easy to at-
tribute everything we don’t understand or comprehend to leadership. With greater
scientific understanding, however, you can begin to understand many more vari-
ables at work. So, I really am very, very skeptical of leadership answers. I don’t
like them. ’'m bothered by them. I think we put too much emphasis on them. In
fact, the evidence suggests that most leaders who are viewed as successful leaders
do not produce great companies. Now, that being said, I was very surprised with
our findings. The data convinced me that we had a leadership answer. However,
we found that it’s not leadership itself that takes companies from good to great,
because the comparison companies, the companies that tried but failed to make a
sustained leap from good to great, had leaders like Lee Iacocca and Stanley Gault
and Jack Eckerd. There’s no question that these people were real leaders. Even Al
Dunlap, some would say, was a leader. But yet, Chrysler, Rubbermaid, Eckerd,
and Scott Paper didn’t qualify as good-to-great companies. So, because the
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comparison companies also had leadership, we concluded that the answer to mak-
ing companies great was not leadership itself. The real distinction was that there is
aspecial form of leadership that takes companies from good to great. What you have
in the great companies is Level Five leadership. The comparison companies had Level
Four leadership. Here’s the difference: Level Five leaders are ambitious first and
foremost for the company and its long-term greatness, not for themselves as indi-
viduals. As a result, they tend to be personally modest, humble, and reserved, but
enormously willful on behalf of the organization. They tend not to become celebri-
ties. They don’t have their egos wrapped up in making themselves well known. We
identified the only 11 companies in the history of the Fortune 500 starting in 1965
that went from good to great using the top benchmarks and standards. In every single
one of those cases, the CEOs were largely unknown. They were people like Darwin
Smith, Lyle Everingham, David Maxwell, Cork Walgreen, George Cain, and Ken
Iverson. These are not your household name leaders, and yet they absolutely blew
away the well-known leaders in terms of actual results. We found that there is an
inverse relationship between high-profile, charismatic, egocentric leadership—the
Level Four leaders—and the journey of a company from good to great.

e Are Level Five leaders born or made?

Some are born, but most are made. That gives the Level Four leaders hope, al-
though it is hard work getting to a Level Five. Personal growth of any kind is chal-
lenging. I believe in the capacity of humans to develop and evolve. That’s even
one of the great cornerstones of Christianity, the belief that humans can evolve
and grow into better people. I believe the same thing with a progression toward
Level Five. Most people have the capacity to evolve to Level Five.

e \What would be some of the characteristics a person
would want to develop to be a Level Five?

Think of it in three layers; the first layer is behavior. Level Five behaviors include
things like using “we” instead of “I.” Level Five leaders tend to use “we” and Level
Fours tend to use “I.” Another element of Level Five behavior is what we call “the
window and the mirror.” Level Fives stand at the window and look for someone
or something to attribute success to, even if that success came about through good
luck. We asked CEO Alan Wurtzel, “What were the main factors that allowed your
company to create this extraordinary result?” He said, “Well, that’s easy. The wind
was at our backs.” We then showed him the good-to-great stock chart which shows
companies’ results going along and then his company’s results exploding upward.
I wrote under his company “You” and under the others “Comparison Compa-
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nies.” At the bottom of the whole page I wrote “Same wind.” After a long pause
he said, “My goodness, we must have been very lucky.” His remark is typical of
the way Level Fives are always looking out the window to attribute success to some-
thing other than their personal performance. But during difficult times of setbacks,
they stand in front of a mirror and say, “It is my responsibility.” By contrast, the
Level Four mentality tends to be more one of taking credit during good times and
looking outward to assign blame during down times. Another Level Five attribute
is the dual quality of being absolutely relentless in pursuit of company goals and
yet possessing extreme personal humility. Level Fives will do whatever it takes to
make a company great, including—and this applies to the deepest layer of Level
Fives—at each decision point, choosing what is best and most ambitious for the
organization instead of what is best for your ego, your career, or your reputation.
Level Five leaders constitute the bricks and mortar of the corporate community.
They are doing real work and getting things done. There’s a huge difference be-
tween promoting yourself and delivering results—and the critical way in which
Level Five leaders are different from the rest is that they deliver results, and, very
often, extraordinary results.

e What about the role of charisma?

Charisma can be a leadership asset, but it can also be a liability. Sam Walton is
an example of a charismatic Level Five leader. But, most of the time, because it
leads to you-centric thinking and behavior, charisma is a leadership liability.
Another reason it can be dangerous for leaders to be charismatic is that charis-
matic leaders are expected to be right all the time, and very few human beings
are right all the time. People will blindly follow charisma, right into failure. The
good news is that charisma is a liability you can overcome. I think of charisma
as being like a stutter or a lisp. It just makes your job harder and ultimately, it
makes it harder for you to create greatness—but you can overcome it. When I
built my research team, I surrounded myself with people who are fundamen-
tally irreverent so that my strong personality would not lead us down the wrong
path. Since it is a liability, I need people around me who aren’t too influenced
by it. I also try to dramatically increase my questions-to-statements ratio. If you
have charisma and you strongly assert something, it is likely you will be con-
vincing—whereas, if you ask a question, you are more likely to get better an-
swers. All the good-to-great leaders are superb at asking questions. Many have
law degrees, and their legal backgrounds help appreciate a perspective of asking
questions. Most are shy, introverted, reserved people who are uncomfortable
talking about themselves. It is like pulling teeth to get them to open up, and,
often, their answers are questions.
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e Does gender play a role in Level Five leadership?

I don’t believe there is a gender difference. One absolute archetype of a Level
Five woman is the late Katharine Graham, who was publisher of the Washington Post
during the Watergate era. I was rereading her autobiography the other day, and the
part about Watergate is very fascinating and revealing. Everybody talked about how
she had great courage, and her response was, “Well, actually, courage is only there if
you have a choice. I never really felt that we had a choice.” She wouldn’t even take
credit for her own courage. Also, when she’s summing up the whole Watergate in-
cident, she says, “You have to understand that, basically, we were lucky.” Every sen-
tence after that for almost 20 sentences in a row, she is attributing her success to
luck. This is a perfect illustration of the archetype of the window and the mirror.

e How can companies make a major transformation
and go from good to great?

Level Five leadership is a necessary condition for going from good to great, but
it’s not sufficient. You can have a Level Five and still have a company not be able
to make the transformation, because there are other critical factors as well. One is
a “flywheel for change.” Think of taking a company from good to great as a lever-
aging process in which there is a very large metal disc that weighs 400 tons. It’s on
an axle 30 feet high, and it is large enough to fill a huge conference room. In ef-
fect, it is a giant flywheel that you have to push. You push really, really hard in one
direction for awhile and, finally, it turns once. Then, after more hard work, it turns
twice. You keep pushing it in that intelligent, consistent direction and eventually
you get four turns and then six and then eight and then 16 and then 32, 64, and so
on until the thing begins to build momentum and starts to make its own turns,
turn after turn after turn after turn. At some point, you can feel all that momen-
tum tick in your favor and you can feel the flywheel accelerate forward at increas-
ing speed. Whoosh! That’s the way a good-to-great transformation feels. It’s
pushing a flywheel rather than a single-stroke action. Push after push, turn after
turn, until the momentum takes off. The pushes aren’t necessarily small. Darwin
Smith at Kimberly-Clark sold all the company’s paper mills and the paper side of
the business, which was the majority of the business. They had been in the paper
business for 70 years. He put all the money into the consumer business with prod-
ucts like Kleenex and Huggies and went head to head with other major consumer
companies and beat them. That represented both a huge push and many small
pushes on the flywheel, and it made his company great. All of our research has led
us to one conclusion: It is not any harder to create something great than it is to
perpetuate something only good.
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Frederick W. Smith
FedEx Corporation
Founder, Chairman and Chief Executive Officer

e What is your approach to leadership?

All the best kind of leadership efforts are designed to maximize the individual ef-
forts of a diverse group toward achieving an organization’s goals. Compared to its
importance in sports or the military, many businesses historically have put a lower
value on leadership. In the military, for example, the reason that leadership has been
so important for centuries is that you are asking individuals to subordinate their
personal interests—even perhaps to die or be seriously injured—in order to achieve
organizational objectives. In the business world over the last 10 to 20 years, leader-
ship has become widely acknowledged as being critical to corporate success as our
economy has moved more and more to a service-based model, even on the manu-
facturing side, which has a very large value-added component to the service element
of the business. As is true in so many areas, it is not the concept that is difficult so
much as the execution. The principles of leadership, as applied to the global mar-
ketplace, are now pretty well universally recognized; the problem is getting people
to follow these principles because they are, by definition, very hard to execute. It
takes a lot of time, energy, and effort to keep your workforce informed, to set an
example, to look out for the developmental needs of your people, to communicate
what is expected of them, to empower and reward them when they perform at a
high level. Practicing leadership principles on a day-to-day basis is difficult. At FedEx,
we insist that our managers practice good leadership in addition to good manage-
ment. We have a very tough selection process for first- and second-level managers
before we put them in positions of authority. This process is largely based on a quan-
titative analysis of their leadership skills and their potential for being effective lead-
ers. Our Leadership Institute emphasizes quality leadership and how to recognize
and nurture it in the selection and training of people on the front line.

e On the subject of empowerment, who gets empowered,
just the potential front-line leaders, or everyone?

Everyone, absolutely. Empowering is one of the most important principles of lead-
ership, and if you don’t try to develop all your people and give them the opportu-
nity to perform at a high level, your people will, at worst, become resentful and
exert a negative influence on the team effort, and at best, become marginal em-
ployees, doing only what is necessary to get by.



24  LEADERS TALK LEADERSHIP

e How formal is the executive development curriculum of your
Leadership Institute?

Starting with our first-level manager positions, we have a program that assesses
the leadership potential of both internal and external candidates. Internal appli-
cants are encouraged to participate in our ASPIRE program, which is an acronym
for Assessment of Skills, Performance, and Interests Required for Entry into man-
agement. This is an assessment module that quantifies an individual’s potential
for being an effective leader by evaluation against a very standard, specific set of
attributes. Those who meet the standards are invited to participate in the Leader-
ship Institute. For this special fast-track curriculum, we screen for those who dem-
onstrate the basic attributes that have been determined to be most conducive to
effective leadership. Companywide, we have five levels of management: [first level]
manager, senior manager, managing director, vice president, and senior execu-
tive. At each of these levels, we have a developmental program geared to those we
determine have high potential for going to the next level. We use a variety of in-
struments, including assessments by the reporting senior, by peers, and by subor-
dinates—through a very thorough survey system that we’ve had for 25 years; it
calculates individual capabilities for handling leadership issues at progressively
higher levels in the organization.

e Having institutionalized leadership development, you must have a very
well-developed human resources department. Is your top HR executive
a part of the operating committee?

Absolutely. That has always been the case at FedEx. The senior HR executive has
always had a seat at the very top management level. The input of human resources
issues into all of the management decisions is as ingrained here as breathing.

e FedEx’s business is packages, but your competitive advantage is your
intangible assets, your people move packages speedily, reliably and at
reasonable prices. Would you agree?

It’s been interesting to watch the collision of our changing social imperative toward
political correctness and the belated recognition on the part of business that it is
potentially worth a lot of cold, hard cash to exercise good leadership. At the end of
the day, what differentiates a high-performance organization—whether it’s a foot-
ball team, a military organization, FedEx, or a competitor—is the way people are
treated and how well they are motivated to perform. When you are talking about
the contributions of hundreds or thousands of individuals, what you're really look-
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ing at is a very broad spectrum that goes from the bare minimum that an employee
will do to avoid getting fired to the very best job that a person is capable of. The
difference in productivity between those two polar extremes is astronomical.

e s itimportant to identify who your “A” players are as a way
of determining whom to put in leadership positions?

Top-grading is absolutely important, but keep in mind that there are lots of people
in the top 20 percent who should never be put in a leadership position. The key is
for the organization and that individual both to understand and be satisfied with
that position. It is counterproductive to have a “C” performer who is unwilling to
recognize that he or she will not make an effective leader. Many organizations get
in trouble in this regard, because the only avenue they have for financially reward-
ing top performers is to move them into management positions. You have to have
rewarding, alternate career paths for outstanding specialists—engineers, for ex-
ample, or R & D people—who can continue to make major contributions to the

organization without going into management.

e What is your personal style of leadership during times of crisis
or a major disruption in the business?

In a broad sense, we are all more sophisticated about crisis management these days.
Few people respond well to the old-style directive type of leadership; they per-
form much better when they are well informed and given appropriate authority.
Whether it is a major incident or a real-world crisis, one of the most important
and fundamental traits of good leadership is good and timely communication. We
have an enormous systemwide internal television network called FXTV and a very
sophisticated internal information-sharing system that includes email. These tools
allow me to get in front of everyone on a regular basis.

e What skills and experiences does a young person need to develop today
in order to be a successful leader tomorrow?

My recommendation doesn’t have anything to do with which business school to
attend or what consultancy to join. Unequivocally, if you aspire to run an organi-
zation consisting of a lot of regular folks, the so-called blue-collar workforce, at
some point—preferably sooner rather than later—you’re going to have to make
an effort to get to know all your people and understand how they think and feel
about things. The employees in the trenches tend to have a more hands-on, prac-
tical knowledge of the business and are clearheaded about the reality of how things
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work, not the theoretical. Most senior executives today don’t have enough con-
tact at this level, and they are missing out on connecting with their constituencies
and of being better leaders because of it.

L ing an Internet start-up in t ¥ tcom environment

Jeffrey Katz
Orbitz
Chairman, President, and Chief Executive Officer

e What leadership challenges have you overcome in launching Orbitz
following the dotcom crash?

I had the unique professional experience of leading an Internet e-commerce site
that was launched after the dotcom crash. That posed a series of leadership chal-
lenges, not the least being how to recruit talent, and what kind? Given that the
information superhighway was littered with the carcasses of failed Internet com-
panies, how would we convince executives and up-and-coming stars that we
would be one of the survivors? These were among the considerations that I
weighed in determining whether I would even accept the challenge of joining
Orbitz. But it turned out that recruiting high-quality talent was easier than I had
expected. The market for online travel was already huge—$15 billion sold in
the year before our June 2001 launch—and there was a general perception that,
with 80 percent of the airline industry as investors, if any company had a chance,
it would be Orbitz. So I had the luxury of hiring from a quality pool of people
who had a combination of travel and nontravel backgrounds. Ultimately, they
shared my philosophy about leading our company and possessed the skills nec-
essary to provide Orbitz with the strategic technology, finance, communications,
and marketing skills that were vital to laying the foundation for a successful
enterprise.

e What is your leadership philosophy?

Any discussion about leadership must begin with the acknowledgement that people
want to be led. It is much more evident in times of crisis; look at George W. Bush’s
approval ratings after the September 11 terrorist attacks, when the American public
looked to the president as a moral compass, and found comfort and inspiration
in his leadership. But even on a day-to-day basis, people need and seek out guid-
ance from strong leaders. Leaders mobilize people—whether in a multinational
corporation, a civic or charitable enterprise, a family business, or a high school
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football team—around a vision and a direction in pursuit of shared objectives. A
true leader helps people understand and buy in to the goals and objectives, take
satisfaction in a job well done, and be motivated to perform at the top of their
abilities. Compare this scenario to one in which there is no such mobilization, and
in which many feel resentful, confused, and ambivalent about a task or goal that
may have been superimposed on them rather than embraced by them. It’s the
difference between an exhilarating trek across the frontier with Lewis and Clark
and a herd of cattle plodding westward to an unknown destination.

e What attributes must a leader possess to be effective?

Leaders may not always be the most popular people in the organization, for they
may be forced to make the tough decisions and point out what others may prefer
to ignore. But leaders know that applying their decisions in a consistent and ra-
tional manner eventually creates consensus as others begin to share more fully in
the vision and direction. It is from that point of view that I have identified the
leaders I have respected, followed, and learned from, and how I have tried to con-
duct myself so that others see me as a leader. I prefer to be viewed as a leader who
happens to be the CEO, not as one whose position is mandated by the title. The
foremost attribute of a successful leader is the overarching one of being able to
use all the tools and resources available to optimize the team’s performance. To
do that, it is essential to be a good strategist and planner: to set goals, to build clarity
and consensus around them, and to connect the short-term goals with long-term
results through excellent execution. Meeting a series of short-term goals on di-
versity in recruiting, for example, helps to bring about positive and lasting changes.
Meeting sales and revenue targets each quarter isn’t just about short-term finan-
cial objectives and profit-sharing payouts; rather, it’s about building cash flow and
profitability in order to make new investments and acquisitions, expand and grow
the business for the long term, and enhance shareholder value. Another vital at-
tribute is articulating your vision in order to get buy-in and commitment from
the team and also from key stakeholders, internally and externally. Much has been
written about the interconnectedness of the interests of employees, customers, and
investors, and I am convinced that vision and strategy and shareholder value are
absolutely intertwined. Successful business leaders generate consistent returns for
shareholders, and doing that requires a long path that is dependent on good strat-
egy and planning as well as execution. A leader has to know how to find the path
and keep it moving forward. In today’s turbulent and fast-paced business envi-
ronment, that can be a challenge that is far larger than the capacity of any one
person, no matter how gifted or capable. So the next critical attribute is the ability
to recruit and retain other talented and capable leaders, and let them lead down
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into the organization. The ability to recruit a strong team with a combination of
skills and experience that enhance the organizational chemistry and culture so that
the goals can be established and achieved is perhaps the strongest evidence and
outcome of leadership. It is also the biggest challenge and at the same time the
most energizing part of being a leader, because it opens the door to sustainable
competitive advantage. As a business leader, I have the responsibility to ensure
that my organization has staying power and the stamina to perform successfully—
both to attract investors and to attract and retain the best and the brightest staff
who invest their energy and ability in the organization over the long term.

e What is the secret of sustaining excellent team performance?

Once a team has been assembled it takes a lot of work to make a team grow. At
Orbitz, we emphasize the concept of practicing being a team. It may sound un-
usual, but we find that it definitely has a favorable impact on results and makes
the team and organizational leadership stronger and more effective. I've learned
over the years that it is worthwhile to invest time in role-clarifying, strategy de-
velopment with the team, and teamwork development.

e How does one recognize what makes a strong team and what skills
must be practiced to keep it dynamic?

Seeing a lot of strong teams at work is the best way. I have been fortunate to work
at companies with great leadership and lots of it. At American Airlines, where I
spent the bulk of my career, the bench was very deep, and everyone benefited from
the amazing depth of talent.

e What is the outlook for Orbitz?

It is too early to say whether Orbitz will be a long-term success, but our short-
term victories have clearly been achieved with that goal in mind. Before launch,
we faced enormous market skepticism and an orchestrated lobbying campaign by
our competitors seeking to prevent us from even going into business. Then just
four months after our very successful launch in June 2001, our industry travel faced
the one-two punch of the September 11 terrorist attacks and an economic reces-
sion, threatening the future of our initial airline investors airlines as well as our
other partners and suppliers of the travel industry. But we have stuck to our ba-
sics of easy-to-use technology, low costs for our suppliers and low prices for our
consumers, and outstanding customer service. So far, the formula is working. We
continue to exceed our forecasts and hope to be profitable by mid-2002, nearly
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three quarters ahead of plan. But each day calls for a new commitment and a new
assessment of the ever-changing, ever-challenging environment, as we press on
toward our long-term objectives.

L rship at a nonprofit organization r ir nviction

in the business and the brand

Claude Martin
WWEF International
Director General

e Your organization has done a masterful job of branding the WWF
without the level of financial support that many Fortune 500 companies
have. Virtually everyone recognizes the panda logo. What is the secret
of that success?

Our brand was conceived 40 years ago by Sir Peter Scott, son of the Antarctic ex-
plorer and a committed conservationist, who played a key role in our organization.
Sir Peter, who was also a talented painter, decided on the panda as the symbol for
WWEF because it was already an endangered species at the time, but also because it
is black and white. Then—and still to some degree today—a black-and-white motif
enjoys a big advantage in graphic design and printing. Over the years, we have had
extremely high-quality support in branding, brand protection, and trademark pro-
tection through our association with David Ogilvy, cofounder of Ogilvy & Mather
Advertising and a long-time WWF board member. We have also been able to rein-
force our brand recognition through effective and highly visible conservation work
worldwide. However, a global brand is something that has to be constantly worked
at and that has to be defended, as our recent litigation against the World Wrestling
Federation over the three-letter acronym WWF dramatically demonstrates. A well-
known brand like ours has to have constant, ongoing protection, and, like many
corporate entities, we are willing to invest in defending and strengthening it.

e Have you found it difficult to attract, develop, and retain
a high caliber of people?

Because people are emotionally attached to what we are doing, it has been rela-
tively easy for us to attract and retain highly competent employees. We attribute
our low turnover in staff primarily to the strong commitment our people have to
our cause, even though it may force them to make a trade-off financially or hier-
archically as compared to their potential in the for-profit marketplace. While there
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are differences in a corporate environment, companies can learn a lesson from
this phenomenon in designing human resource strategies that capitalize on the
natural desire to play on a winning team doing meaningful work.

e What are the specific leadership challenges for organizations
such as WWF?

There are a number of distinctions from the corporate environment. Our prod-
uct is, in a sense, an ideology, an ethic. This has a number of implications. First of
all, the product is difficult to identify; it is not so tangible. It is a service, but not a
service to a single client. It is a service to humanity at large, or to specific groups
or communities. This influences how we behave, how we lead, and what kind of
people we attract as staff. Typically, people working in nongovernmental organi-
zations (NGOs) are highly motivated people, who at times can be rather opinion-
ated. People like that, if they develop a negative attitude, can become loose cannons
in this kind of organization, starting their own campaigns or agendas. So we look
for positive people with the professional skills and experiences we need. If you
want to lead a NGO or nonprofit organization successfully, you have to be able to
draw on a highly creative, entrepreneurially oriented talent base in order to create
and sustain a coherent and cohesive dialogue with your constituencies.

e What is your leadership philosophy?

I believe in three principles that are essential for me to lead successfully. The first
is to know what the nature of the business is. There has always been a debate as to
whether NGO leaders should be professional managers—professional in the for-
profit business sense—but I believe the most important single criterion for our
organization is a deep understanding of conservation, regardless of the professional
skill set. Business acumen and a knowledge of conservation don’t have to be mu-
tually exclusive qualities, of course. But leading a business in which you really know
what you’re talking about is essential to building credibility. Credibility is essen-
tial to successful leadership, and you can gain a lot of ground by setting an ex-
ample and by being modest and realistic about what your role is. Another aspect
of the way I personally lead, my second key principle, is that I surround myself
with good leaders. Appointing competent, imaginative, dedicated people and not
interfering too much in the way they run their jobs is critical. If I were a micro-
manager, I would not only wear myself out, I would wear out everybody around
me. My third guiding principle is to look ahead—always to look to the horizon. If
you cannot anticipate what the general trends are—in our business, this relates to
global resource development and the attendant pressures on nature—then your
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back is against the wall and you’ve become a very reactive manager. Your people
need to see you point to a place on the horizon to know where to take the busi-
ness. This translates to any business. Our product is different from most, but the
leadership principles are the same.

e What prior experiences have helped develop your leadership style?

I started as a field biologist in the jungles of central India. That background has
helped me gain a truly global perspective, and I believe it is critically important
nowadays to have a multicultural understanding of the world, both individually
and organizationally. Cultural diversity is a value that must be developed in an
organization’s workforce, because the human tendency in the workplace is to value
what is most familiar. Leaders have a responsibility to actively promote diversity
in their organizations. My background in biology made me a strong believer in its
power to effect change. Through my studies in biodiversity, I have seen that di-
versity tends to operate as a stabilizing force in organizations as well as in ecosys-
tems. Furthermore, cultural diversity in an organization is a huge asset in terms
of pluralism and a rich variety of opinions and perspectives; it’s a tremendous help
in dealing externally with a highly pluralistic world. Later on in my career, within
WWE, I saw a powerful demonstration of this fact when I managed a staff opera-
tion in Africa and witnessed the way the African culture exerted its influence over
an administrative system that had been developed under colonial rule. It is easy
to criticize bureaucracy, but dealing with the intricacies has taught me a number
of valuable lessons about leadership.

e What fundamental skills make leaders effective in today's
nonprofit organizations?

In the nonprofit, nongovernment sector, it is very important to be an effective
communicator and good at convincing people. Unlike the structured hierarchy
of the typical business model, our structure is much leaner and more decentral-
ized, more democratic. You need to be able to convince people about the right
way go, and since just ordering them around and commanding is not a way for-
ward in our environment, your communication style becomes even more impor-
tant. Of course, this also means being able to communicate well to the outside
world, the ability to articulate a vision based on a down-to-earth agenda. Another
important skill is flexibility. The world changes much more quickly now, so you
have to have an inner preparedness to adapt to new situations, new opportuni-
ties, and new priorities. Compared to other NGOs, WWF is a big organization.
Therefore, reaching major decisions and making changes within a short time frame
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presents a real challenge. That is why being able to anticipate change and adjust
swiftly is a fundamental component of being successful in this environment.

e You have to have a business that is built to change.

Absolutely, and if you have an intimidated or inhibited workforce around you, it is
even more of a challenge. That sort of culture will be very reluctant to change; inse-
curity in a workforce is toxic for change. Job insecurity, whether about one’s cur-
rent position or future career options, stunts change. So, you want to foster flexibility,
yet at the same time give your staff a sense of security by placing trust in them.

e WWF works in over 90 countries around the world. How do you
stay connected to your various parts?

We were among the very first NGOs to invest in email, and today, we are entirely
connected throughout the world using this technology as well as an efficient intra-
net. Staying in touch with employees and program partners is not as challenging
to us as staying in touch with the public and the customer, the people who sup-
port conservation action. How do you do that in China, for example?

e  Good question. How do you do that in China?

In China, WWF is in a fortunate situation, as we are the oldest NGO there.
Throughout our 20 years of presence in China, we have become personally known
to and accepted by the Chinese leaders. We have a relationship of trust with them,
and, having a seat on the China Council for Sustainable Development can exert
some influence. We are involved in programs, for example, with the minister of
education to help develop school curricula for environmental education. This gives
us an outreach to all Chinese schools. We reach 300 million homes with televi-
sion programs produced in partnership with the United Nations Environment
Program (UNEP). In fact, our panda logo might be better known in China today
than it is known in the United States.

e Many CEOs around the world are thinking about China as a potential
market and as a potential competitor. Given your intimate knowledge
of China, are there guiding principles you can share for establishing
business relationships there?

The guiding principle is trust. You cannot do anything in China unless you are in
a situation of trust, and this is often a very time-consuming proposition. You can’t
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build trust overnight. The culture is a highly collaborative one, and Chinese lead-
ers very much depend on your ability to function as a reliable partner. That has
often stopped businesses that try to move in tomorrow and out again the next day;
this kind of unreliability is remembered. You have to build good institutional
relationships in China over time, as WWF has done. A network of good business
relationships is important anywhere, but it is essential in China.

__ leading through teams
Hank McKinnell

Pfizer
Chairman and Chief Executive Officer

e What is your leadership or management philosophy?

I'm a big believer in teamwork. In running a big, complicated organization, you
need lots of information and different points of view. You can best lead a compli-
cated organization through a team approach, in part to obtain more information,
in part to obtain different points of view and, maybe equally important, to get the
buy-in and support that is necessary to execute. The strongest part of the culture
of our organization is teamwork, and we’ve found that the more diverse our teams,
the more productive they can be. You get a creative rub by having views that are
slightly dissimilar. But to make that work, you’ve got to encourage open discus-
sion and debate. There is a natural reluctance for people to speak up, particularly
when they don’t agree. It’s even kind of threatening to some executives. So, there-
fore, your culture must allow and encourage open discussion and debate. Only
then do you get the best results. My leadership style is geared toward promoting
teams and getting results through teams.

e How do you identify your top performers in a team-centric environment?

We have moved from something of a Darwinian system of human capital de-
velopment, in which the best naturally rose to the top without much coaching
or planning, to a much more formal process of identification, evaluation, and
development. The stars often identify themselves. In my own career, for example,
I never spent any time at all worrying about my next job; I simply concentrated
on doing my current one to the best of my ability. The best way to become iden-
tified as a high performer is through performance—by doing the job you are in
as well as you can. And if you’re identified as a star as a result of that, that’s the
way it should work.
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e Does Pfizer provide a framework for developing people’s abilities?

We have two executive development programs, “Just in Time Training” and the
“Leading Edge Program,” designed primarily for first-time supervisors. We make
the point that, up to the present, the employee has been evaluated based on per-
sonal contribution, but now, as a team leader or supervisor, he or she will also be
evaluated on the performance of the team. New leaders need to build a different
skill set, and that’s the point at which we begin training. Then, we have an ad-
vanced leadership program called “Sharpening the Edge” and another, even higher-
level “Leading Change” program that we run at Harvard.

e What are the skills CEOs must have to be effective today?

What comes to mind immediately is the way that, just in the past few years, we
recognize the opportunities to do things we never thought were possible. The old
model had us thinking about how to do everything better, faster, cheaper. With
the new model, we are thinking of things that we weren’t previously able to do at
all. I’s a matter of asking “What if?” and “Why not?” more and more, and actu-
ally getting answers. For example, I had a laptop with a 56K modem, but couldn’t
get it to run beyond about eight thousand bytes per second (BPS), and even dial-
ing into different servers, I was only able to get it to about 28K operating speed.
Frustrated, I called our technical support staff and asked, “What if we augmented
our phone lines with added capacity, like cable, fiber optic, ISDN, DSL, satellites,
or something else? What if we stretched the limit?” And the specialist said, “Well,
television operates at about 450K, and our satellite operates at about four million
BPS.” Here I was trying to get from 8K to 56K when the potential was four mil-
lion. Going from 8K to 56K means my email synchronizes faster; going to four
million causes me to say, “Well, what could I do with that?” It raises some really
interesting possibilities in improving the training of our professional representa-
tives, for example. Currently, we take people out of their territories to train them,
and that represents lost time spent with customers. With these technical capabili-
ties, it may be that we can offer interactive video and a lot of other new technolo-
gies in the field. And all because we asked the right question: “What if we stretched
the limit?”

e \What is most important when leading during disruptive times
or times of crisis?

There are two things that I believe, just from my own background and experience.
One is that people need information. During a crisis, there are all sorts of rumors
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and speculation. People need current, valid information. The other is that they
need visible leaders. For example, during the terrorist attacks of September 11,
2001, I went down to our Manhattan headquarters lobby and got on our public
address system. I explained the situation as I understood it, asked people to move
away from windows that faced the United Nations building, since that building
was reported as a possible target. I assured them that we were keeping their safety
foremost in our mind and that we’d keep communicating to them. On Septem-
ber 11 alone, I made four long and detailed announcements over our PA system.
You can’t overcommunicate at a time like that. Then, for a very long time after-
ward, I sent emails out on a daily basis, reinforcing and adding to what we knew
and how we were going to handle the situation. We used our email system 400
percent more during that period than on a typical day. Amid chaos and disrup-
tion, people have a real need for information and they have a real need for visible,
credible leaders. And they will respond with leadership of their own. During the
terrorist crisis, Pfizer did not miss one shipment of vital medicine despite the fact
that the air-freight system was grounded. Our people found a way to lead.

e What are the issues facing your industry and challenging
your leadership abilities over the next few years?

A major issue is that we tend to run our businesses quarter-to-quarter or year-to-
year, but we haven’t given enough thought to running businesses generation-to-
generation. ’'m becoming more aware that the next generation of future leaders—the
people now joining major corporations—have a different set of expectations. They
are very comfortable with technology; they’re comfortable working in teams. They
want to know how information is shared, what technology is available to them, and
how can they contribute and become productive very fast. They want a real sense of
significance. CEOs need to accept and adopt some unconventional practices in
order to successfully attract the next generation of leaders to their companies.

e Do what extent does innovation influence your competitive advantage?

Innovation is one of the eight key values we have identified as shaping our com-
petitive advantage, or our ability to lead in the marketplace. The others are in-
tegrity, teamwork, respect for people, customer focus, performance, community,
and role-modeling leadership behavior within the organization. The way we got
to these values is that we set a goal several years ago, when we were the sixth
largest firm in the industry, to become the industry leader. We weren’t sure we
could do that, but we knew to get there we would have to hire a lot more people
who possessed the skills and qualities we needed. We recognized that, ultimately,
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our competitive advantage was our culture and that we really needed to be able
to explain and demonstrate to new employees what it took to be successful here.
So, we took our collective experience and years of institutional knowledge and
identified the values that characterized the kind of company that could reach
the top. We began evaluating people on the basis of how well they demonstrate
those values. And we in senior leadership talked with colleagues about these
values, and made certain everyone recognized that one important dimension of
everyone’s performance appraisal, including mine, is active demonstration of
Pfizer’s values. We’re working very hard to reinforce this successful culture and,
most important, ensure its sustainability in the winds of constant change.

e What advice do you have for young executives aspiring
to leadership positions?

Focus on what you do best and be passionate about the job at hand. A lot of people
spend all their energy focused on their next job, but they really should be in a job
that they love to do and enjoy doing, because that is a job where excellence comes
naturally. Performance will be recognized, and that’s what will get you to the next
level. Doing something you feel is significant and doing it with all your heart
really is the best way to ensure your success.

Attri f ful | rs and tr visor.

Gerard R. Roche
Heidrick & Struggles International
Senior Chairman

e What are the skills and characteristics of the twenty-first-century CEQ?

Today’s CEO must possess all the traditional attributes that have been critical
throughout the history of business: integrity, values, vision, energy, judgment,
decisiveness, people skills, and communication skills. Team building and retain-
ing talent are still critical. The current environment does not render these traits
obsolete; indeed, they constitute the bedrock of other attributes that leaders need
to function most effectively. To these enduring and essential qualities, add entre-
preneurial skills, risk-taking and speed, the ability to “connect the dots” and cast
an eye to the future, and the ability to avoid being hidebound by tradition. In this
age, the effective chief executive must have a comprehensive grasp of informa-
tion technology, a keen sense of the industries, markets, and customers served by
the organization, a savvy competency in geopolitics, and a respect for diversity—
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of perspectives and interests, of strengths, of skill sets, and of cultures. He or she
must be action oriented, even in the face of incomplete information, and account-
able for results, and must be able to deal with the changing dynamics of “distance
and dialogue,” both of which are amplified by today’s speed of information and
the disintermediation of traditional supply chain levels. Human understanding
and sensitivity are absolutely critical for success in any field. Only the fool finds
total comfort in technical or specialized knowledge without developing his or her
human and interpersonal skills. Leadership means sensitivity for humans. Like it
or not, communicators rule the world. The great ideas, causes, and hopes will sit
stagnant until somebody can communicate them. The movers and shakers of the
world, for good or evil, are great communicators.

e What are the ideal governance and organizational structures
for a market-leading company?

Under the leadership of the optimal CEO, the ideal structure of the management
team would be no structure at all. Instead of the traditional pyramid, a flat or
perhaps a circular structure would be ideal. Whatever the organizational struc-
ture, though, it should stem from the mission of the organization and the ways it
connects with its customers and other stakeholders. The board of directors should
be small and independent and have a chairman, formally or otherwise. The board
should be balanced functionally, geographically, by industry, and in personality.
It should be empowered to challenge, while maintaining synergy and compatibil-
ity with the management team. In the twenty-first century, corporate leaders are
challenged as never before to keep pace with the warp speed at which business is
conducted, to compete in a diffused but powerful marketplace, to foster innova-
tion and creativity in the face of unprecedented dependence on technology, and,
above all, to resist the pressures of short-term expediency in keeping long-range,
enduring accomplishments and human values in focus.

e What is the role of the trusted advisor?

The number one criterion of being a valued advisor is anonymity. When he was CEO,
Jack Welch used Ram Charan as an advisor, but Ram Charan would never publish
a lot of articles saying “as counselor to Jack Welch” or “and as I said to him the last
time I was with him.” CEOs want a “kitchen cabinet,” a back-door counsel; they
don’t want somebody who’s going to make a PR statement using them as a creden-
tial. Number two is informality. By and large, CEOs aren’t crazy about a squad of
consultants coming in and interviewing their whole organization, then preparing a
four-inch-thick tome that they’ll charge a million dollars for. Not that cost is a debili-
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tating factor when trying to do great things for your company, it’s just that many
CEOs prefer informal counsel versus an academic or theoretical approach. They are
really seeking a sounding board off which they can bounce problems and ideas and
get objective feedback. These leaders, strange as it may sound, and as capable as they
are, and sometimes being the stars that they are, would prefer to not have to reveal
their vulnerability or their levels of relative ignorance to their boards or senior
managers. They don’t want to go into a board meeting and say, “Hey, 'm running
up against something pretty big and I'm not sure that I know how to handle it, so
why don’t you 15 people sitting around this table give me your thoughts?” Now, to
some degree, this can be a healthy exercise with boards, but boards much prefer and
greatly respect a CEO who can walk into the room and say, “Here is the biggest
challenge this company has and it has kept me up at night but I have three possible
solutions and here’s the one 'm picking and why.” A board’s fundamental respon-
sibility is to put the right people in place and to review and ratify the decisions of
the CEO and the senior management. They are not there to participate in strategic
planning or in market decisions or the like. When they do that, it may be because
the CEO is weak. Good CEOs are not eager to reveal any indecisiveness or insecuri-
ties to their boards of directors. The same is true of senior management, for whom
the best model is a CEO who already knows the direction the company must take.
CEOs need trusted advisors whose judgments they respect, people who have a good
understanding of the industry. Mac Stewart at McKinsey & Company is such an
advisor; most folks have never heard of him, but some major global organizations
wouldn’t make a move without his counsel. We act as trusted advisors to our cli-
ents, in particular, to issues regarding human capital and governance. Not only
young, inexperienced chiefs need this kind of counsel; many graybearded ones do,
too. Former President Franklin Roosevelt, for example, depended more on infor-
mal, nonappointed counselors than he did on his cabinet, and that kind of private
guidance was invaluable to him. Trusted advisors—to be really effective—tend to
operate on a subterranean level of anonymity so that everybody involved is com-
fortable with the kind of strategic brainstorming and decision analysis that under-

pins all good leadership decisions.

e What advice do you have for up-and-coming executives
in terms of career development?

I will skip the usual answers here and give you what I truly believe in my heart.
Whatever your life’s call, concentrate on excellence and service first. Go the extra
step, make the extra effort, run the extra test, pat the extra back, and put your
heart and soul into everything you do. You’ll have more fun that way, and the
enrichment will follow naturally. Realize that when you invest in someone else’s
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future, your own is guaranteed. Don’t just accept change, initiate change. Change
is healthy and necessary for life’s progress, so be a vital part of change. Accept no
unchallenged status quo. Challenge assumptions, then make your own, being as
creative as you can. Relate the unrelatable, find new paths, and using your own
ideas and actions, push back the veils of ignorance that others hide behind.

Diff L . .

Gregory J. Owens
Manugistics Group
Chairman and Chief Executive Officer

e How can an organization successfully differentiate itself from the
competition, and sustain this competitive advantage over time?

The intangible assets of a company—its people and their collective domain ex-
pertise—are really the differentiators of a company. Human talent is the one re-
source that can never be commoditized. You can always come up with a different
idea or a different perspective or different way to execute, but it’s the people who
drive a business. When I came to Manugistics, we had to do a turnaround before
we could even embark upon a high-growth strategy. We were able to do that by
bringing on and promoting up the right people to drive the program. The intan-
gible assets give an organization a longer and clearer level of differentiation than
any other kind. Given that fact, the key for CEOs and senior managers is to prop-
erly motivate and build the type of environment that allows their people to con-
tinue to grow and develop to the maximum of their potential.

e What are the most critical skills for CEQs today?

If you’re running a public company, you’ve got to have particularly effective com-
munications skills, not only for motivating your own team but also to work suc-
cessfully with all the external partners and other constituencies. In our case, our
partners could include other software companies or systems integration partners.
In order to instill confidence with these partners, and your own team, you must
be able to clearly communicate your vision and strategy. Another important con-
stituency for a public company is obviously the financial communitys; it is critical
that you are able to articulate to the financial community that you have the right
strategy in the marketplace and demonstrate that you are able to execute to that
strategy. In addition to communication, strategic deployment of resources and
capabilities is essential. It is important to understand how to deploy human assets
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for maximum effectiveness, putting “strategy people” in the strategic roles and
“execution people” in the execution roles.

e How much time should a CEO allocate to intangible assets management?
What other areas should CEOs spend time on?

My time is spent identifying people for specific roles, motivating people, struc-
turing and executing deals with partners or clients, talking with the investment
community, and trying to outthink the competition creatively, because in most
cases you're not going to be able to capture the market by being first; you’ll have
to capture it by being best. It’s going to be your ability to execute in the market-
place that makes the difference between success and failure. A CEO has to have a
very well-balanced perspective because there are so many different aspects to an
organization; bringing those perspectives into focus toward execution of a com-
mon business objective demands balance. Some CEOs focus too much on one
aspect of the company’s business; and that can be the downfall of a company. For
example, a CEO can be too focused on sales and not on execution, or product
development, or communicating to the investment community about how a prod-
uct will add value. All these elements must work together; it is not effective to
emphasize one to the exclusion of the others. Another critical skill for CEOs is
decisiveness. In today’s environment, you’ve got to make decisions quickly. You’ve
got to be able to read people very quickly and evaluate whether they are telling
you exactly what you need to know or if you need to dig deeper in order to make
a good, informed decision. Not making a decision is usually worse than making a
wrong decision, because if you make a wrong decision, at least you are headed in
a direction—and you can always alter your path accordingly. You can’t just tread
water; sooner or later you have to swim, or you’ll drown.

e What career experiences helped to prepare you for the CEQ role?

I'was global managing partner for supply chain at Accenture, my former employer.
In this operational role, I was responsible for building and setting the strategic
direction for Accenture’s global supply chain management practice—a $9 billion
organization worldwide. As we worked to build this practice within Accenture’s
partnership structure, I had to get a lot of different people to be on the same page
and working together in the same direction. Then, we had to ensure that we were
putting the right people in the right places—worldwide—and get them focused
very quickly on the organizational strategy. We ended up building the largest sup-
ply chain practice group worldwide, and for that I am very proud. I believe hav-
ing confidence in your knowledge of your market, knowing who the players are,
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and what kinds of strategies work in that space are key skills to develop. These
kinds of skills will always be useful, in any environment. Being in a professional
services environment also taught me to be very detail oriented. Some people have
the misconception that once you rise to the CEO position, you can step back and
not be involved in details. The reality is that if you are CEO, chances are you know
your business better than anyone else and as domain expert, you are best quali-
fied to set the direction of the company and to make the right strategic moves that
will drive results.

e How is your leadership philosophy disseminated throughout
the organization?

Everybody belongs to a leadership group within the company. I have two within
my direct sphere. One is an executive committee, which is the strategic body of
this company and consists of the organization’s top executives. The second one is
our operating committee, and that is made up of several additional executives who,
along with the executive committee, are responsible for day-to-day operations.
Thus, I interact with our top managers on a daily basis. Each one of these execu-
tives, in turn, has his or her own leadership teams and is responsible for mentoring
and developing the leadership skills of those team members, as well as determin-
ing how best to manage and execute within their respective area of the company.

e Can you walk us through the transformation you led at Manugistics?

Within the first 30 days, we wrote a strategic plan for the company. We embarked
on a program to formalize how we would go to market in all aspects of the business
so that the strategy was clearly understood throughout the company. The main ele-
ment of the strategic plan was heavy investment in our products and solutions so
that we could generate substantial results in the marketplace. Once the investments
had been made, we could start to take the lead in market share and then differenti-
ate our organization. Investments were focused, shifting from a “product” empha-
sis to a “solutions” emphasis. We weren’t selling software modules, we were selling
solutions for getting greater inventory returns or for taking working capital out of
your business, or for having higher customer service and customer fill rates. Also,
we realized that the Internet allows us to make real-time, informed decisions, and it
facilitates cross-enterprise optimization. Our focus going forward was going to entail
a change from an applications-only company to a business-to-business e-commerce
company. We developed software that gave us the edge in the B2B marketplace, as
well as optimization solutions software. Finally, we had to change our orientation
from a technically driven one to one driven by sales and marketing. So, after devel-



42  LEADERS TALK LEADERSHIP

oping good software, we had to get it into the marketplace and we had to build the
image and the brand awareness in the marketplace.

e Did you have a people strategy as well?

We had a number of people strategies. I brought in a new human resources direc-
tor at the very beginning, somebody I believed would be in touch with what our
people needed and could guide the growth of the organization accordingly. We
needed to communicate where we were going with the company, in order to start
building confidence among our people that the company was under the right lead-
ership and that they were going to be able to make the changes necessary to grow
the company. So we brought in a number of experts in specific areas of organiza-
tional development, people who also possessed the communications skills, style,
integrity, mentoring ability, and other leadership qualities that were important to
us. We opened up Manugistics University. We put all of our people through func-
tionally specialized training courses. By demonstrating that we were making in-
vestments in our people as well as our technology, we created an atmosphere that
had a positive influence on the way we executed our strategy. This series of strat-
egies is ongoing, because to maintain success, an organization must constantly
work at recruiting, developing, and nurturing its intangible assets.

L rshi influencing man ntrolling few

Steele Alphin
Bank of America Corporation
Principal Personnel Executive

e How do you define leadership?

We view leadership as a responsibility. The very best leaders are good listeners with
a strong sense of caring about people and winning. We look for and develop lead-
ers here who have the courage and ability to be catalysts of change. Just being in
the right place at the right time doesn’t define or guarantee any type of success.
During times of great change, there should be less pressure on leaders to create
this wonderful straight-line vision that gets everybody to the rainbow. Your re-
sponsibility is to observe, listen, change course, secure better resources, prepare
yourself and others to lower the risk of losing, and be forthright about your posi-
tion. You can’t go through a time where you conveniently lead and then conve-
niently disappear. Leading is a full-time responsibility. It’s a great motivator if you
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care deeply about your company, your associates, your shareholders, and your-
self. Success comes about as a result of leading in our company, industry, and
community. Leaders have to be very tactical and very flexible. You can’t lead and
not manage. Outstanding management skills are necessary. The leader must also
bring forth the right type of celebration when the group wins to create positive
reinforcement. Leaders must have a tolerance for different leadership styles. We’re
becoming more diverse in our leadership styles, not necessarily in our value propo-
sition. Our values won’t change, but the application of those values will change
because people are different. Leaders have a very introspective view of themselves,
and they often ask themselves such questions as “What do I need to make this
better? I'm not giving up anything. I'm adding.” It’s always additive. Additive,
additive. Finally, leadership is influencing, not controlling. A good approach is to
try to influence many, control a few. It’s an interesting mix of skills, and it’s know-
ing when to apply those skills that makes great leaders.

e Your company has recruited outside of the financial services industry
for expertise and leadership. What are the motivations to do this?

Let me give you the bottom line: If you are an introspective leader, and you truly
understand what you’re trying to accomplish in the game you’re a player in, it gets
pretty simple. You buy skills that you don’t have. You recruit people who give you
a competitive advantage because of the skills they have, and the people who have
those skills might not be in your industry; in fact, often they are outside your in-
dustry, and that alone can be a competitive advantage, given how quickly the com-
petitive landscape can change these days. When we inventoried our skill base
through our formal talent management process of evaluating the types of leader-
ship we have, and we saw where there were gaping holes, where we needed differ-
ent types of people, where we had not moved as we should have—those are the
areas in which we sought the skills and experiences.

e How do you integrate new people into the organization so they are
quickly, in your phrase, “additive” to the team, performing beyond
an individual level?

Our approach to human capital is that it is an investment in people. Because our
new people have to understand the size, scope, and scale of what we are trying to
do as a company, it is to our advantage to provide a structured orientation pro-
gram as well as mentoring. We create individual developmental plans for people.
We monitor their performance for traction or slippage, and perform 360-degree
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feedback. We give them as much autonomy as possible, allowing for mistakes
because that’s a great way to learn. They must accelerate and flourish from Day
One because we can’t afford to lose people we’ve invested in. This is not new magic;
it’s just putting the pieces together as a package.

e While you're focusing on business transformation, new leadership
models, and recruiting, you run the risk of losing focus on retaining your
existing talent. How can you balance the integration of new skills and
talent while at the same time cultivate either a new set of skills internally
or give the embedded leadership team a platform to move forward?

We look at both a person’s current performance and his or her potential to take
on more responsibility. If a leader is not expandable, that is, able to take on more
responsibility or an expanded role, then he or she has to be performing at an ex-
cellent or distinguished performance level. As long as the performance is strong,
a person will have a long and fruitful career here. In fact, what we’re finding is
that our existing talent is energized by new teammates. Conversely, our new tal-
ent is impressed and energized by our existing talent, our culture, and our pas-
sion for winning. While we’ll never forget what got us here in the first place,
top-grading is now a way of life here. Everyone simply has to perform better. We
value our meritocracy, and it’s part of our commitment to ourselves and to the
market that we’re going to do certain things.

e  Competitive advantage today is gained through people, innovation, and
the ability to change dynamically with the marketplace. How do you
create an innovative culture that's designed to change?

Because of the way we are spread out geographically, we’ve made investments in
select technologies that serve as communication mediums. For instance, we’ve built
an Associate Portal to facilitate customized information sharing among our asso-
ciates. We are rolling out our Investment Cafe concept in select locations. One of
the most effective ways to create this kind of culture, though, is to celebrate and
reward people for solving problems. We’ve looked for people with cognitive skills
via specific disciplines they have through academic training or their innate ability
to think multidimensionally—people whose abilities lean toward problem-solving.
With respect to a culture where people are motivated to win, there’s always some-
thing you should stop doing because it’s either run its course or it doesn’t add
value anymore, either because the game has changed or the mix of what we’ve
got to do has changed. So, if you have a standard of excellence, you need to be
very clear about what you’re intolerant of. We’ll be intolerant of office politics,



LEADERSHIP 45

intolerant of people who don’t want to participate, intolerant of people who take
advantage of their teammates, intolerant of people who are rude and unprofes-
sional to their teammates and customers. In addition to a very clear and great
rewards system, there should be an equally understood and strong disciplinary
system.

e Napoleon said, “l tell people ‘Go into battle’ and they go into battle.
But if | give them a piece of the yellow ribbon, they’ll go into battle
and die for me.”

Yes, Napoleon had some interesting thoughts on leadership, which have played
through historically to be more profound than people might have thought. He
also believed that leaders are simply merchants of hope. They provide hope, they
sell hope, and with that hope, leaders are responsible for defining a purpose, a
means to achieve goals, and the rewards for results. That piece of yellow ribbon is
nothing more than hope. And nothing less.

"y .

Linda Sanford
IBM Corporation
Senior Vice President and Group Executive, Storage Systems Group

e What is your leadership philosophy?

I really am a strong believer that you have to very quickly and proactively put the
right business strategy in place. The team needs to know where it’s headed. Once
you have that strategy in place, you can realign your systems and your processes
to support it and ensure that the things you're doing on a day-to-day basis are
going to lead you to that end game there. Another key element in my view is making
sure that you have the A-team on the field and that you focus its attention to the
correct measures and data that let you know on a real-time basis how you are
progressing against that strategic road map. Once you have all the fundamentals
in place, it becomes a matter of constant coaching—coaching, coaching, coach-
ing along the way. My leadership approach is a very open one. I have candid dia-
logues with my senior team on a regular basis. I try to take advantage of the specific
talents of the team members. I choose a team for the perspectives, experiences,
skills, and knowledge the individuals bring to the table and, very important, their
ability to integrate with each other. I also try to be supportive of folks, especially
in stressful times. I'm not a crack-the-whip kind of a leader; I treat people with
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dignity and respect. My teams are held accountable for the end result. This really
does motivate people to get the job done.

e Have the skill sets to be successful as a leader changed
over the past few years?

There clearly have been some changes, and there is a need for more skills in today’s
world. Some leadership skills are fundamental and unchanging throughout time,
no matter how business changes: good coaching and good mentoring of people,
for example. Now, leaders need to add to their skill set a knowledge of technology
and how to leverage technology to enable you to do your job more effectively and
efficiently. From my experience here, there’s a lot more focus on working across
organizations and therefore needing to manage what I would call organizational
interfaces and integrations—not only within your company, but also extending
your influence beyond that into alliances and partnerships. Also, today’s businesses
are much more global. Whether in terms of your business operations or your
customers, you need to able to address and accept differences in culture, in work
habits, and in customer demands.

e IBMis right up there with GE, American Express, Procter & Gamble,
and others in developing great leaders. What is the role
of the HR department in today’s organization?

We made a transition in the way we think about people and developing people.
For example, in my storage systems group, we have a team of very bright and highly
skilled HR professionals whom we deploy in each of the storage systems business
units to partner with our line executives so that they can get a very good sense of
the business issues, the business challenges, and the business priorities. They focus
on four things. One is what we call organizational climate, whereby you create
the environment that fosters the type of performance for which you are looking.
The second thing they focus on is talent, and our HR team helps us identify sources
to fill gaps in skills. The third thing the HR team will focus on is leadership and
how we can continue to identify and develop our leaders. Finally, the HR team
helps us measure the performance of our entire team against the objectives we set.
None of these steps is done in a vacuum; we have integrated the HR community
with the business line leaders. The transactional HR stuff like benefits, compen-
sation, and administration is handled in a centralized fashion by three groups, one
in the United States, one in Europe, and one in Asia. That leaves my HR team
focused on the strategic partnering with our business leaders.
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e Have you identified positions within your group or within IBM
that are truly developmental positions?

Leadership potential and development depends on the individual in many respects,
and on what experience and skill bases he or she has. We try to nurture profes-
sionals with specialist skills into more general managers and, in the process of doing
that, we try to give them experience that helps broaden their skill bases. Often,
this means putting them in a variety of functions. My background, for example,
is in product development. Then, along the way, I moved into strategy for one
piece of the business, our worldwide sales team. That gave me a better apprecia-
tion of the products because it helped me understand how the salespeople sell them
day in and day out.

e What is your advice to people who want to pursue a career as a leader?

I was very fortunate early on in my career because I had a mentor. All people who
are striving to run significant pieces of a business need to have a mentoring rela-
tionship, and it should start as early in the career as possible. Your mentors can
change over time. I've been here for 27 years now, and, at one point, when I had
taken over the global sales job, I was meeting on a monthly basis with [Chairman]
Lou Gerstner himself, getting valuable coaching and mentoring. Mentoring is very,
very critical because it is another mechanism to get feedback and input on differ-
ent styles and approaches of business kinds of issues. I also think it’s important to
be proactive in asking your boss for a coaching relationship. You never know every-
thing clearly, so establishing a give-and-take coaching relationship with your boss
in addition to a mentoring relationship—which tends to be from someone out-
side your direct line—is a wonderful way to learn. As we progress in our careers,
there’s a human tendency to believe that we are deemed successful only if we have
the authority to run something. It’s important to recognize that a person can lead
from any position. You don’t have to be the boss to make an impact. Younger
executives need to realize that you can have a significant influence on the direc-
tion of a business from any position. It’s all about your behavior and the leader-
ship skills that you demonstrate on a particular project. There is no replacement
for having self-confidence. Set examples and be responsible.

e What trends do you see in terms of leadership?

There is an interesting dynamic that has been going on relating to leadership.
Leadership going forward is not focused on one individual; group leadership or
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team leadership will become the critical game-changer. Business today is integrated
across a value chain of partners and customers and suppliers, and it has become
very complex and fast-changing. Our reach is now very extensive, and as a result,
anew paradigm of distributed leadership is most effective. We won’t have one very
strong person leading the charge; there will be leadership across a team of senior
executives who are going to be bringing the experience, the talent, and the exper-
tise to the business.

The differen tween I rs and man I

John P. Kotter
Harvard Business School
Retired Konosuke Matsushita Professor of Leadership

e What is the difference between leadership and management?

Management is a set of processes designed to make something work over time. In
business, that means management is designed to help you produce a product or a
service on customers’ expectations, day after day, week after week, month after
month. Those processes may involve planning, budgeting, building an organization,
measuring, testing, investing, executing on plans, and problem-solving. The more
people you involve, the more difficult it is to execute these processes efficiently.
Leadership is very different. Leadership is, most fundamentally, about change. What
leaders do is create the systems and organizations that managers need, and, eventu-
ally, elevate them up to a whole new level or, more often these days, help them change
in some basic ways to take advantage of new opportunities. Most often, leadership
creates a picture of the future or a vision or some sense of strategy, a primary strat-
egy for achieving that vision, of making sure enough people understand it and buy
into it and then creating the conditions that motivate them to act.

e \What are the key skills of a great manager and a great leader,
respectively?

It’s hard to be a great manager unless you're a very systematic person who has at
least a minimum capacity to think in structured, linear and logical ways. You must
have a lot of discipline because to keep the system working well means to create
discipline within it, which requires discipline within you. It requires great problem-
solving ability, too. Leadership is, again, very different from that in the skills needed
to be successful. Foremost is the capacity to see ahead and to grapple with very
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basic questions such as “What’s the point?” Great leaders have the capacity to
communicate broad notions about purpose and direction so that people not only
hear and understand, but connect on some deeper, emotional level as well. Emo-
tionally related skills associated with helping people tap into their sources of en-
ergy and helping them to break through boundaries are also very important for
great leaders.

e Why do many companies find it difficult to institutionalize leadership?

There are enormous pressures on firms—from employees, from customers, and
from the financial community—to be well managed. These in turn place huge
pressures on companies to find, promote, and train people who have managerial
skills. If you just give in to those pressures, you won’t end up with much in terms
of leadership behavior or leadership skills. What some smart companies have
done—especially in an age of change—is create mechanisms that allow them to
bring in and develop people who make great leaders while also meeting the de-
mands for managerial skills.

e (Can people be great managers and great leaders, or are they typically
different individuals?

Almost everybody has potential for both, but some people are a lot more skilled
in one than the other. Some people who do very well in life develop their poten-
tial in both areas as far as they can, and that means they end up fabulous manag-
ers and pretty darn good leaders. Fewer people, probably, end up as fabulous
leaders and pretty good managers.

e Should companies distinguish between management and leadership
in creating their education and development programs?

If you look at the formal educational efforts, or the criteria and processes for
promotion, or if you look at the informal processes of how people are coached
and mentored, for example, you will find, in a whole lot of companies, that
80 percent of the efforts are applied toward management skills and 20 percent
to leadership development. Believe it or not, that’s better than it was 10 or 15
years ago, when there were protected bureaucracies—protected in the sense of
large market shares in capital-intensive industries where entry barriers are high,
and the spilt was more like 95 percent management and 5 percent leadership.
However, as pressures mount from the outside world, companies are forced to
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change, and this starts the shift to a deeper focus on a company’s ability to nur-
ture great leaders.

e What role does the trusted advisor play for CEOs or someone emerging
in a leadership position?

One of the things that people learn when they start developing their leadership
potential is that it helps enormously to have a broad network of relationships from
which they can draw for lots of reasons. I don’t mean having a full Rolodex—be-
cause those are just people whom you barely know—but true relationships that
help you learn. Possible advisors would include people within the organization as
well as external mentors such as university professors or other CEOs, but people
who are seen on a regular basis. A great example is Jack Welch using Scott McNealy,
the chairman and CEO of Sun Microsystems, as an advisor. Here is an example of
aseasoned leader learning from a member of the younger generation who has some
real wisdom about how to do things in today’s world. It is okay, even desirable, to
ignore age boundaries and other social hierarchies. It doesn’t matter who your
advisors are, as long as you build a web of relationships in which you can be nour-
ished and learn. The true leader looks beyond status incongruities and strives to
learn from the richest sources.

and inspiring commitment

David S. Pottruck
The Charles Schwab Corporation
President and Co—Chief Executive Officer

When I was asked to contribute to this book on the subject of leadership, I thought
immediately of a remark that master strategist Gary Hamel made to the Schwab
executive committee several years ago. We were discussing the ingredients for the
success of new business ventures. Gary said that since all business plans and spread-
sheets look pretty much alike, good venture capitalists ask a new entrepreneur only
three critical questions: “What is the value to the market?” “Can it be scaled for
profitability?” and finally, “Is this the most important thing in your life?” Accord-
ing to Gary, if the answer to the last question is not “Yes,” then the answers to the
other two don’t matter much and the start-up should not be funded.

To me this observation is a memorable commentary on the importance of
leadership in this new exciting commercial world we are part of. Leadership has
become more personal and at the same time more public than ever before, and
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the Internet and its technological cousins have created an environment that places
a premium on inspiration and commitment. Of course, competence is still re-
quired, but competence alone is no longer enough to create and sustain competi-
tive advantage.

Not long ago, the founders of first-stage companies could sustain commitment
from their employees with a “garage-to-penthouse” dream, at least for a little while.
But the penthouse staircase has become much steeper in the last few years. The new,
more sobering reality finds technology workers asking for more cash than options,
and acting again as if they are merely bundles of skill, for sale to the highest bidder.
In the absence of the promise of getting rich quickly, the importance of real leader-
ship has again been magnified. In our book Clicks and Mortar, Terry Pearce and 1
explored the characteristics of leadership in this environment, and we have contin-
ued to add to our understanding since the book’s publication at the turn of the cen-
tury. As a context, we believed that a leader had to institutionalize the ability to change
by building loyalty so strong that employees would take risks and contribute every
single day, and customers would stay with a company because their overall experi-
ence of that company was superior, in a qualitative way, to others. This new leader-
ship even requires the alignment of traditional business disciplines so that they are
not just business functions but tools to inspire everyone to contribute even more.
At Charles Schwab, we have managed to create a company that is close to this model,
and we believe our ability to continue to do so is our fundamental competitive ad-
vantage. The leadership characteristics that I view as most essential have to do with
building culture through character and communication.

The Ability to Create Culture on Purpose

While we might disagree on what is fundamental to a culture, we know for sure what
it does. Culture binds people together as a group, causes them to defend that civili-
zation over time, and makes it thrive as an entity. A civilization’s culture evolves
over decades or centuries and is usually resolved by wars and successions. In a twenty-
first-century company, culture has to be created and sustained on purpose by its
leaders, and, as we have discovered, it has to be able to survive and be tempered in
tough times, including times that require rapid fiscal adjustments and downsizing.

In the corporate world, many mistake culture for style. Culture is not style.
Culture is not beer busts on Friday and casual dress, nor is it suits and ties and
conservative offices. These can be the images that reflect the culture, but they are
not themselves the culture. Culture is rather a set of values, a purpose that focuses
on something greater than the individual, a common language that expresses those
values, and the actions that make them real. It is vital in today’s world, as it pro-
vides four functions, as follows, that institutionalize the ability to change.
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Culture Transforms Change to Progress. First, culture provides a foundation
of what does not change to allow everything else to change rapidly. People hate
change, but they love progress. The difference between the two is purpose, and
culture provides that purpose. Without a stable culture, change can seem nega-
tive, random, and meaningless. With a stable culture, even the most difficult change
can be seen as positive, targeted, and meaningful.

Culture Is the Reason We Work Together. Second, culture provides a basis
for alignment. One of the truths of the fast-paced world is that working together
is more effective than working alone. Whether you are an independent contrac-
tor or an employee of a firm, you have to be aligned behind a common under-
standing in order to take a role among many rather than trying to go it alone. The
former GE chairman Jack Welch claims that his success was built largely on his
ability to create an environment in which people will share best practices. When
people are united around a purpose and a set of values, they are less inclined to
overvalue their own agendas. Culture provides that alignment, that common goal
that is larger than the individual.

Culture: A Virtual Procedures Manual. Third, culture provides a filter for daily
practice of the business, a quick decision tool for action at a time when we cer-
tainly can’t write procedures fast enough. “Doing the right thing” is a powerful
measuring stick for everyone to use as they make quick, effective decisions. We
know from research at the University of Santa Clara that people who know their
own values are more likely to become strongly committed to the goals of the com-
pany and will make decisions that reflect them. Culture encourages the discovery
and application of values every single day.

Culture: Creating Loyalty Rather Than Satisfaction. Finally, culture provides a way
for the company to export the values of the firm to its customers and to its employ-
ees, and it creates loyalty in both. There is a distinction between satisfaction and loy-
alty: Satisfaction comes from what you do; loyalty comes from who you are. When
customers and employees believe in your company’s values, its integrity, its inten-
tion to serve them, its trustworthiness, they don’t want to change firms because of a
transaction; they want to stay with you and help you fix your problems. Loyal cus-
tomers and employees will not only forgive some mistakes, they will help you do the
repair because of their belief in your values and purpose. This is particularly impor-
tant in difficult times, when decisions frequently create hardships for employees.

So the new leader has to first know the importance of creating culture and make
it her priority to build a field where others will be able to do their best work. Then
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she has to develop the personal traits, skills, and behaviors that it takes to inspire
others to actually contribute, an ability that requires a combination of character
and communication, and the willingness to deploy herself liberally throughout

the organization.

Character: Who You Are Counts More Than Ever

The Internet makes it possible for everyone to know nearly everything, including
people’s opinions, unsupported or not. It’s not just politicians who have their
integrity scrutinized, it is anyone who exercises any authority. Last year, if you
wanted a lesson in vulnerability, you could have visited mybosssucks.com. This
site did not survive the “dot bomb,” yet its function was a portent. On this site,
anyone could enter comments about his boss, by location, by company, by name.
In the same way that the Internet holds our companies’ brands to the fire, it holds
our personal character to the fire as well. Prior to the Internet, only media and
word-of-mouth spread the news. Now, anyone can publish anything, worldwide,
instantly.

Building character is not just a matter of managing the news. It is a matter of
personally discovering what matters, and making a constant and conscious effort to
act in a way that is consistent with the values that you espouse. I refer to this process
around three characteristics: responsibility, integrity, and generosity of spirit.

Responsibility simply means interpreting your espoused values spiritually
rather than legalistically. The body of ethics behind the law is infinitely more
important than the law itself, and people recognize and despise deceit draped in a
defense of “wordsmithing.” Conversely, responsibility does not mean rigidity or
never changing. It really means being “able to respond” to the values, regardless
of the situation.

At Schwab, we are constantly looking for new ways to express our values with-
out compromising them. For example, we have built the company on the prin-
ciple of “no conflict of interest.” For many years, we defined that principle as “we
will not give investment advice,” because we equated advice with the old-line prac-
tice of selling hot stocks to maximize brokerage commissions. When we found
that our customers were demanding advice from us, we realized that our business
model, one that did not compensate brokers for sales, made it possible for us to
give advice and continue to avoid conflict. We changed our practice to give the
customers what they wanted, expert advice that is “objective, uncomplicated and
not driven by commission,” and at the same time we strengthened our commit-
ment to our values. We feel that was a highly responsible change.

Integrity is the follow-through to responsibility: putting the values into ac-
tion, even when no one is looking. Integrity is important, of course, to avoid being
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mentioned in some version of mybosssucks.com, but it is even more important
as a personal way of life, as a way of modeling the kind of behavior you expect
from others and from your company as a whole. It is a never-ending process.

Generosity of spirit means simply assuming goodwill and good intentions in
other peoples’ actions and communication. In an atmosphere where we are com-
pelled to delegate, where we want to inspire people to act on their own in align-
ment with our values, such a default can make the difference between developing
trusting, inspired employees and driving yourself and others absolutely crazy with
second-guessing, doubt, and control. Generosity of spirit produces huge dividends,
so naturally it is the most difficult aspect of leadership to develop. Our tendency
as leaders is to look for problems to fix, to find what is wrong rather than what is
right. But the assumption of competence and goodwill generates an optimism and
trust that will fuel teamwork, loyalty, and, ultimately, tremendous growth in those
we lead.

As email, voicemail, and other impersonal forms of communication become
the norm, the assumption of goodwill becomes even more important. These new
forms of communication are fraught with the potential for ambiguity. In fact, such
ambiguity was the focus of an insightful article in the Harvard Business Review,
written by the psychiatrist Edward Hallowell. He makes a compelling case that
techno-communication from people who otherwise do not know each other may
well actually spread tension and misunderstanding. These channels provide little
visceral feedback, little experience of the real person who is communicating. Given
the dominance of these new ways of connecting, personal leadership communi-
cation has taken on greater importance than ever before. The twenty-first-century
leader will have to match the increase in volume of information with his or her
own ability to communicate personally.

Leadership communication, to actually move people to act, must be both
authentic and frequent. It is a rare combination of listening and speaking that lets
others know you care, and inspires them with possibilities that they may not, with-
out you, be able to see.

Inspiring Commitment Rather Than Requiring Compliance

“Inspire” means to “breathe life into,” and since it is impossible to breathe life
into anyone else unless you have it in yourself, the leader’s first task is to align his
own passion with the business. If his personal legacy is connected to the business,
and if he is able to communicate his passion and conviction, he will be able to
inspire commitment in others. Ask any group to name leaders who meet the cri-
teria of inspiring change, and you will hear names like Gandhi, Martin Luther King,
Nelson Mandela, Abraham Lincoln, and Anwar Sadat. These leaders also share
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other commonalties: They either spent a great deal of time in jail, were killed for
their trouble, or both. Their conviction energized everyone, even their enemies,
who appropriately feared the power of their character and communication. While
few of us will have the right venue to change the world at the scale of these lead-
ers, we can clearly take a lesson from their own communication. It was grounded
in their personal commitment to the cause.

At Schwab, we see leadership communication as a special skill. It is not merely
the passing of information but also the transmission of inspiration. Leadership
communication is about change, and it includes links to both corporate and per-
sonal objectives, both strategy and values, both clarity and depth, both purpose
and meaning. The new leader is both decisive and empathetic. She speaks from
both the head and the heart, but she also listens better than ever before.

Trust is built through knowing that a leader cares about you. A leader simply
has to be able to see and acknowledge other points of view, value them, and com-
municate appreciation for them. The focus is not merely on answering questions
but rather on responding to people. The effective and authentic communicator
knows the difference between the questions “Did he hear you?” and “Do you feel
heard?” One is a transaction, the other is a connection; and it is connection that
inspires people to do their best work.

The twenty-first-century leader is surely different from the leaders of the last
two decades. The Internet has placed real power in the hands of people around
the world. It has increased the possibilities for millions to do the work that enliv-
ens them. There will be little loyalty to people or to organizations that are not
worthy. No longer do pension plans and benefits create chains that hold people
in one spot. To create loyalty in such an environment, the new leader will under-
stand how to create a compelling culture, one that will allow people to contribute
their best. He or she will then communicate meaning and trustworthiness in every
word and action. Culture, character, and communication are the cornerstones of
today’s new leadership.



Chapter 2

¢ Managing Human Capital

! ng | ital .

into the overall business strategy

John Hagel
Business Consultant and Author

Three trends are converging that explain the abundant demand for qualified
talent today, as follows:

1. Performance demands—especially growth demands—on business are in-
creasing. Technological and regulatory forces are combining to create more
demanding markets. Technology, especially the growth of electronic markets,
inexorably shifts power from vendor to customer, leading to the emergence
of reverse markets in which companies must deliver more value at lower prices
just to stay in the game. Technological and regulatory forces are also restruc-
turing financial markets, creating more demanding investors who richly re-
ward companies that deliver higher levels of performance and severely punish
those that don’t. In this kind of environment, companies must increasingly
focus on growth in order to continue to create value. Cost-cutting is neces-
sary but not sufficient, since the cost savings will be competed away in reverse
markets and captured by the customer.

2. Surplus is shifting from a structural advantage to a human capital ad-
vantage. As corporations strive to deliver higher levels of performance, they
are finding that the conventional ways of generating surplus are eroding in
power. Sheer scale, which used to be a “game over” advantage, is shifting from
an asset to a liability for many companies as nimble attackers slice and cherry-
pick the most profitable business opportunities. Other structural advantages
such as geographic position and regulatory protection are similarly eroding.
In their place, we are seeing companies recognize that human capital often

turns out to be the winning variable. Strategies based on privileged insight or



MANAGING HUMAN CAPITAL 57

superior front-line execution tend to be more powerful in dynamic markets where
structural advantages lose their power. Technology and regulatory discontinuities
are prying open once stable markets and rewarding companies that mobilize
human capital effectively.

3. Shortages in key skill sets/experience become the bottleneck to value creation.
As companies begin to recognize the importance of human capital in implement-
ing more aggressive, growth-oriented strategies, they are also confronting the
shortage of executive talent necessary to provide both insight and executional
experience. Executives who have spent a lifetime in stable industry settings often
bring mindsets and habits that are difficult to adapt to more dynamic, growth-
oriented environments. Conversely, executives who have achieved success in such
environments often lack the breadth of insight or experience to ensure success on
a repeated basis. In an environment where discontinuities create many opportu-
nities for growth and where investment funds are plentiful, executive talent in-
creasingly represents the bottleneck, making it difficult for the investment funds
to connect most productively with the opportunities.

What can companies do about these trends? As talent increases its ability to
capture value, companies will need to rethink their businesses on a profound level.
This includes even the most basic question of all: What business are we really in?
Perhaps the most significant challenge involves the need to adopt a different
mindset. Rather than looking at cost-cutting and automation as ways to cope,
businesses will need to focus on accelerating growth as a way to reward talent and
increase returns to the business at the same time. Rather than focusing on attract-
ing and retaining talent, companies will need to concentrate on developing privi-
leged relationships with talent, wherever it may reside.

Arbitrage Talent

Companies will need to become adept at talent arbitrage as a way to reward and
develop talent. Talent arbitrage involves creating aggressive growth platforms and
shifting talent from low-growth to high-growth environments.

In order to maximize rewards for talent, talent must be positioned to create
as much value as possible. Low-growth environments inherently cap the value-
creation potential of talent—no matter how much effort they apply, the “head-
room” available for value creation will be much more limited in low-growth
environments. Some businesses can be reconfigured to provide higher growth po-
tential; in other cases, talent arbitrage may involve shifting talent out of a low-
growth business and into a higher-growth business.

Why are aggressive growth platforms so important for talent? First, growth
increases the value that talent can add to the business, thereby providing an op-
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portunity to increase the financial reward for talent. Second, growth accelerates
the development of talent. Talent gains exposure to a broader range of experiences
in a shorter period of time. Growth also demands more hiring, so existing talent
gains an opportunity to work closely with other talent coming from the outside
with a different set of experiences. Third, talent can advance more quickly in high-
growth organizations, giving talent an opportunity not only for additional finan-
cial upside but, equally important, an opportunity to develop even more rapidly.

New entrants into relatively stable markets often owe much of their success to
the opportunity to engage in talent arbitrage. By targeting talent in lower-growth
incumbents and providing them with much higher-growth business platforms, at-
tackers can significantly increase the rewards, both financial and developmental, for
talent. Low-growth companies become very vulnerable to talent arbitrage, a vulner-
ability that can only be addressed by creating higher growth platforms of their own.

Leverage Talent

Companies must also become more and more creative in accessing talent that does
not reside within their own companies. In a world of talent scarcity, the notion
that a company can hope to attract and retain all the world-class talent it needs
must be aggressively challenged. Other mechanisms must be found to provide
privileged access to world-class talent. Senior management must broaden well
beyond attraction-and-retention talent strategies to focus much more attention
on mobilization-and-alignment talent strategies.

Outsourcing options can often be powerful ways to gain access to the best-
in-class skills and experience. The outsourcing trend is still relatively new. As elec-
tronic networks make it easier to coordinate activities across corporate boundaries
and as performance pressures increase the need to deliver higher levels of perfor-
mance, companies are starting to outsource not only specific activities but also
entire business processes.

Mindset again becomes a barrier to more rapid growth of outsourcing activ-
ity. In too many large companies, senior management puts the burden of proof
on the outsourcing proponent and insists on cost reduction as the only basis for
proving that outsourcing is a superior option. Instead, what is required is a shift
in the burden of proof: activities should be outsourced unless opponents can prove
that their company has unique capabilities in the areas involved. Rather than look-
ing to cost reduction as the only rationale for outsourcing, senior management
must recognize that outsourcing can often be a powerful way to accelerate growth.

Outsourcing is only one option for leveraging talent residing outside the
company. Even more powerful means are available. Few companies understand,
much less have harnessed, the power of business webs to create privileged ac-
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cess to talent. In contrast to more conventional alliances or joint ventures, busi-
ness webs rely on economic incentives to mobilize large numbers of companies
(often in the thousands or hundreds of thousands) to support the strategies of
web shapers. By understanding what economic incentives are necessary to mo-
tivate action and then building platforms that create these economic incentives,
aweb shaper can gain privileged access to a very broad range of talent. Microsoft
is the classic example of a web shaper, but business web opportunities exist in a
broad range of business contexts.

Other examples of talent leverage involve the development of user groups and
alumni networks. In the computing and software industry, user groups are well-
established mechanisms to harness the insight and experience of customers to help
technology providers focus their innovation efforts on the most promising unmet
needs of the market. Alumni networks tend to convert employee turnover from a
liability into an asset. Rather than focusing exclusively on retention, senior man-
agement should determine what they could do to build relationships with talented
executives who have left the company. How can the talents of these departed ex-
ecutives be harnessed to provide continuing support for the company? In the pro-
fessional services arena, McKinsey & Company has demonstrated considerable
initiative in building and maintaining a robust alumni network.

What Business Are You Really In?

The increasing need to access and reward talent provides a catalyst for many com-
panies to redefine their business in order to become more attractive to talent. For
example, in order to identify more aggressive growth platforms, many companies
are being forced to challenge traditional definitions of their business.
Companies seeking to leverage third-party talent more aggressively will also
be motivated to redefine their business. Deciding whether to hire and develop
internal talent or to access third-party talent hinges on the ability to decide what
is truly unique to the business and what is secondary for the business. This in turn
depends on management’s definition of the business. Computer hardware com-
panies used to invest substantial assets in manufacturing facilities. Increasingly,
they are outsourcing manufacturing operations while focusing more on the de-
sign and marketing of computer products. Some of the more advanced, such as
Dell and Gateway, are using the Internet to concentrate on building customer
relationship businesses that eventually may become their primary business focus.
Business webs are perhaps the most powerful mechanism available to lever-
age third-party talent. In order to succeed, the web shaper must have a clear busi-
ness focus and communicate this effectively to potential participants. In the early
days of the Local Area Network (LAN) business, Novell took the radical step of
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redefining itself from a broad-based LAN product vendor to a more tightly fo-
cused LAN software business, and in the process divested more than 80 percent
of its existing revenue base. By focusing more tightly, Novell increased economic
incentives for a broader range of participants in its business web and deepened its
ability to lead the market.

The need to access and reward talent will lead to a redefinition of existing
businesses, but it will also lead to the creation of new kinds of businesses. Tal-
ent agents, representing talent to extract more value from employers, will spread
from the world of entertainment and sports into the broader business world.
Talent arbitrageurs, acting as third-party agents akin to today’s venture capital-
ists, will work on extracting talent from low-growth organizational environments
and will help build high-growth business platforms to reward talent more ef-
fectively. Talent accelerators will develop specialized businesses focused on
building lifetime relationships with talent in order to implement talent devel-
opment and coaching programs designed to make their clients even more valu-
able over time.

More broadly, we are likely to see new forms of operating companies emerge,
seeking to mobilize, align, and integrate talent across a portfolio of companies in
order to maximize value for the companies as well as the talent. Unlike the finan-
cial conglomerates of the past, which largely focused on redeploying financial
capital across a portfolio of businesses, these new operating companies are focus-
ing on addressing the growing bottleneck of management talent. The recent craze
around incubators provides a glimmer of the opportunity available, even though
many of today’s “incubators” lack the depth and breadth of talent required to
deliver on the potential.

The growing pressure to attract and reward talent will accelerate all of these
changes. It must be emphasized, though, that these changes are not only in the in-
terests of talent—they are in the interests of all businesses. Just as the greater liquid-
ity of financial capital is forcing companies around the world to raise the bar in terms
of operating and financial performance, the increasing shortage of management
talent will force companies to leverage assets (especially human capital) more effec-
tively and to identify and pursue new sources of growth more aggressively. We will
all—as talent, as customers, and as stakeholders in companies—benefit from the
rewards created by higher levels of corporate performance.

The leaders featured in this chapter emphasize the importance of aligning a
defined human capital strategy with an organization’s overall business strategy.
As corporations continue to unbundle their physical assets and shift toward le-
veraging intangible assets, we are going to see an accelerated trend of companies
establishing competitive advantage through their knowledge workers, both as full-
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time employees and, increasingly, as outsourced talent. As this trend continues to
evolve, so will the importance of the human resources function. Two overarching
themes in the chapter are diversity of talent and the growing strategic importance
of the people function.

Diversity of Talent

Diversity of talent in this context takes a broad view, including diversity of ideas,
diversity of thinking, diversity of experiences and backgrounds, and cultural diver-
sity. Steve Reinemund of PepsiCo says: “Not only is diversity the right thing socially;
it can be quantified as a good business decision.” Ken Lewis of Bank of America has
looked outside the traditional financial services for talent, bringing in best-of-class
people from the consumer products, logistics, and manufacturing sectors to push
the boundaries of thinking inside his firm. Bill Coleman of BEA Systems declares
that “strategic external hires can take your company to the next level,” and in fact,
several of these leaders may continually seek talented people even when no formal
position is open.

Strategic People Management

The relationship a corporation has with its talent will continue to evolve as the
information- and intellectual capacity—driven service economy unfolds. Given that
reality, it is critically important that the people functions inside an organization
are elevated to a position of strategic importance. Henry Mintzberg of McGill Uni-
versity abhors the term “human resources.” He asserts, “As soon as you start think-
ing of people as human resources, you've taken the people level down to the
information level and you’re treating people as data or as things.” Jeffrey Pfeffer
of Stanford University points out: “There are countless examples in which a com-
pany has loads of amazingly talented people, yet they operate in a system where
people aren’t permitted to use their talents to the fullest.” These experts agree not
only that an effective people strategy incorporates values and philosophies that
emphasize the importance of the workforce but also that it is essential to have a
set of management practices that make those values real through actions as well
as words. One way to achieve this is to have the HR function tied in at the operat-
ing committee level.

Steven Kerr of Goldman Sachs and Heinrich von Pierer of Siemens advocate
strategic executive education and shaping a company into a “learning organiza-
tion” to connect individuals and increase the exchange of tacit knowledge, a clear
competitive advantage in the information age.
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BLildi ership i )

Steve Reinemund
PepsiCo
Chairman and Chief Executive Officer

e What is your approach to leadership?

A leader’s job is to define an overall direction and motivate others to get there.
Most companies have relatively few people doing a lot of the important work,
but in an organization such as ours, a lot of people are involved in everything
we do. PepsiCo’s heritage is that we’ve only had four CEOs in 40-some-odd years,
but each of our businesses is autonomous, with many leaders running each one.
My leadership style has changed over time because what needs to be done con-
tinually changes. When I was running a division, my role was very different from
running a corporation of our size and diversity; so, along the way, I had to re-
evaluate what leadership characteristics were needed for the job at hand. Few
people recognize that when their job changes, their style should change as well.
As a division president, for instance, you can be more direct and tactical; as a
CEO, your role is more like that of a coach and a coordinator of other leaders.
You are motivating and enabling a larger group of people who are running the
business.

e What will be your contribution to PepsiCo’s heritage?

We've evolved over time as a place that develops people. My predecessor, Roger
Enrico, spent a lot of time on executive development programs. By the time I finish
here, I hope to have added some real value in that area as well, but one place in par-
ticular I believe deserves more emphasis is workforce diversity. If we fail to arrive at
our goals in the next few years regarding diversity and the ethnic and cultural diver-
sity of the organization, we will not continue to be a world-class consumer prod-
ucts company. If we achieve our goals, we will do so by virtue of our ability to replicate
within our organization the demographics of our consumers in a way that no other
company can. Several years ago, we were not unlike a lot of other companies in that
our senior executive team was not very diverse. In effect, we were recruiting from a
pool of only 34 percent of the [U.S.] population. While we did a pretty good job of
attracting qualified people, we were limiting ourselves to a small portion of the avail-
able talent. We also had perspectives that allowed us to be successful only in certain
marketplaces. For example, Frito-Lay had roughly 60 percent market share in the



MANAGING HUMAN CAPITAL 63

United States as a whole, but, in urban markets, it was down in the thirties. When
you get 60 percent overall market share, there are not a lot of avenues for incremen-
tal growth on a marketwide basis, so you try to figure out where else you can target.
Urban markets are growing two to three times faster than suburban markets, and
we basically weren’t competing there because we didn’t understand that consumer
base. We were missing a huge opportunity. For us to win in that market, we have to
have senior executives who have an appreciation for how to succeed with these con-
sumers. With a diverse senior management, we also have the ability to attract other
highly qualified people to come into the company by drawing from a larger talent
pool. Not only is diversity the right thing socially, it can be quantified as good busi-
ness. We have been recognized as a top place to work for minorities and women,
but we still have further to go. To follow Roger’s passion about developing people,
we are augmenting our executive development programs with a diversity compo-
nent. For example, we have developed a one-week leadership training course with
UCLA where external and internal senior executives—myself included—teach and
mentor minority executives.

e What role does learning play in your organization?

The great companies of the future depend on the outcomes of their learning pro-
grams today. I believe that learning goes beyond formal programs: it’s really about
how companies can get the best from their people. What most companies do is
reward people who do well with certain businesses so that, over time, you keep
getting rewarded until you stop performing, and you can stop performing for any
number of reasons. What can unfortunately happen then is that a company will
discard you rather than finding or creating a new role for you within the organi-
zation. Learning helps those executives continue to perform and add value when
the roles they held previously no longer apply. That can only happen if you create
a culture where it is accepted and rewarded if you take a different direction—across,
down, over—and are successful there.

e Do you have a formal process in place for assessing the talent of an
acquired company, and if so, who makes those decisions and reviews?

We all play a part in this, but I look to our human resources staff to take the
lead. It is part of our acquisition intelligence-gathering strategy to assess the talent
to some degree before we make the deal, as we negotiate the deal, and then cer-
tainly postacquisition, as well as to ensure that there is a good transition. We
ask our search partners such as Heidrick & Struggles to give us a read on the
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talent in the target organizations, to identify the gaps and to help us evaluate
and gather intelligence. Once we are able to actually meet the executives, we all
spend a lot of time one-on-one to get to know their issues and aspirations—
professional, personal, and financial—in an attempt to find the best possible fit
for us all.

e  (Canyou discuss innovation at PepsiCo? You have crafted a recent deal with
Big Boy, which includes PepsiCo’s developing and maintaining an extranet
site to manage the relationship. Your introduction of Code Red has been an
overwhelming success in the marketplace. Can you talk about building a
culture that thrives on innovation and change?

First, it’s a reality of the categories we’re in. Fortunately for PepsiCo, the conve-
nient food and beverages sector is very much the growth segment of consumer
products. However, consumers are constantly looking for innovation and news
and, of course, there are a host of fine companies who would love to fulfill their
needs. We can only maintain our leadership position and continue to grow the
categories if we are at the forefront of innovation. This means that we have to have
a finely tuned understanding of emerging trends in our consumer base and an
ability to develop new products and packages to meet these needs. It also means
that we have to change the way we think and work to build new capabilities. Some
examples of this include breaking down internal barriers between functions to
improve our speed to market and bringing together different pieces of the orga-
nization to create new product and distribution opportunities. We need to focus
on consumer needs and be nimble and creative in meeting them. Also, the answer
doesn’t always lie within the internal organization: some of our most successful
innovations have come from alliances with external partners.

e Many companies are moving away from transactionally oriented human
resources departments to a more strategic human capital management
model that includes the transactional component but also leadership
development, coaching, mentoring, executive education, career
planning, talent acquisition, and retention. Is this the future of
the HR function, and if so, why?

I believe it is the future of HR. One of the distinguishing features of PepsiCo is
that our human resources function has played this kind of strategic partner role
for many years. However, the competition for talent will only increase over the
years to come, and this will place even more of a premium on excellence in this
area, so the bar will continue to rise.
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e  Peggy Moore, your worldwide head of HR, is not a traditional HR
executive; she has held very senior positions inside PepsiCo. Can you
talk about this appointment and what it means for PepsiCo’s human
capital and leadership strategy?

Peggy did in fact spend several years in our HR function earlier in her career.
However, she went on to build a very successful career in our finance function—
first as one of the most respected investor relations heads in North America and
then as treasurer of the PepsiCo Bottling Group. In appointing Peggy to this key
role, I was getting the best of both worlds—a world-class business executive who
also had depth in HR and could help to forge an even closer strategic alignment
between our business goals and HR strategies. It also helped that she had enor-
mous credibility with our senior business leaders. So far, 'm delighted with the
way in which the HR function has driven new levels of innovation in our efforts
to make PepsiCo an even more compelling place to work.

e What are specific elements of your leadership development plan for 20027

I have two priorities for 2002. The first is to drive a stronger focus on talent devel-
opment throughout PepsiCo—we need to be more rigorous in our succession
planning and ensure that we have a rich pipeline of talent coming through to take
on our senior leadership roles. I want to spend time with our emerging leaders to
get to know them, understand their career aspirations, and help to provide them
with the right developmental challenges. Second, at PepsiCo we believe that “Lead-
ers Develop Leaders.” As part of this program, I am planning a one-week leader-
ship development program with some of our high-potential leaders in 2002; we’re
partnering with the Darden School of Business at the University of Virginia to
develop the program, and I’'m really looking forward to it.

Leadership by a holistic approach

Kenneth “Ken” D. Lewis
Bank of America Corporation
Chairman, President, and Chief Executive Officer

e When hiring or allocating talent, which takes priority,
brains or business experience?

What perplexes me at times is the disparity between IQ and business acumen. I've
seen many examples of smart people who don’t have good sense about the busi-
ness world. I don’t know what combination of instinct, intuition, intellect, expe-



66 LEADERS TALK LEADERSHIP

rience, or interpersonal skills is perfect, but an individual’s package of skills doesn’t
necessarily predict that the person with the highest IQ is going to be the best
businessperson. I see this time and time again: very well-educated, well-heeled
people who lack the proper business know-how. Having said that, within an
executive’s package of skills should be a passion about the business, a high energy
level, a sense of competitiveness, street smarts, good intuition, common sense, and
then a reasonable level of intellect.

e  Using this approach to talent, Bank of America has built itself into one
of the most admired companies, not just in financial services but across
every industry. How do the passion, energy, intellect, and other qualities
you seek in executives translate into making your organization a most
admired employer and a most admired company?

We brand ourselves as the best place to work, the best place to bank, the best place
to invest. We are making more than a casual attempt to approach this in a holistic
way. You can’t just talk about financials. You can’t just talk about risk. You can’t
just talk about associates. You can’t just talk about clients and customers. You have
to think about your company in an integrated fashion and consider the interdepen-
dency of all the pieces. We and many other companies have a tendency to talk about
financial results separately, or as something that just happens. The reality is that it’s
all tied together. Simply put, the associate has to interact with the customer or cli-
ent and that drives revenue and income. So the first thing to do is focus in on ac-
tionable things that drive results as opposed to ethereal things like accounting results.
Then, acknowledging and incorporating risk—not just credit risk as it relates to our
business—but market risk and brand risk. Finally, the task of making a promise and
then—here comes the hard part—delivering on it. That’s what this integrated ap-
proach is all about because we can spend enough money and do enough research
that we can make the promise pretty effective, but delivering on it means you have
to be very focused on what your associates need and subsequently what your cus-
tomers and clients need. That’s a different way of looking at it from in the past, and
it all gets back to measuring and reacting to things that are actionable.

e How do you disseminate your message throughout the organization?

One of the main duties of a leader—in particular, a CEO—is the ability to see the
need for change, to articulate that need, and then to create excitement and buy-in
about that need so that the team then can do the most important thing: execute.
In the last two years, we’ve gone from a bank that grew by buying other banks to
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one that grows organically through deepening and improving relationships with
our customers and clients. To deliver that message successfully, a leader must le-
verage the management team and make sure those leaders are committed and
excited about the message, too. And the management team needs to communi-
cate with you just as much as you do with them. You are only as strong as your
weakest link, and a manager who doesn’t communicate upward, downward, and
sideways is a weak link. In the end, collective buy-in and support from your line
managers is critical. Then you show results as early as possible that support the
organization’s progress in the new direction, and all the elements should come
together, and it feeds on itself, becoming a successfully communicated and ex-
ecuted message.

e Speaking of your evolution, going from a company that has grown
through acquisitions to a company that has grown organically, are there
different leadership skills required of the CEQ in this new environment,
and also among the leadership within the company?

The previous model valued charisma. Being a charismatic leader, having excel-
lent communication and negotiation skills, is still immensely important, but now
you also have to be a good manager by knowing the business, paying attention to
detail, and finding beauty and excitement in getting it right for customers and
clients. You also have to find beauty and excitement in doing it better than be-
fore, day in and day out. The big excitement can’t just be the episodic event of an
acquisition, merger, or alliance of some sort. It has to be these day-in and day-
out, grind-it-out things, which probably call for a different personality, a differ-
ent person. Consider also that in the former model, a relatively small group of
people had disproportionate influence on the success of the company. First, there
was the negotiating person or team, and then there was the execution of the event
and finally of the operational conversion. Many times, the way you succeeded was
to get the deal first, and then do draconian things to cut enough expenses to make
the numbers work. You rarely talked about revenue and, ironically, even built into
your model how many customers you were going to lose that you found accept-
able because you knew that during the operational conversion that was inevitable.
Now, growing organically, you have a situation where there’s not that dispropor-
tionate contribution by a small group, which means we all have to contribute on
a more equitable scale. And all the soft things that leaders have to focus on be-
come very important—those areas such as professional and leadership develop-
ment, work and family and quality-of-life issues, whatever it is that gives your
people a reason to be excited about waking up and going to work every day.
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e You've gone outside the banking industry—to FedEx, GE, and
Honeywell, for example—for some key people, bringing in world-class
talent as opposed to just looking in the financial services industry.
Why go outside your traditional industry for talent?

We want to be one of the world’s great companies, not just one of the best com-
panies in the financial services industry. Therefore, inherent in that goal, we be-
lieve there are standards and benchmarks that are higher in certain industries and
in certain areas than in the financial services industry. We also, as we began to
look at our processes from end to end, realized that we did not have enough tal-
ent internally, particularly people with engineering and Six Sigma backgrounds
and qualities to really achieve the amount of change we needed or improvement
we needed quickly enough. We clearly had embraced the importance of process
and of breakthrough improvement, but we didn’t have all the expertise or expe-
rience to get us where we needed to be. A lot of that kind of talent was found outside
the financial services industry. Once on board, those new teammates with new
skills made us more attractive to other top talent that we brought in and set world-
class standards beyond the financial services industry. You end up with a set of
people who push others out of their comfort zones and out of the inertia of doing
things the old way. This is the catalyst for change.

e The risk associated with any change is the threat to your culture. How
do you do inject new talent into your organization and yet sustain the
part of your culture that people have always been able to recognize
and thrive in?

It’s salting the organization with new talent that strengthens your culture. Bring-
ing in new perspectives augments the world-class talent base that has been with

you for some time.

e Building your talent pool is an ongoing process. However, once
your top talent is in place, how do you take it to the next level
in terms of education, leadership training and development?

We have several ways we develop talent. First and foremost, we realize that an
underlying part of leadership development is ongoing communication and dia-
logue among senior managers. We meet on a quarterly basis as a group to identify
the specific need at the various levels, to talk about success stories and failures,
and to talk about the process for change where change is necessary. It is impor-
tant that my senior managers have my support in meetings for this purpose and
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for prioritizing this, and that they are allowed to network and meet people out-
side of their areas and functions so they can continually be in a recruitment-and-
development mode. We have leadership sessions all over the country. We spend a
lot of time on talent planning to make sure we identify the high potential execu-
tives, manage their assignments, ensure they’re getting candid feedback and coach-
ing, and get them involved in something developmental: for example, getting a
cross-functional team of high-potential people together and then attacking a real
business issue. This exposure to the top management team energizes the whole
group. Also on a quarterly basis, [ meet with the direct reports of my direct re-
ports and talk about their financial results, their business, and the future of the
business. We address talent-planning issues with them as well. We have town hall
meetings and meetings with our knowledge channels that address these issues, too.
We do all this for many reasons, but if for no other reason, to have things out in
the open, unfiltered, or open for misinterpretation.

e In terms of institutionalizing leadership development,
what are your biggest challenges?

Even though we are all in agreement on our leadership goals and objectives, com-
municating those shared goals in a consistent manner across the company is a huge
task. It is a combination of identifying and articulating our values and then bringing
the right people together to communicate and execute. With so many of our as-
sociates located around the world, it is all about leveraging talent, which in reality
is what leadership is.

e What role does technology have in financial services,
and how does it change the competitive landscape?

Banks and financial services companies have a chance to leapfrog some other in-
dustries because of the nature of our business. We’re in the business of providing
information and service, which is now done primarily through technology. Con-
trast that with a retail company, which can be technically proficient on the front
end with all the bells and whistles but on the back end is a forklift and a truck
delivering the product to the customer. Ultimately, technology is an enabler, not
a business unto itself. For example, there has been a false assumption that one
channel, if provided through cool, new technology, was sufficient, but Internet
banks have not done very well by and large because customers all along have had
and expressed a desire for convenience in a multichannel fashion. So you find us
now gaining more customers each month than any Internet bank has in total.
Technology remains one of our bigger challenges. I think back to early in my ca-
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reer when one could easily identify and pick one or two competitors and really
grow to hate them; whereas, now, you almost have to talk about competition re-
gionally or by type of business before you can narrow it down. There are the large,
obvious competitors you go at head-on. Then there are new, emerging competi-
tors you never dreamed would be competitors. For example, GE, a company tra-
ditionally associated with making everything from light bulbs to jet engines, now
has the largest core of its business—GE Capital—acting like a bank. Then there
are the niche players who target the same customers and associates that you do,
and while these competitors don’t matter individually, they sure do in the aggre-
gate. The only way to beat them is to be as nimble as they are and react to the market
quickly and uniquely, very often by showing your technology, prowess, and in-
novation. Then, take advantage of your buying power and your economies of scale
to overwhelm them on pricing and other issues that customers deem important.

e What do you think the financial services landscape will look like in years
ahead? What types of skills and qualities will the leaders of tomorrow’s
financial services companies need to have?

I think you’ll have fewer of everything: fewer insurance companies, fewer invest-
ment banks, fewer banks, fewer asset management companies, fewer qualified
people. The banks will probably survive because of the sheer size of their equity
bases and the power of their earnings strength. As this begins to happen, a global
perspective becomes more and more important, as does the idea that you cannot
be limited to any one country or any one region within the world. Managerial skills
will become even more important because you’ve got to be paying attention in a
lot of different ways, and controlling risk as you become much more multifac-
eted. Endurance will be important as you enter new and emerging markets. But
other things that make a successful company will never change, such as creating a
caring environment, making your organization a place where people want to come
every day, and instilling a sense of pride in your associates.

e What's the toughest part about being a chief change agent?

Managing passive-aggressive behavior. It’s hard to identify because people who
practice passive-aggressive behavior get very good at it. You see people nodding
their head and acting as if they accept something but then doing things in ways to
thwart the change. You have to constantly seek that behavior out and destroy it. If
you don’t, it’s like the southern weed kudzu; it grows uncontrollably and chokes
the momentum. I feel the same way about bureaucracy. There’s some correlation,
in fact, because passive-aggressive behavior is really in resistance to change and
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thus causes things to slow down and become bureaucratic. Blatant opposers to
change you can deal with; it’s the passive-aggressive behavior cloaked in profes-
sionalism that is difficult to identify and thus do something about.

e What is your perspective on top-grading talent, and to what extent does
that affect decisions regarding development of the leadership team and
its direct reports?

We all know that “A” players produce disproportionately, and to the extent that
you have “C” players blocking “A” players beneath them, that’s the worst of all
worlds. So you have to be very focused on the top-grading issues and have a very
good process about going after it in a company, especially one of our size. It can
be disastrous to have disconnects with rhetoric and implementation, or to have
disconnects between rhetoric and the measurement/reward systems. Those are
the pieces to top-grading: measure actions, reward appropriately, and insist on
consistency. You cannot have a great company without a serious commitment
to top-grading.

e As aleader, what most excites you and what most worries you?

The thing that excites me the most is that I know we’re going to become a great
company and I view this as an opportunity and a responsibility. What worries
me the most is, interestingly, not problem loans or growth in earnings per share;
it is that we would somehow find ourselves in an environment where our people
thought we didn’t care about each other anymore, or that what they did wouldn’t
matter because of our size. If a company finds itself in that environment, then it
is on its way to mediocrity or maybe even out of existence. That is much harder
to deal with because it is like trying to grasp smoke, something not as quantifi-
able as some other things. So we have to work at it all the time to make sure our
people know that what they do makes a difference day-in, day-out and that we
care about them.

e What are the key ingredients of being an effective leader?

Honesty, straightforwardness, and clarity. I believe that leadership is a privilege
bestowed on you, and it can be taken away very quickly. You can manage some-
one or a group of people, but you can’t get to a real level of performance through
leadership if it’s not bestowed on you by people who believe in you. The critical
link here is trust. If you don’t establish that bond of trust and you’re not always
credible, then you will eventually lose the ability to lead.
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Eugene V. Polistuk
Celestica
Chairman and Chief Executive Officer

e \What is your management philosophy and how does it relate
to a human capital strategy?

I have always believed in a highly empowered enterprise, a real meritocracy with
a flattened organization, a high respect for individuals, and a minimum value on
bureaucracy. In our various businesses, we value our intellectual assets to the ex-
tent that the value helps construct the right environment for all our assets to be as
effective as possible. We have a value-based culture, so anybody who is a part of it
has to have a skill set to operate in this kind of environment. A high degree of
integrity, interaction, and differentiation is required. We don’t have a culture that
supports people throwing their weight around and leading by intimidation. Part
of real leadership involves creating an environment in which supervisors take the
time to develop employees and get them aligned. If you provide the right envi-
ronment and the right resources, your employees will be more effective, more
efficient, and more responsive than you could ever achieve with a highly central-
ized model.

e Do you view your human resources department as a strategic
component of your business?

I have always considered HR strategic in nature and, as a result, of my eight direct
reports, one is Worldwide HR. I work very closely with my HR team, possibly as
much as I do with my financial team. It all ties together: positioning the culture of
a company; reinforcing the value system; strategically developing intellectual as-
sets; acquiring all the tools, resources, and assets that are required; building rec-
ognition programs and management training; and maintaining a harmonious
balance within the company.

e Indeveloping your HR team and strategy, what approach
worked best with Celestica?

Not all HR teams are equal. Some HR departments are passive-aggressive and
purely transactional. We’ve grown Celestica in a way that values people, so we are
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able to attract and retain some of the best talent, much more successfully than
many of our competitors. Because of our working closely with the HR team early
on, they have become facilitators, builders of the architecture, and are very, very
involved in our operational thinking.

e When you make an acquisition, do you have a process in place
for assessing the acquired company’s talent base?

It is actually our first criterion when determining whether we want to acquire a
company. If we don’t think we can integrate the people well, if it’s not a cultural
fit, we don’t do it. We look at the quality of management and the quality of
people, as well as their track records. Can they adapt to this new environment?
Can each side establish a level of trust? Can we work with each other in an in-
formal environment? With every acquisition, we have our version of a SWAT
team that goes in and applies these criteria. When you have a flattened organi-
zation that is not driven totally by a “Command Central” paradigm, people have
to be able to work with each other very well. They have to feel comfortable in
sharing challenges and solutions. If the acquisition target’s culture is one in which
people are extremely preoccupied with potential consequences, we are cautious
about doing the deal.

e How do you attract, develop, and retain the best and brightest people?

By creating the right environment. The question is: Do we have adequate feed-
back groups to figure out whether we have created the right environment? Many
of the best practices among our senior managers have been adapted from our
experiences at IBM and other companies and then supplemented with ideas from
other cultures. Our value system was developed by 2,500 employees, and it hasn’t
changed over time.

e Are there things besides money that are effective instruments
for retaining people?

Any company would be foolish to try to maintain noncompetitive salaries over
time. However, people don’t jump ship because of poor compensation alone. In
fact, in some cases, people have stayed with us for less money because our envi-
ronment is one of trust, appreciation, integrity, and excitement and it is a place
where they feel they can contribute. It takes a long time to build this kind of envi-
ronment, but it is a tremendous deterrent to turnover.
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e s itimportant to identify your top performers and then treat
them differently?

We have a meritocracy, so everybody gets evaluated, ranked, and treated fairly and
consistently. However, we do reward merit. Peer influence is part of the evalua-
tion. We have very comprehensive opinion surveys, and the rank and file tend to
be more critical than management, in many cases. We expect the bulk of our
people, maybe 80 percent, to be effective team players and reside in the middle.
Then, 10 percent of our population make up our group of superachievers, and we
go to great lengths to retain and recognize them. The bottom 10 percent we work
with to retrain and develop in an effort to enhance performance. Ideally, this group
would have been screened out prior to the recruitment stage, and if they are un-
able to bring their performance up to standard, then we have to screen them out
after the fact. It is just as important to manage the bottom 10 percent as it is to
manage the top performers.

e Many companies are in the process of institutionalizing leadership
development. What do you do to develop your company’s next
generation of leaders?

Our goals are to select the right people, recognize and augment the talent gaps,
and plan ahead for continuing development of our top performers. It takes cour-
age to move them into other jobs when they are performing well in their existing
positions, but you have to do that to build bench strength. Your management
development sessions must involve all senior managers. For instance, we have
courses in which our top two hundred to three hundred leaders across the com-
pany spend time with the top four executives, including me, engaged in strategic
brainstorming, not unlike Jack Welch’s bear pits.

e Do coaching and mentoring play a role in these activities?

They are very critical. There’s no new science here, no breakthroughs. It’s purely
a question of deployment, and it has to be honest deployment. If a leader stands
up and talks about this, glows about that, but doesn’t walk the talk, it’s of no benefit.
If you honestly believe in what you are saying, you’ll create a healthy enthusiasm
that spreads throughout the organization.

e How do you manage to maintain the culture while infusing it with new energy?

That is one of our challenges. We have to keep monitoring the culture to ensure
that it is intact and positive, and we do this through surveys, feedback, manage-
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ment meetings, site visits, and so on. We’re constantly spot-checking. The method
itself is not magic, but the results can be quite magical. It is worth the effort. What
I love most about the whole human capital equation is that you can’t create it
overnight, and it only works if it is an integral part of the cultural fabric of a com-
pany, not just a superficial posture. Fortunately for us, some of our competitors
don’t understand that.
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Stephen L. Baum
Sempra Energy
Chairman, President and Chief Executive Officer

e \What experiences in your career have helped most to prepare you
for your current position?

I was an officer in the Marine Corps, which was a very interesting and formative
experience for me. I learned a variety of things about how people perform under
stress and what leadership is like under stress. Much of the way I look at things
now has been influenced by that training and experience. Then, being a lawyer
gives me a certain turn of mind about business analysis and problem-solving. I
tend to look at business opportunities and challenges as a series of risk manage-
ment problems. Throughout my career, it also has been very useful to have been
placed in a variety of roles and to be exposed to many different environments.
Cross-training is valuable to introduce in any organization, and it has been im-
portant to me in the formation of my experience and abilities.

e |s there a management philosophy that surfaces
from all of your experiences?

What comes to mind most clearly is the importance of assembling the best team
possible. That is one of the principal roles of a CEO, in addition to providing stra-
tegic direction and creating an environment in which strategic thinking develops
within the organization. It is also critical to assure that the team is well-trained, well-
motivated, and highly intelligent and that its members understand the business and
the financial model on which the company is based. A corporation is people, and
the people are infinitely more important than the physical assets. Another view I
like to take—and this would probably get a big “duh” out of a lot of industrial CEOs,
but in my business it really bears talking about—I believe in big rewards for people
who show results and make money for the company, in an ethical and positive way,
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obviously. There are three things that I think we ought to say about ourselves. We
ought to say we want to have fun, that we want to make money, and that we want to
be proud of what we do. I emphasize making money a lot, because in the old utility
model, that concept was really constrained by regulation. Regulation created a
mentality in which the idea of profit and the idea of thinking how to make more
money was repressed by the environment. I really believe in infecting—and I'll use
that word—an organization with a real desire to make money.

e  What skills do leaders need to manage people successfully?

There’s an interdependency and hierarchy of skills. Intelligence and IQ aren’t
necessarily the same thing. High IQ is a sine qua non. However, an organization
can have socially intelligent people who also happen to be great people managers
but lack the IQ to make the right decisions. What we attempt to do at Sempra is
start with the smartest people we can find, who can relate well with others. In most
cases, smart people who don’t have good interpersonal skills are not effective; the
intelligence is wasted. The execution of strategy is dependent on teamwork, so
people skills are critical to maximize the value of an organization’s human resource.

e What has been the progression of leadership challenges in the energy
industry, and what skills are now important?

For a long time, the utility industry was very much an engineering culture, an
engineering business, driven by engineering skills. The utility culture of old was
thoroughly and completely disrupted in the 1970s by oil shocks and a rapid rise
in energy prices. The changed scenario called for strong financial leadership, be-
cause the utilities were put under terrific financial strain. Merging into the 1980s,
the demand for financial leadership started giving way, to some degree, to legal
skills, because the industry became much more of a regulatory game and contin-
ued as such into the nineties. Today, we’re seeing yet another transition, one that
calls for skill in risk management, broadly defined—meaning the ability to un-
derstand businesses—a portfolio of assets, risks and potentialities—and to man-
age them by the way the pieces integrate. The pendulum is inching away from a
legal, regulatory environment and toward a modern version of the financial man-
agement skill set. For example, in Sempra Energy Trading, we acquired a very
accomplished trading operation and made it part of our business. This gave us a
whole different way of looking at what we do. When we buy an asset or we enter
into a contract, what does that mean for the long term? What are the risks inher-
ent in that? How does one hedge those risks? We look at the balance of risks across
the entire organization and run it more like a portfolio, almost like a trading op-
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eration. This is a nontraditional way of looking at the utility business. Tradition-
ally, we only looked at hard assets. Now, we are constantly building a long posi-
tion as kind of a guaranteed market. Since there are very few guaranteed markets
anymore, you really need to evaluate the short side, the demand side, of the equa-
tion very carefully. That brings one to much more of an emphasis on customer
relations. In terms of leadership skills that are important in this industry today,
however, it’s more a portfolio risk management business than it ever has been.

e How do you establish a high-performance culture
and work environment?

It has been said that a leader casts a long shadow. I believe that’s true; one leads by
example. Culture has been a major issue for us because Sempra is relatively new
as a company. It was created by the merger of two large companies with different
cultures and different histories. We’ve had a cultural integration issue of the first
magnitude; in working through that, we have attempted to create cohesiveness
and a new, consistent standard for the organization by, first and foremost, com-
municating regularly with our employees about the new standards and aspirations.
We developed a new vision, strategy, and goals and communicated them through-
out the organization. We established a corporate learning center to enhance the
financial skill sets of our management team, which are an absolutely essential skill
set. There simply was no way we would be able to communicate effectively with
one another until we all spoke the same financial language. Now, all director-level
and above employees receive financial training to ensure that they understand
discounted cash flow calculations, how to value an investment, and the concept
of cost of capital. I wanted people to understand the financial consequences of
their decisions or of others’ decisions and inculcate this risk management philoso-
phy and the proper calculation of exposures in a broad way. We took a less tradi-
tional approach to getting a singular culture in that we didn’t go about it in a soft
way. We wanted to create more of a common environment for communications
and skills, and then we added to that a series of very clearly defined financial goals
and rewarded people for meeting them. We introduced a fair amount of cross-
training so that there was a line of sight to success.

e How do you identify, develop, and retain high-potential people
at Sempra?

We have a formal process in which each of the responsible officers and his or her
direct reports identify their “A” players. That information is in a database in
Human Resources, which in turn analyzes the talents in-house, based on the in-
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formation contributed by the supervisors. Partly as a byproduct of the review
processes that exist for evaluating performance and partly just because stars tend
to stick out, we formally identify those people and we have a succession-planning
process that indicates when people are moving forward, when they are ready for
the next job, and what additional development could facilitate the process. This
is a relatively formal process, and we encourage the up-and-comers to pursue
additional training, even to the point of going off to academic business programs
or specific training. These evaluations are reviewed by the management group
periodically so that we get a bit of a cross-check. Sometimes somebody’s protégé
might not be viewed that way by the rest of the group. When a high-potential
person is up for a significant promotion, the management team completes a 360-
degree review. We also conduct psychological evaluations as part of the screening
and recruiting process. The purpose of that is not so much to rule out, it’s more
to be sure we have identified the strengths and weaknesses in people as well as other
areas where the person might be helped by either training or counseling.

e What keeps you awake at night?

The political and regulatory situation in California and in other major markets.
The fact that we tried a form of deregulation and free markets that hasn’t worked
well. How we’ll navigate what I would call the minefield of current laws and regu-
lations to get results that are acceptable to the public as well as workable for our
industry. In our case in California, the two other publicly held utility compa-
nies (P G & E and Southern California Edison) are either bankrupt or in finan-
cial difficulty. We’ve maintained our solvency and our good credit ratings, and
so we’ve been able to maneuver properly in the political process. It comes back
to risk management. When the law put a retail price cap in place back in 1996
for all three utilities in California, the risk of that price cap was, I believe, inade-
quately understood by the other two companies. We looked at it precisely from
a risk management perspective. We asked ourselves, Can we hedge it? Can we
hedge this retail cap? We did a lot of modeling about how we would work with
the margin that existed between the cap and our costs to move to a time when
the cap was no longer there. For example, we asked the California Public Utili-
ties Commission if we could have a risk management function, that is, a hedg-
ing function within the utility. They said they didn’t want us to be in the
longer-term contracting business. They wanted us to get out of that mode and
expose our customers to a spot market where they could make a choice of sup-
plier. Well, in that environment where we couldn’t hedge the cap by buying
forward, we concluded that the only way to manage it was to get out from under
the price cap as quickly as possible. The other two utilities thought that they



MANAGING HUMAN CAPITAL 79

could work through it or didn’t properly appreciate the risk involved in having
a retail price cap forward for four years. We did what are called value-at-risk
calculations. These are statistical analyses that use game theory to figure out what
the exposures and potentialities are. That’s a different kind of management style
from what most of the industry has engaged in the past, and we were successful
by taking a cautious and calculated approach.
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Steven Kerr
Goldman Sachs
Chief Learning Officer

e You are widely recognized for your work as chief learning officer (CLO)
and vice president of leadership development at General Electric. You
are also credited with developing GE's world-renowned leadership
education center at Crotonville. You joined Goldman Sachs in May 2001
charged with a similar mandate to help the investment banking
behemoth build out its next generation of leadership. Why do you think
companies have trouble institutionalizing leadership development?

I expected this question and I've thought about it, and the truth is that I really
don’t have a great answer. At Crotonville, we got several requests daily from other
organizations that wanted to study and benchmark what we were doing. The al-
ternative is for organizations to send their people to a nonaffiliated, expensive,
multiweek classroom setting to learn leadership. We ran Crotonville very lean: 44
people—28 U.S.—to train 360,000 people. We didn’t have our own vendors. We
didn’t have our own instructional technologists. We didn’t have secret theories
on leadership. In other words, throwing money at a problem doesn’t always work.
People credit former chairman Jack Welch with GE’s success. Welch was as much
an example of what GE produces as the opposite. He certainly improved it and
supported it. But in fact, it preexisted him. I tell people at Goldman Sachs that
I’'m really just a plumber. I don’t have secret theories or vendors or anything
that isn’t already known. I learned how to do this because GE is very, very good
at hooking everything up. They are no more interested in leadership develop-
ment as a dependent variable than any other company, but they have hooked it
up to compensation, hooked it up to manpower planning, hooked it up to ca-
reer backups and all the things that surround the so-called war for talent. It’s
plain good business to do ongoing leadership development. When people left
Crotonville, I could always predict their first two sentences. The first is: “T ex-
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pected more than that.” The second sentence is: “I can do that.” And yet history
says very few will.

e Would you agree that, more than just structured training, leadership
development involves stretch roles, cross-training, coaching,
and mentoring?

There’s an old saying, “Misery loves company,” but when you do the research, it
turns out that misery loves miserable company. Regarding leadership development,
all GE did was connect the training to career stages as people transitioned into
new roles, all the way down to the lowest levels. As you transition into new roles
inside GE, for example, if you are a new manager, or a new global manager man-
aging across time zones, you are put into a room full of other people who have the
same general problem and you discuss the issues and make connections and at
the end everything is connected better than it was at the beginning. GE under-
stands that when people go through career transitions they can use some targeted
help. I think this is why GE is so successful, and for the life of me, I can’t tell you
why other companies don’t copy it.

e Whatis an ideal framework for institutionalizing leadership?

Predictive leadership is the right approach. The best way someone is going to
be a better leader is to let him or her lead something, and the best way you’re
going to be able to know if you have a good leader on your hands is to watch
him or her lead something. The notion of the framework, or the overall theory
here, is popcorn stands, as Welch calls them. Popcorn stands are business units
not directly impactful to the core business. You put people into leadership po-
sitions when it’s far from clear they will do a good job in those roles, but those
roles will let you know whether they are capable of doing a good job and will
teach them. It’s like pre-season or spring training. If you aren’t sure somebody
can hit left-handed pitches, you don’t wait until the third game of the World
Series to find out. You find out up front, when it’s cost-free. GE has, as other
companies should, places and roles that act as incubators of talent.

e Many leaders want it done right the first time and don't want to let
their people make mistakes, but so much learning happens when you
make mistakes.

Mistakes are a fundamental part of learning leadership. A few little mistakes are
good. It’s ironic, because nobody likes to fail more than GE, but you have to per-
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mit failure in the popcorn stands in order to guard against failures in the main
businesses. Nobody knows how to prevent the first leadership experience from
being mediocre, but everybody is mediocre when they do something new. What
we can do, though, is keep the first leadership experience from being important.
You don’t label it as a popcorn stand because you don’t want to denigrate the
people leading and working in it, even though everybody learns in the popcorn
stand, everybody benefits, everybody appreciates the natural experiment. Think
of it as an experiment and build in feedback loops, perform 360-degree reviews,
build controls, protect from risk. It is essential for companies that are serious about
leadership to figure out where their popcorn stands are before people start mak-
ing mistakes in the core. Every company has popcorn stands, but few use them as
beta test sites for leadership.

e What are skills that good leaders have in common?

They’re great communicators—not necessarily charismatic, just effective at com-
municating. They have candor. They give a consistent message regardless of au-
dience. Also, Welch would preach that there are three types of boundaries, and
every action a leader takes has to break down one or more of these boundaries.
First, you’re always trying to blunt the boundaries between levels; those are the
vertical boundaries. Second, you’re always trying to blunt the differences be-
tween departments and regions; those are inside walls. Third, you’re always try-
ing to create synergies and remove barriers between you and the outside world,
which is customers, suppliers, regulators, and so on. You do this in different ways
depending on your position in the firm, but always tell yourself to break down
boundaries.

e 0One leadership expert recently noted that, with many companies reducing
their middle management ranks, managers no longer have five people
reporting into them—now, typically, there are 250 or 500 in their span of
control. So the ability for these leaders to communicate effectively
through all of the mediums is getting more and more important.

We now see courses—or at least brief sessions—that deal with email as a commu-
nication mechanism. People just assumed that email was another form of written
communication, but the early evidence is that people treat it as a different me-
dium altogether. They take more risks; people say things online that they wouldn’t
say in a memo, as if the thing couldn’t be turned into one. In email, they’re more
outspoken than may be appropriate, which can put the company at legal risk.
Equally important is to match the communication medium to the message: a
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memo is quick and cheap and goes to everybody immediately. It won’t, however,
do you any good when it comes to changing people’s minds. Alternatively, using
the one-on-one medium is more labor intensive, so you shouldn’t overuse it. These
are the things that almost nobody gets taught—the rudiments—not nouns and
verbs, but determining the purpose of the communication. What methods are
effective in changing peoples’ minds? Which methods work best to get something
on permanent record? Illustrating the false dichotomy between high-tech and high
touch, today’s young adults go to parties and sit without talking to each other.
Then they go online and share intimate experiences in chat rooms. As the younger
set grows into leadership positions, their ability to develop social skills through
modern media may turn out to be advantageous.

e  What are your thoughts on top-grading talent?

Some of the notion of top-grading is opinion and some is not. The way to start
looking at top-grading is to divide it into two parts: one is the ability to recognize
your “A,” “B,” or “C” players, and the other is what to do with them afterwards.
A lot of companies confuse those two parts. So you start with the fact that people
are not machines. We don’t all perform at the same level; by nature, we are not
designed the same, intellectually or otherwise. Therefore, you can’t choose not to
have a first core, a second core, and so on, of talent. The only thing you can con-
trol is what you do with that information. You therefore must acknowledge that
a system that does not permit you to know the difference between your top tier
and your bottom tier is a bad and useless system. No good can come out of such
self-deception. Whether you are having a banner year or having to downsize in
tough times, you should always know who your poor performers are and who your
stars are. Once you have them identified, you get to the second part of the top-
grading equation, and that’s where opinion enters. Some companies, such as GE,
make it very clear who their “A” players are and fire the bottom 10 percent every
year. The argument for this approach is that if your customers and clients want
10 percent more every year, then the product or service should improve by at least
10 percent every year, so shouldn’t your workforce make equivalent improvements
as well? Another reality is that you can predict more from selection than from
anything else. There are any number of sociometric scaling systems in which you
put people together by common likes or common this or common that, but there
is no system that causes top performance as much as hiring good people. Analysis
shows us that very talented people in mediocre systems will outproduce average
people in good systems. Some opponents of top-grading are quick to point out
that calling 10 percent “high potential,” in effect, lets 90 percent of the people know
they’re not perceived as high potential. This characterization could convince people
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they’re not worthwhile; then, self-esteem goes down and performance follows. It
never helps to drag self-esteem down. This is where the notion and process of top-
grading becomes opinion. Do you want to have an elite group of people, your stars,
treated as stars? Or do you want to bring in a more egalitarian system? Actions
tend to follow the established culture. The key, though, is first accepting the fact
that you can’t choose not to have stars and laggards. That’s part of life’s normal
distribution.

e Do you think that there is a trend toward changing the traditional,
transactionally focused HR department to a business unit that executes
a strategic human capital management plan?

Some of the changes that companies are making are merely semantic. The ques-
tion is: “Does this change anybody’s basic thinking?” The idea to call it human
capital “something” may be more acceptable in a performance-driven company,
but only to the extent that you build HR practices around results that are im-
portant to the organization and its major constituencies. It isn’t like getting your
karma together; it’s about increasing shareholder returns, product quality, and
so on. So, if that’s the implication, then I think that is a meaningful change. We
need to think of HR not so much as a series of transactions but rather in terms
of outcomes and, more specifically, business outcomes. This is a real change in
emphasis, with important consequences. However, some companies are just
using the latest buzzwords and not intending to really change what they do or
how they think.

e What are ways that companies can show an intention to change—that
is, specific actions to support the words?

Just as an example—not that it’s defining, but it is typical—Goldman Sachs went
to a human capital approach late in 2001. For the first time in the firm’s history—
at least in recent history—the head of human capital is on the management com-
mittee. Other companies may chose to put their HR directors on the corporate
executive council, executive committee, or operating committee to give those
executives a higher place in the ranks so that they are at the table when it comes to
strategic decision-making and are closely connected to the business goals and strat-
egy. Therefore, the twenty-first-century human capital manager may have run
businesses, had P & L responsibility, or worked in a variety of operational or
managerial roles, as opposed to a traditional HR background. Every signal, includ-
ing not being at a meeting, is meaningful. Every nonvote is a vote. Being hands-
off is as much of a signal as being hands-on.
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e What can you tell us about Goldman Sachs’ Pine Street Project and
what it is doing to change the culture?

It is Change Leadership 101. When you go to a very successful place, it’s harder
to initiate change. It is resisted because people are justifiably proud of what
they’ve done. So, part of the plan is purely technical. For instance, as a firm, we
may do 20 things that appear goofy. But the fact is that 15 of the 20 are probably
functional. This place became the leading investment bank on Wall Street
for 100-plus years despite having had some dysfunctional systems and processes,
just like every company. So maybe 15 processes are functional, and of the other
five, two are no longer relevant, and three are just plain goofy. The trouble is,
you don’t have any sign on things saying what is baby and what is bathwater, so
the challenge is to save the one and throw the other out, identifying how the
organization is different from what the research recommends. That is my job
here. Take setting stretch goals, for example. There’s a whole bunch of litera-
ture on goal setting that says that you set goals that are possible. People try; there
are a lot of reasons they don’t perform optimally. Welch would say an over-
stretched executive is the best executive because he or she doesn’t have time to
meddle. So the overextended executive sits and tries to control 25 to 35 people,
whereas the research is saying it should be around eight people. It’s interesting
when people do goofy stuff, especially when they’re high performers.

e |s Pine Street an actual physical entity like Crotonville?

Yes, but the budget doesn’t permit you to bring everybody in all the time, so we
need to factor in online learning, videoconferencing, and traveling road shows, and
we have regionally based centers of excellence. It has to be lean, and the best resources
are what we call resources in place. They are people in your divisions who can add
value to what you are doing. For instance, we’ll create a Global Learning Council
and have people from the business help build curriculum and test ideas on what
should be done centrally and what should be done divisionally. Like Crotonville,
we’ll have most of our Pine Street faculty members come in for a set period of time,
usually two years, and then leave. We call these global mobility assignments.

e How can CEQs use the role of chief learning officer or otherwise apply
learning in their companies?

Maybe the place to start is with the old equation: ability times motivation equals
performance. If you want something to change, you’ve got to make people able to
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change and you’ve got to make them want to change. Let’s illustrate with two
positions: the chief information officer (CIO) and the CLO. The CIO should worry
about hardware and software compatibility, knowledge management, bandwidth,
and these sorts of things. The CLO, on the other hand, should worry about moti-
vation and incentive. You can build the best systems in the world, but there is no
computer so sophisticated that it waits until its owner goes home at night and then
it turns itself on and sends important information around the company. The basic
reason people don’t share information is because they don’t want to. Now we are
back to the idea of blunting boundaries so that these roles supplement each other.
What is it about the company’s politics and reward systems that prevent informa-
tion from being shared? The CLO’s role is to locate knowledge from outside—
whether you call them good ideas or best practices—and bring those in. He/she
also identifies best practices within a firm, and moves all these around and makes
knowledge affordable and available. If you need a problem solved and there isn’t
the right knowledge around to do so, you create your own. You are creating, you
are transporting information, and you are making it useful and beneficial to share.
Learning is simply converting information into behavioral routines. This process

changes how people behave and, ultimately, how companies perform.

William Coleman
BEA Systems
Chairman and Chief Strategy Officer

e What is your management philosophy?

My management philosophy is based on a set of timeless values so that people
understand and trust me and my capability. First, I start with the fact that the
company only succeeds if it brings real value to customers and shareholders. To
create real value, there are really only three things a CEO can do effectively and
must do personally. The first is to give a vision, a direction, for your company that
will offer a true value proposition to all your constituencies. The second thing is
to hire and grow great people, and the third is to organize the company to make
those people effective. A guiding principle I use is that a CEO’s job is to grow the
people who can grow the business and to provide the metrics and resources that
enable people to grow the business. Granted, as a CEO, you have a lot of oversight
responsibilities for your senior people, but if you try to step in and do their jobs,
you are not going to develop and empower them.
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e Would you elaborate on how CEQs can hire and develop executives
to grow a business?

It depends on the stage of a company. A company that is just getting started and
growing very rapidly probably doesn’t have all the talent it needs. In fact, the
only way to grow a fast-growing company is from the top down. In this stage,
you should bring in top performers, people who have “been there, done that”
and who therefore know how to hire and develop other top-performing people.
These top people should also be specialists of the areas your business is growing
in; in that way, they’ll really serve as change agents by raising the level of critical
parts of the organization. Strategic external hires can take your company to the
next level. Once you get to be a company of critical mass, however, it isn’t fea-
sible to continue to grow at or above the industry rate without growing the
organization organically and through the ongoing development of your own
people. Once your organization is very large, you must develop your talent largely
from within; if you only go outside for talent, you’ll constantly upset the cul-
ture that’s in place, and your time will be spent retuning the company to adjust
for these disruptions. Managing growth is always a challenge, but to develop a
company from start-up to a complex organization, there is a paradigm. To do
it right, you have to grow the company from the top down first; then, those
people create the management infrastructure beneath. Once this process is in
place, it creates growth exponentially. At this point, if you rely entirely on a
bottoms-up strategic for organizational growth, you’ll constantly be reinvent-
ing the company’s workforce, at the expense of operational and other key areas
of growth.

e When you make a strategic external hire, what do you look for in terms
of skills?

In many instances, we still need the “been there, done that” person. So, we look
for people with the right kind of experience. That’s a given. But the two most
important criteria for these recruits is whether they fit in with the culture of the
company and whether they are likely to be effective managing in the environ-
ment that we have built over the years. I've seen companies bring in a ton of
vice presidents and division presidents without much regard for cultural fit, and
only about one in four stay on for more than a couple of years and become long-
term contributors. So, it’s as much about whether their management styles and
philosophies work in the new environment as it is about how good their skills
are.
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e Your business is all about intangibles and intellectual property because
it involves both people and software. Is there a single skill set thatis a
strong predictor for success in this environment?

If you think about the industrial age, it was an era when humans were really re-
garded as just another resource: How many interchangeable people can you put
on the production line? Then, we experienced a major shift in attitude as we started
to develop a middle class and the knowledge worker emerged. When Alvin Toffler
wrote Future Shock in the sixties, it was about a world moving toward a service
economy. Well, we are going to a service economy, but it wasn’t the one he pre-
dicted. Our service-based economy is at a much higher level: it is an intellectual
capacity—driven service economy. In this world, people are your primary assets.
So, growing people, teaching people, empowering people is how you succeed in
our economy. I believe the priorities for companies are: first, a total customer focus;
second, employee empowerment; and third, teamwork. Empowering people and
fostering good teamwork are two things that don’t happen without a lot of work
because, often, empowered people don’t look at themselves as the best team play-
ers. It’s the teams that really win, not necessarily the individuals in them or the
teams with the best positions.

e What kinds of teams are most effective in today's
service-based economy?

There are two functional areas that historically have been buried way down in the
organization but are now the keys to empowerment and growth in the twenty-
first century: human resources and information technology, or management in-
formation systems (MIS). MIS is a powerful tool for productivity and change
because it makes people more productive. The human resources field has taken
some turns over the last century. It came about in the World War II time frame
and it evolved in the late seventies and eighties as “personnel.” “Personnel” was
really about creating career paths. But career pathing as it turned out was not re-
ally a mechanism for promoting people; instead, it was a mechanism for control-
ling their expectations about how fast they could be promoted. Under this rubric,
there were steps to advance and rigid protocols that were very uncreative but were
useful, considering that in this era, most people stayed with one employer through-
out their whole careers. Then, we went through a major attitude change in the
late eighties through the nineties, when the “war for talent” started and the no-
tion of personnel morphed into human resources—which is the worst thing to
call it. If you think about it, it’s like a throwback to the 1920s; these are not really
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people, they’re just another resource, like cash and facilities. Human resources is
a stiff term, but the focus has begun to be more about what we’re doing with people.
It is still in evolution; HR still handles all the maintenance things such as salaries
and benefits, but it also tries to provide a nurturing environment in which em-
powered employees can fully develop their potential. An empowered employee
should not look to the company for growth; he or she should look to the com-
pany to provide the facilities, the guidance, the path, and the opportunity to move
forward. Ideally, it is a sort of bond between the company and the employee. At
BEA, we don’t want passive employees who wait for the company to say, “Okay,
here are the things you need to do to become a district manager.” We want to hire
intelligent change-makers who can demonstrate leadership and who will seek out
opportunities within our organization. Our part is to provide mentors and coaches
and facilities and processes that empower these people to develop themselves.

e Have there been times in your own career when you felt extremely
empowered and really began to spread your wings?

It’s living through failures that has been the biggest influence on me. I've always
been very goal oriented, and, after a failure, you are forced to think about goals,
make decisions, and take action. For example, I was in the Air Force in 1976 and
was distraught when I was not selected for the astronaut program. I had to ask
myself if I wanted to continue in the Air Force or do something else. I had to find
out what I was passionate about, and the answer was software. Software appealed
to me because it is not restricted to any specific field, so I could participate in any
business in any market in any organization. That eventually led me to GTE, where
I had a highly successful career. The next major influence on me was when I left
GTE to go to one of the first dotbombs, VisiCorp. I consider that the most tech-
nically challenging and interesting time of my life, and I built what I thought was
one of the best development organizations of the time. However, Lotus 1-2-3 then
stormed into the market, and Microsoft copied our technology to create the first
Windows system. All of a sudden, our company went under. That was a real ca-
tharsis for me, and it helped me realize that it can’t all be about technology; it needs
to be about a lot more. I thought about what my goals were when I left the Air
Force. My goal was to run software development for a Fortune 500 company by
the time I was 45. So, I went to Sun Microsystems and, thanks to my 10 years
there—which were much like a learning laboratory—I achieved that goal by age
41. At the time, the company was in the middle of an apocalyptic downturn, and
I was asked to take over six divisions that competed fiercely with each other. That
was a real lesson in leadership and, over time, helped me to realize I could apply
those skills to something else, something of my own. That is when I came up with
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the idea for BEA Systems. Breakthrough ideas for me have come from being in-
trospective at times of failure—not from times when I was very successful, because
at those times I didn’t have to think so deeply about my next moves.

e Do you have a mentor or trusted advisor?

There is a role for a trusted advisor, but I also think there is a role for a CEO net-
work. I'm fortunate to have both. I have two people I rely on as advisors from
different aspects. One is Carol Bartz, who is on my board and is chairman and
CEO of AutoDesk, and the other is Bill Janeway, managing director of Warburg
Pincus, who funded this company. I’ve known them for many years, and I know
that I can call them as many times as I want and they are both willing to go out of
their way to give their insight on any issue I have. I am also part of two formal
CEO networks here. One is the Center for Creative Innovation, which is run by a
group sponsored by McKinsey & Company, and it is made up of CEOs from Sili-
con Valley companies that don’t compete with one another. We meet quarterly
to discuss various topics, bring in expert speakers, and try to solve real business
issues. When I joined the group, BEA had under a billion dollars in revenues, and
it was great to get feedback and support from CEOs running companies five to
ten times our size. The other CEO network I’'m involved in meets twice a year,
and it consists of CEOs or heads of software from the 30 largest enterprise soft-
ware companies in the world. Over time, with both of these, you build a network
of people you can call on for advice. The situations we all face are at once unique
and not unique, so, no matter how good a CEO is, input from a variety of sources
is essential.

Teaching leadership

Henry Mintzberg
McGill University
Professor of Management

e  You've studied and taught about the art of management throughout
a long and distinguished career. In your view, what attributes make
a great leader?

We’re living in the age of heroic leadership, of idealizing our leaders, but a lot
of that is negative in effect and even dysfunctional. I'm a fan of what I call man-
aging quietly—leadership that just stays in the background and gets things
done.
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e |t's been said that the ultimate leader puts himself or herself
out of business. Would you agree?

Not out of business, just out of people’s hair. It’s what I call engaging leadership.
The job of a leader is to bring out the energy that exists within people and direct
it toward the enhancement of the organization.

e  You've written that leadership is practiced on three levels:
the information level, the people level, and the action level.
How do these levels interrelate?

You can manage through numbers and information, which is the MBA way of
managing. You can manage through people, focusing on the interpersonal aspects
of business, and you can manage action directly, meaning that you get down there
and actually control what is happening, take charge of projects yourself. I think
management has to happen on all the levels. My concern is that too much man-
aging today happens at the information level only. That mindset is being at a dis-
tance. The term “human resources” is the worst term ever coined. 'm not a human
resource, ’'m a human being. As soon as you start thinking of people as human
resources, you've taken the people level down to the information level and you’re
treating people as data or as things. The three levels have to be in balance; that is
the challenge of leadership.

e What is your view of executive MBA programs as compared
to the regular MBA curricula?

My view of regular MBA programs is that they train the wrong people in the wrong
ways for the wrong reasons. The people who go through these programs, typically
in their late twenties, are too young and inexperienced to appreciate the educa-
tion. You can’t create a manager in a classroom. You can only take people who
are managers and understand management and help them improve their practice
of it. And my view of executive MBA programs is that they train the right people,
but in the wrong ways for the wrong reasons—because they take people who are
experienced and then they do exactly what they do with the regular MBAs. They
take a program that was designed for people without experience and they give it
to people with experience. So it doesn’t make sense at all. In our International
Masters Program in Practicing Management, we have a different approach. Our
philosophy is based on three principles: number one, you only take people who
are already managers. Number two, they must be sent and sponsored by their
employers. Number three, they must remain in their jobs in order to link theory
and practice, so we bring them in for short bursts of time. And we draw as much
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as possible on their own experience in the classroom, so that, instead of focusing
on other people’s experiences, as in cases, they are able to focus on their own and
apply the ideas to situations that directly affect them.

e  Give us an overview of the program, if you would.

Employers select four to five high-potential managers to participate in our pro-
gram, which extends over a 16-month period, in five two-week modules. The
modules are held every four months or so, and each one is conducted in a differ-
ent part of the world, as a partnership of schools in Canada, England, France, India,
and Japan. It’s a true partnership; there is no “lead” school. The first module, on
managing self, is held in Lancaster, England, and is entitled “Managing Self: The
Reflective Mindset.” The second module, at McGill, is “Managing Organization:
The Analytic Mindset.” The third module, in Bangalore, India, is “Managing
Context: The Worldly Mindset” and the fourth, in Japan, is “Managing Relation-
ships: The Collaborative Mindset.” The fifth and final module, “Managing Change:
The Action Mindset,” is held at INSEAD, the prominent business school. Vari-
ous activities link theory and experience. After each module, for example, the
managers do reflection papers linking what they learned with their jobs and the
companies. So it’s very personalized and built around their own work lives.

e |t sounds as though there is a lot of emphasis on the so-called soft skills
that leaders are increasingly called upon to employ.

There is a blending and integration of them with the more traditional skills. The
softer skills are particularly emphasized in the Lancaster and Bangalore modules,
which are on the reflective and worldly mindsets, respectively. The first one touches
people very deeply because it really focuses them in on themselves. They’re not
just reflecting on their own experience and discussing the everyday dilemmas of
balancing family and job pressures, but rather, looking at who they are and where
they fit into the scheme of things. It tends to hit people hard, and is often a life-
changing experience. The module in India promotes a real shift in that India it-
self is so different from what most of them are used to, and typically causes them

to reassess their own world.

e Alot of companies are now making a real effort to institutionalize
leadership; why do you think it is so difficult to do?

Because leadership is a personal chemistry, not some kind of technique to be
“institutionalized.”
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e How are businesses and educators preparing tomorrow’s leaders
in the area of change management?

I have a very different perspective on this that some might find surprising. First of
all, most things are not changing. Most things are staying the same. We just don’t
notice what isn’f changing. You didn’t get up this morning and say, “Oh, my God,
I've buttoned my shirt.” People have been buttoning shirts for centuries. You didn’t
notice it because everyone gets up and buttons shirts. You didn’t get up this morn-
ing and say, “Isn’t it funny that 'm driving to work in a four-cycle internal com-
bustion engine?” So we notice what is changing, not what is unchanged. And now,
as it happens, information technology is changing. So the Web and email get our
attention, and we don’t notice all the things that aren’t changing. In fact, I think
America is an incredibly change-resistant society. This is the only country I can
imagine that would have an election where the winner got fewer votes than the
loser, and yet there’s no action being taken to change the Constitution. America
is the only place left on earth, with the partial exception of the United Kingdom,
that still uses a system of measurement that was outmoded two hundred years ago.
We obsess about change. We get a lot of trivial change, a lot of cosmetic change,
nonsignificant change. People get all excited about the new models of automo-
biles every year, but have automobiles changed significantly in decades? They are
more comfortable, and we can put six CDs in now. But it’s still basically the same
technology that runs about the same speed and serves exactly the same function:
It gets you from point A to point B.

e What about change management in education?

There’s no change without continuity, so any management of change, any discus-
sion of change, has to be accompanied by a discussion of continuity. Perpetual,
unrelenting change is basically anarchy, and none of us would tolerate it for very
long. The best change management curricula are those that teach about change
within the context of continuity.

e What is the ideal path for young executives who aspire to be leaders?

There’s the MBA route, which I believe is flawed for the reasons we’ve already
discussed. The other approach is to get to know a business and an industry ex-
tremely well and hone your skills in something to which you are really dedicated.
It’s hard to be passionate about things you don’t know really well, and it’s hard to
excel without passion.
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Heinrich von Pierer

Siemens AG
Chief Executive Officer

At the dawn of the twenty-first century, globalization is charting the direction and
defining the dynamics of economies throughout the world. Traditional national
markets are being superseded by a fiercely competitive global business arena gov-
erned by free and ever more complex flows of goods, capital, and people. In this
almost Darwinian environment, knowledge has become the decisive success fac-
tor. More than ever before, a company’s competitive edge in the global market
depends on how well it trains and develops its people, networks them, and man-
ages their pooled knowledge—or, in the rather dry language of economics, how
well it leverages its human capital.

Surprisingly, this basic fact isn’t reflected by reality in the business world. A
recent study determined that only 20 percent to 40 percent of a typical company’s
knowledge is actually utilized. This wastefulness is enormous and alarming; in a world
increasingly driven by new ideas and their speedy implementation, it can be fatal.

A global player like Siemens, with over 450,000 employees working in more
than 190 countries, faces special challenges: recruiting the best people at every
location worldwide, keeping their professional knowledge and skills state-of-the-
art, and making sure this vast pool of know-how is networked, accessible, and used
throughout the company.

Since our founding over 150 years ago, innovation has been our lifeblood.
Today, growing and managing the knowledge that fuels this innovation has be-
come an enormously complex task. We have research facilities in 30 countries,
56,000 employees dedicated to R & D, and over 120,000 engineers. Last year, we
generated more than nine thousand inventions and continue to rank number one
in patent applications in Germany and in Europe. In the United States, the most
intensively contested market in the world, we currently rank sixth in volume of
patent filings. About 75 percent of our sales come from products that are less than
five years old. All of this is critically important for keeping a leading position in
our industry. And all of this ultimately depends, in turn, on how well we nurture
and network human capital and knowledge, our greatest assets.

Success depends not only on hiring the best but also on keeping your people
state-of-the-art. Lifetime learning has become critically important in our fast-paced
world, particularly in high-tech industries. At our company, lifetime learning be-
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gins with a worldwide apprenticeship program. During the past year, we trained
12,600 apprentices, 9,500 of whom were in technical professions and the remaining
3,100 in business administration. We have taken Germany’s “dual system” concept—
vocational training combining classroom education with on-the-job practical ex-
perience—and have had great success exporting this system to our operations in
various countries throughout the world. The great advantage of this system is that it
enables a company to adapt vocational profiles quickly and flexibly to changing
industry needs. In recent years, for example, we have introduced new professional
fields such as mechatronics—the combination of mechanics and electronics—ap-
plications development, project planning, and logistics. We also have founded five
technical academies that train young people for two years (including six months’
practical experience) in fields such as data and communications technology, auto-
mation, and mechatronic systems. As needs grow, we expect to extend this acad-
emy system to other locations around the globe.

In the past fiscal year, we invested over 500 million euros worldwide in voca-
tional training and continuing education programs. Winning the “war for talent” isn’t
enough; one must be able to retain the best and brightest once they have joined the
company. This means permanently updating professional knowhow and skills, as well
as ensuring that our people have the necessary methodological, social, and intercul-
tural competencies. In a typical year, more than one hundred thousand employees
participate in programs ranging from management seminars to Web-based courses.
In a business world in which lifetime employment with a company is a relic of the
past, “employability,” that is, keeping people qualified for future work either in the
company or in the general job market, has become a must. It keeps people motivated
and committed. And it is the best guarantee for sustained professional success.

One thing to bear in mind regarding vocational training and continuing edu-
cation: the less effective the original educational process—in schools and universi-
ties—the greater the subsequent burden on a company. Continuing education
should not—and cannot—be a cost-intensive repair program for deficient educa-
tional systems. It is thus not only a matter of good corporate citizenship, but is also
a sound business practice, for a company to support the improvement of local edu-
cational systems wherever it operates. This is particularly important in developing
countries, where company-sponsored school and university programs help raise
general educational standards. These programs include research partnerships, in-
ternational student exchanges, scholarships, graduate programs, awards for academic
excellence, company internships, and project funding.

Having a global workforce of well-trained, highly skilled people obviously isn’t
enough: the workforce must be efficiently networked and leveraged to maximize
benefits across the company. Thanks to the Internet, the flow of information has
become instantaneous and universal. Our people now have unprecedented access
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to colleagues at every location throughout the world. Virtual teams, for instance,
can now work on projects around the globe and around the clock, passing on data
from region to region. In addition, we have set up a global knowledge manage-
ment system called ShareNet, which makes a database of project information avail-
able to anyone who needs it throughout our operations. This eliminates duplicated
work, speeds results, and cuts costs. A wealth of accumulated knowledge and years
of practical experience is now just a mouse-click away.

Networking our workforce offers other advantages. An electronic international
marketplace, for example, provides our people with an instant overview of what
positions are available at a given location or in a specific region. At the same time,
the system facilitates the search for internal experts needed for specific projects. This
human resources development database provides maximum job transparency, pro-
motes international transfers and stronger diversity, and helps optimize the filling
of positions. As a true global player, we place a premium on having our managers
gather extensive experience in a broad range of businesses and geographical regions.

The Internet also plays an increasingly important strategic role in recruiting.
Our system currently attracts 120,000 applications a year, and those are in addi-
tion to what we receive through traditional recruiting channels.

Without close networking, without a global human resources strategy, no
globally positioned company can effectively manage its business. In recent years,
the international share of our total business has increased sharply, and our
workforce distribution reflects this trend. In 1980, some 67 percent of our em-
ployees worked in Germany; today, only 40 percent do. We, like other companies
in similar positions, now have to ensure that employees everywhere share a com-
mon corporate culture, common standards, and common goals, and that they are
fully integrated into a global community. Only when our human resources sys-
tem functions smoothly, only when it is backed by strong leadership at every level,
can we hope to leverage our global strengths into lasting success.

ershi . na lead

Jeffrey Pfeffer

Stanford University

Thomas Dee 1I Professor of Organizational Behavior,
Graduate School of Business

e What is the best approach for companies to institutionalize
leadership development?

A lot of companies have gotten off-track in trying to substitute classroom expe-
rience for real experience. Classroom experience has an important role, but you
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also need to put people in positions with a lot of responsibility, where they can
actually do things and make decisions and practice and refine their decision-
making and leadership skills in the real world. The best model is to take rela-
tively junior or inexperienced people and treat them as if they know something,
because sometimes they actually do, and they will rise to the occasion. Leader-
ship development really requires putting people in positions where they are able
to make things and do things. There has been some valuable research conducted
by my colleague, Charles O’Reilly, that shows that there are two basic guide-
lines for developing high-performance organizations. The first is to have a set
of values and a philosophy that says your people are important. The second is
to have a set of management practices that make those values real. There is an
interdependent relationship between a company’s values and its practices, and
companies cannot build effective leadership programs and high-performance
cultures without really believing in and acting on the underlying philosophy of
putting employees first.

e  How should CEOs determine who receives leadership development?

Everybody should be given the opportunity, until proven either not interested or
incapable. A fast-track program is very demotivating to the people who aren’t fast-
tracked. If you want to grow your company at a good rate, you cannot afford to
have a relatively small set of people prepared to take on larger roles. You need a
large set of people who are prepared to take on larger roles. This is consistent with
the concept that everybody talks about but very few actually act on, which is that
everybody should be a leader at some level.

e So, you put a lot of people in stretch roles to test their leadership
abilities. What level of tolerance is optimal for a new leader to
make mistakes?

You should be given lots of room to screw up, because nobody is perfect. It’s
not just giving people stretch roles and objectives, it’s also giving them social
support. One of the nice things about team-based organizations and organiza-
tions in which there is less internal competition is that when people are put into
new roles, there is an expectation that they will need and receive advice and help
from people both higher up in the hierarchy and lower down. Think about how
powerful that model is, in which people are recognized and rewarded for help-
ing others succeed.
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e What should the reward system be like to maintain
a team-based organization?

It should be more communal, as opposed to an individual, pay-for-performance
structure. Youw’d use elements such as pooled bonuses or profit sharing or stock
ownership or some combination, so that people are rewarded for the performance
of the company as well as of their unit, and then augment that with a smaller com-
ponent for their individual performances. The reward structure is based on col-
lective rewards so that people have an interest in seeing the enterprise as a whole
succeed.

e What are the elements of a sustainable competitive advantage?

Human capital is the only sustainable element of competitive advantage. Finan-
cial capital is quite accessible. It moves with the speed of an electronic impulse.
Technology doesn’t give you very much competitive advantage, mostly because
everybody has access to the same basic technical information. Once during a ven-
ture capital conference, somebody came up to me and asked, “What’s all this
human capital stuff?” and I said, “Well, where do you think competitive advan-
tage comes from?” and he said, “Well, competitive advantage comes from the fact
that we have this technology which is really unique and outstanding.” I said, “How
did you get such a unique and outstanding technology?” It was either taught in
school by professors or it originated in someone’s head. Ideas are relatively easy
to find. Every day in the shower, you get ideas. If you’ve got the idea, probably
thousands of other people have as well. The real competitive success comes from
the ability to implement that idea, to get the team focused, to get the team work-
ing together. Competitive advantage comes not from ideas or concepts but from
people, people who have the ability to actually implement ideas and concepts. Once
you build a strong culture, it is very hard to duplicate it because of the values and
philosophy ingrained in that culture. Instead of copying and benchmarking what
successful companies do, you should emulate how they think and how they re-
gard their people.

e What about going outside the company for leadership talent?

The grass is always greener on the other side; that is part of the phenomenon of
companies looking externally for talent. True, we’re in an intellectual-capital world,
where the real source of competitive advantage comes from your ability to have
smart people who can do great things for your company. But it is a fallacy to think
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that the only way to make that happen is by going outside for talent or hiring only
smart people. If you look at competing companies where one is remarkably bet-
ter than the other, the reason this is so isn’t always going to be because the better
company has smarter people. Likewise, there are countless examples in which a
company has loads of amazingly talented people; yet, because they operate in a
system where people aren’t permitted to use their talents to the fullest, the com-
pany fails to bring products to market or gain market share or be successful in
other ways. Many companies spend so much effort hiring experienced and tal-
ented people, then drop the ball once the new hires are on board, by telling them,
“Just do what you’re told, and here are the constraints and controls.”

e How should companies build a high-performance system that allows
people to use their talents to the fullest?

First of all, because it is inevitable that you will have to go outside for talent, hire
people who share your philosophy and who fit the culture of the organization.
You should not just hire people for their technical skills and experience. They
should agree with and be congruent with the values and culture of the organiza-
tion. You also need to help them understand how they are supposed to work in
the organization and what the expectations are so that they are constructive to
the culture. In addition to hiring right, get rid of the people who are disruptive
to the culture. Companies do an equally poor or even poorer job of that.

e What can CEOs do to turn around an organization, or to correct
a bad culture?

It depends on where the problems are coming from. If you’re in an industry that’s
dying, there’s probably not much you can do except get into another industry.
The quality movement had within it a couple of good ideas, and one was that you
tried to get down to the root cause of problems. It’s called “root cause analysis,”
which means you ask “Why?” five times or more until you drill down to get at the
basic problem. So, for example, when somebody says, “Our profits are down.” You
ask, “Why?” “Because our sales are down.” “Why?” “Well, our sales are down
because our customers aren’t buying our products.” “Why?” “Because our prod-
ucts are perhaps late or they’re not fitting the needs of our customers.” Why? And
so on until, finally, you discover the root of the problem. Many companies are
very superficial in their analysis of these issues, and therefore never solve the basic
problems; and, since they don’t fix anything or the right thing, nothing really
changes.
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e There is a shift in thinking about which skills ensure success
for today’s leaders. The consensus seems to be that it's not
enough just to have business acumen and smarts, but that
the softer skills of active listening and empathy are also essential.
Is this a result of the intangible asset world we live in
or something else?

That’s one reason why the emphasis on soft skills has been elevated. The other
reason is that hundreds of thousands of middle managers have been taken out
of organizational structures; therefore, everybody has to learn how to manage
more people. If my span of control is a few people, then I don’t necessarily have
to have any soft skills, because I can watch these few people every minute. How-
ever, as we've removed layers of management, people have had to learn how to
get people to do things without direct supervision. You are also persuading many
more people, and the soft skills are required for CEOs and line managers. By
the way, the soft skills are actually much harder than the hard skills, since they’re
much harder to learn and much harder to duplicate. Anybody can read a finance
book and learn how to do capital asset pricing models. The irony is that a lot of
the things that people think are the hard skills are, in fact, easily learned
and easily transferred and, therefore, cannot provide a sustainable competitive
advantage.

e Whatis your advice to CEQs about knowledge management?

Knowledge management is not about intranets and Lotus notes and all the stuff
around technology. It’s about having an organization in which people are both
encouraged to, and have the time to, talk to each other. The great paradox is
that everybody talks about building a learning organization but no one wants a
company where anybody learns anything—because learning, by definition,
means having the opportunity to do things that you’re not very good at, and
that requires a large investment in people’s development and a certain amount
of inefficiency. Everybody talks about knowledge sharing and knowledge man-
agement, but if you had time to actually learn something from somebody else,
in many companies, people would say, “Well, you know, we haven’t fully loaded
your work day, because how can you possibly have time to talk to and help out
other people?” Few companies would support a whole day of nothing but brain-
storming, and it would probably be considered inefficient to take a day or two
off your project to help someone else, but these are some of the best ways to
share knowledge.
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e \What are your views on the war for talent and how companies
will compete for the top people?

It is certainly a demographic fact that there will be fewer qualified people in the
job market; however, it is a fact completely irrelevant for many companies because,
unless you intended to hire 100 percent of the workforce, you don’t care what the
workforce is as a whole. I have found that there is never a shortage of people in
companies that are great places to work. For any given organization, all you need
to do is make sure that you have a place where people want to be and want to excel.

e What two or three skills should CEOs really focus on and develop?

There are the obvious skills such as persistence and the ability to communicate.
However, another great paradox of corporate life is that everyone wants to earn
extraordinary returns, and they want to do it by benchmarking what everybody
else is doing. But you cannot benchmark your way to the top. At best, you can
benchmark your way to the middle, because you don’t achieve exceptional results
by copying other people; and that’s true whether we’re talking about products or
organizations. The way you achieve exceptional results is by having the courage
to listen to customers, listen to the marketplace, and do different things. If you do
what everybody else does, you’ll get pretty much the same results. And, courage,
by the way, is in very short supply.

__ Compensation and reward systems based
on performance and business strategy
Pearl Meyer

Pearl Meyer & Partners
Founder and Chief Executive Officer

e What are the latest trends in compensation?

The most significant change in executive compensation packages over the past
decade has been the shift to pay-for-performance programs that are focused on
stock-based incentives to motivate and reward the creation of shareholder value.
This evolution reflects the priorities of institutional shareholders and the corpo-
rate governance movement, as well as heightened scrutiny by the media. These
trends and the historic rise in stock prices over the past decade have resulted in a
sharp increase in compensation and extraordinary levels of executive wealth. For
2000 and 2001, 91 percent of CEOs pay at the top 200 U.S. industrial and service
companies was variable, with as much as 70 percent based on the price of the stock
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and only about 20 percent based on business and financial performance. The
top 200 CEO annual salaries have come to average over $1 million, despite the
fact that non-performance-based earnings over $1 million are not tax deduct-
ible. A number of CEO pensions—income for life—are also in excess of $1 mil-
lion per annum. At the end of fiscal year 2000, CEO equity holdings at the top
200 averaged $124 million, compared to $39 million at the end of fiscal 1996.
That included direct stock ownership of $73 million and unrealized option gains
of $51 million. Concurrently, shareholder return expectations during the 1990s
rose to new heights, cycles have become more volatile, investor patience is more
limited, and senior executives are accorded a very limited window in which to
produce anticipated results. To illustrate, the number of new CEOs among the
top 200 doubled from 1999 to 2000, and that pace continued in 2001. Execu-
tives rightly perceive themselves to be at risk for their jobs, their reputations,
their pay, and their accumulated capital. This perception is reflected in the in-
tense drive for financial and job security and a proliferation of escalating rewards,
as well as employment contracts and change-in-control protections with plati-
num parachutes. Other special rewards, typically megagrants of options, have
become commonplace as ways to recognize successful merger and acquisition
deals, turnarounds, the sale of an enterprise, and other major transactions or
extraordinary achievements.

e Going forward, what will be the trends in compensation?

For 2002, we see companies continuing to seek buoys for their underwater op-
tions and stock loans. Salary increases will slow, bonuses for 2001 performance
will be cut or eliminated amid extensive layoffs, and there will be some shift away
from options to long-term performance incentives and restricted stock grants.
Looking ahead, companies’ most critical compensation challenges will be focused
around rebalancing their pay programs to move away from an overreliance on
stock options and the stock market to fund their compensation and benefit
programs. Redesigned compensation programs will reflect the true elements of
performance, incorporating each company’s specific strategy and goals. Such
programs will reward executives for sound business management that leads to
superior long-term financial results and that creates superior shareholder value.
At the same time, companies need to reestablish their relationships with and trust
of executives and employees. Companies will make a point of building “early
success” opportunities into their annual and long-term incentive plans with in-
creased leverage for exceeding targets. Such programs will incorporate some
protection in stock market downturns, although companies will be challenged
to do so without weakening the essential linkage to shareholder interests.
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e What specifically should companies focus on?

Pay plans must be rebalanced to place more weight on incentives focused on busi-
ness and financial goals and rewards for results achieved, rather than relying solely
on stock prices to motivate and reward. Such incentives lengthen the performance
horizon and recognize that management is a long-term job. However, we strongly
recommend that companies also take action to ensure that key executives main-
tain a significant equity interest in the enterprises they run, without “giving away
the store.” The first step is correcting what we have long maintained is compa-
nies’ overuse of opportunistic pay vehicles whose weaknesses were easily over-
looked when the market seemed on a one-way ride north. Chief among those is
overdosing on the standard 10-year stock option granted at fair market value—a
misguided “one size fits all” approach. It frequently leaves optionees either highly
vulnerable to—or beneficiaries of—stock market shifts beyond their control. More
flexible option vehicles are needed—vehicles that can be tailored to meet each
company’s business strategy and human resources needs. The nonqualified op-
tion can be easily customized as to term pricing, participation, performance ele-
ments, vesting terms, and exercise rights. Among the many available alternatives
are performance-accelerated stock options, performance vesting options, premium
priced options, and truncated options.

e What is the role of the board in compensation?

The board has responsibility for compensation, which it generally delegates to the
compensation committee. The compensation committee, depending on the char-
ter of each company and the committee’s charter, which is determined by the
board, usually has total purview over executive compensation as well as overall
employee compensation and benefits programs, and the administration of stock
plans, including grants. However, during the last 10 years, boards have empow-
ered their compensation committees to oversee performance as well as pay. This
delegation has made compensation the most active and powerful of all board com-
mittees, meeting more often and having far more impact on corporate affairs than

audit and finance committees.

e  Given these responsibilities and authority, what are the desired skill sets
of compensation committee members?

Integrity, sophistication, business experience, and human resources awareness are
key requirements. Most important, members must understand business enterprises
and economics from the perspective of the shareholder. Further, they need to
exhibit backbone in recruiting, negotiating, and evaluating talent so they can with-
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stand pressures and demand a high standard of performance from senior-level
executives. Compensation committees and boards too often operate from posi-
tions of weakness, particularly when dealing with or even hiring chief executive
officers who are critical to company fortunes. Some boards, looking for saviors
because they waited too long to bring in great people, may respond by hiring a
marquee-name CEO. In contrast, a smart board will apply stringent criteria to
ensure the selection of precisely the right person in the role. It will look seriously
at more than one viable candidate and be able to say, if necessary, “That executive
is perfect for something, but not to be our CEO.”

e What are some of the common mistakes that companies make
around compensation?

My former mentor always said, “Say it with pay.” A compensation system is a most
effective way to communicate, yet many fail in this regard. Programs should be
designed to reflect the company’s vision, mission, value, culture, business cycle
stage, and goals, as well as rewards that make it clear that producing winning re-
sults pays off. Yet, in establishing their pay programs, too many companies only
focus externally on marketplace comparisons. They merely look at general prac-
tice or plan prevalence and price their programs at the average, median or seventy-
fifth-percentile pay level among peer companies, rather than designing for the
specific needs of their organization and its employees.
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e Establishing Competitive Advantage
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with a “strategic principle” have a tool at the ready

Orit Gadiesh
Bain & Company
Chairman

Establishing a competitive advantage is vital to every leader’s agenda. A com-
petitive advantage is defined by a company’s unique offer to specific customer
segments, based on its cost position or capabilities that are superior to its com-
petitors’. In order to be successful, a firm needs to communicate that advan-
tage very simply to all stakeholders. Today, however, more than ever, a firm
also needs to ensure that its strategic approach to achieving competitive ad-
vantage is understood and executed at all levels of its organization.

In this book’s introduction, the editors outline some of the significant
pressures facing businesses in today’s market environment that affect leader-
ship and the management of human capital, such as advances in technology,
globalization, the war for qualified talent, the flattening of the organization,
the importance of intangible assets, and the speed required to make and imple-
ment decisions consistent with a company’s strategy.

The leaders featured in this chapter present their expert views on what cre-
ates, constitutes, and extends competitive advantage in today’s world of intan-
gible assets. They offer examples such as the need to create a culture where
individual aspirations are realized, the increasing importance of people skills,
using an operating philosophy to drive strategy and actions, establishing pro-
fessional management techniques in an emerging marketplace, and creatively
harnessing the value of relationships with all constituencies. All roads lead to
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how to best deploy people in an organization to differentiate and achieve break-
away competitive advantage.

What I would like to focus on is an important tool for transforming a
company’s plan for competitive advantage, or its strategic direction, into specific,
strategically grounded actions on the front line. This tool is relevant, be your busi-
ness local, regional or global. It’s called a “strategic principle.” It’s expressed as a
clear, memorable directive that allows front-line operators to make trade-offs
quickly in an era in which turbulence has become the steady state of business.

What does a strategic principle look like? When the “godfather” of strategic
principles, Jack Welch, took the reins at GE two decades ago, he announced the
conglomerate’s new strategic principle: It would be number one or number two
in its industries, or it would get out. “You can’t reduce strategy to a formula,” said
Welch in his first major speech as CEO, and he quoted the Prussian general
Helmuth Von Moltke: “Strategy was not a lengthy action plan. It was the evolu-
tion of a central idea through continually changing circumstances.” So Welch
evangelized his central idea, his principle, and he evolved it. In the nineties, as the
economy picked up, he asked his business leaders to redefine their business bound-
aries so that they had only 10 percent of a given market, and then figure out how
to be number one or number two in the newly defined market.

Such phrases may sound like simple slogans, but they actually encapsulate
strategies at the heart of competitive differentiation. They have nothing to do with
mission or vision statements. They are memorable and actionable directions that
distill a company’s corporate strategy to its unique essence. And they can be ob-
served at a clutch of companies, even though those companies don’t always label
them as such. The phrases imply trade-offs in allocating scarce resources; bound-
aries for experimentation; and a litmus test for action.

At Wal-Mart, the phrase is: “Low Prices, Every Day.” At Dell Computer, it’s:
“Be Direct.” Because these phrases are easily remembered, they connect the hub of
corporate strategy—a company’s comprehensive plan for the effective allocation of
scarce resources—to a broad rim of decision-makers, like spokes on a wheel. In-
deed, during the recessions of 1987 and 1991, when consumers’ concept of a “low
price” went further south, Wal-Mart stuck to its principle and achieved its gains in
large part through aggressive price rollbacks. At Dell, “Be Direct” forces trade-offs
for every operator pursuing new products, markets, or even cost reduction. His or
her decision must be in favor of maintaining direct sales to the customer. Dell’s phrase
likewise provides operators with parameters for experimentation and an acid test
for new ideas. This principle fueled Dell’s 10-year annual growth rate of 51.8 per-
cent from 1990 to 2000. And Dell’s brief abandonment of this principle to experi-
ment with retail distribution led to its sole loss-making year in 1994.
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Leading by Strategic Principle

Strategic principles have become particularly useful in today’s volatile business
environment. Over the past year, we have come to appreciate a strategic principle’s
ability to help companies maintain strategic focus while global economies have
faltered and geopolitical landscapes have been threatened. Over the past few years,
as the Internet has proliferated and industries have consolidated, we’ve seen how
strategic principles have helped to foster flexibility among employees and there-
fore have permitted innovation and rapid response to opportunities and threats
to occur. Strategic principles are likely to become even more crucial to corporate
success in the years ahead as a means to:

* Force trade-offs between competing resource demands

+ Test strategic soundness of a particular action

* Set clear boundaries within which employees must operate while granting
them freedom to experiment within those constraints

Who Has Well-Articulated Strategic Principles?

Many of the best and most conspicuous examples of strategic principles come from
companies that were founded on them, including American Express, Dell Com-
puter, eBay, GE, Nestlé, Southwest Airlines, Vanguard, and Wal-Mart.

The founders of those companies crafted their strategic principles at a criti-
cal juncture: when increasing corporate complexity threatened to confuse priori-
ties on the front line and obscure the essence that truly differentiated their strategy
from those of their rivals. By espousing a clearly articulated, straightforward stra-
tegic principle that summarized the essence of what would become a full-blown
business strategy, they attracted investors who believed it, attracted and hired
employees who bought into it, and targeted and won customers who wanted it.

In the past, having a strategic principle could be more or less important, or more
or less powerful, depending on the circumstances surrounding your business. But
there are at least three situations in which strategic principles are critical to catalyze
actions. In today’s fragile world, these situations often exist simultaneously.

During times of retrenchment, for example, a strategic principle is crucial. Pe-
riods of retrenchment reduce the margin for error. A clear and precise strategic
principle can protect your strategic trajectory and preserve your organization’s
flexibility and responsiveness while contracting. A strategic principle also anchors
priorities for renewed expansion, a time when decisions and decision-makers tend
to proliferate.

Take, for example, American Express (AMEX). In the aftermath of the Sep-
tember 11 terrorist attacks, which destroyed the company’s headquarters, the CEO,



ESTABLISHING COMPETITIVE ADVANTAGE 107

Ken Chenault, began charting a path through recession using AMEX’s longstand-
ing strategic principle. Chenault articulates the principle as “offering superior value
to customers, continually driving toward best-in-class economics, and building
the American Express brand.” On the front lines, this principle challenges opera-
tors to push for product innovations in line with cost targets and look for cost-
cutting opportunities that do not undermine customer value.

How are operators managing these trade-offs? AMEX is reducing costs by
using technology to process more paperwork, and it’s moving back-office func-
tions overseas to places like India, where it can maintain high levels of service to
customers at lower costs. On the innovation front, AMEX has launched products
like the “Blue” credit card, whose enhanced services have allowed AMEX to reach
abroader set of customers. As the first mass-market smart card in the United States,
Blue allowed users to make secure Internet payments. But AMEX carefully tar-
geted its investment in technologies embedded in cards.

AMEX’s commitment to improve cost and value while enhancing its brand
led management, post—-September 11, to begin offering double miles on all mer-
chandise purchased with its Delta SkyMiles credit cards. This was a costly deci-
sion that also created best-in-class economics by improving AMEX’s ability to
attract higher-spending customers and capture more of their purchases. In addi-
tion, the move is building brand loyalty for AMEX and its partners during a tough
time—when friends in a foxhole can become friends for life.

In industries fraught with rapid change, strategic principles become very
important. Radical changes in technology-driven industries over the past decade
have been costly for firms without a strategic principle. Nowhere in business has
there been more uncertainty combined with so great an emphasis placed on speed
and such high odds of failure. Managers in these industries must react immedi-
ately to sudden and totally unexpected developments—both positive and nega-
tive—and the sum of the reactions around the organization become the company’s
strategic course.

Strategic principles—for example, Dell’s mandate to sell direct to end-
users—guarantee that the decisions made by frontline managers in such circum-
stances add up to a consistent, coherent strategy. Likewise, eBay, whose principle
is “Focus on trading communities,” might have been tempted, like many Internet
marketplaces, to diversify into all sorts of services. But eBay has chosen to out-
source certain services—for instance, management of the photos that sellers post
on the site to illustrate the items they put up for bid—while it continues to in-
vest in services like Billpoint, which lets sellers accept credit card payments from
bidders. The company’s strategic principle has ensured that the entire company
stays focused on the core trading business, one that has profit built into every
transaction.
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In times of leadership succession, a strategic principle is a powerful tool to
smooth the transition, and the need for such a tool has never been starker. A total
of 2,045 CEOs in the United States left their jobs from November 1999 to Octo-
ber 2001, at an average rate of nearly three per day. In October 2001, alone, 80
CEOs exited, according to the outplacement firm Challenger, Gray & Christmas,
including such industry icons as Jacques Nasser of Ford and James Goodwin of
United Airlines. And the trend is accelerating. Exits in October 2001 were up 31
percent from September and 40 percent from August. Meanwhile, the average
tenure of remaining CEOs shrank 42 percent to 4.2 years in October, from 7.2
years in August.

So how does a strategic principle render such transitions less rocky? Just
ask GE, Southwest Airlines, or Vanguard, all of which passed the leadership torch
with few ripples. Successors at these companies sometimes brought with them
a change of strategy, but they stuck to their strategic principles. For instance,
when Jack Brennan assumed the leadership mantle from the Vanguard Group’s
founder, John Bogle, the strategic transition was seamless. Brennan simply con-
tinued with the philosophy behind “Be lowest cost to serve the investor-owner.”
Managers knew the direction of the firm and could make trade-offs that would
help them get there. For example, they made a relatively quick call on their
Internet strategy: It would not promote online trading, which would increase
costs, but would promote richer and more rapid fund and account information
to investor-owners at the highest level of electronic security. Vanguard contin-
ued to pursue its strategic objectives without many of the distractions so often
associated with changes in leadership.

Likewise, when terrorist attacks rocked the airline industry in 2001, South-
west Airlines’ new CEO, James Parker, made quick decisions, in line with the
company’s principle of “addressing travelers’ short-haul flight needs at fares
competitive with auto transport.” Although Parker had succeeded Southwest’s
founder, Herb Kelleher, only months before, the firm’s employees quickly
aligned, accepting pay cuts to avoid layoffs and maintain operations and low
fares despite low loads. While United and other airlines reduced flights, South-
west kept a full schedule, winning customer and employee loyalty along with
market share.

Strategic principles derive their power from grounding in a company’s
unique economic reality. Of course, just as a brilliant strategy is worthless un-
less it is implemented, a powerful strategic principle is of no use unless it is com-
municated effectively. It takes enormous discipline. Yet strategic principles do
evolve over time. Just developing a strategic principle is not enough, especially
in today’s world of change. The onus on leaders who have a strategic principle
is to review it—frequently—in tandem with their strategy, to ensure continued
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relevance. The onus on leaders who don’t is to tackle the hard work of creating
one—fast.

I : - Y

Mohanbir Sawhney
Kellogg School of Management at Northwestern University
McCormick Tribune Professor of Electronic Commerce and Technology

e What are the leadership challenges facing CEQs today?

We are witnessing a migration in value from the resources that were once the
basis of competitive advantage, which tended to be physical assets and physical
resources, toward the new sources for competitive advantage, intangible assets.
These intangibles assets include human capital, structural capital such as intel-
lectual property and brands, and relationship capital—the value of the firm’s
relationships with customers, suppliers, and partners. Every business is becom-
ing more information-intensive and more intellectual capital-intensive, so the
leadership challenges today have to do with managing intangible assets. Busi-
ness leaders are much better at managing the tangibles. There’s an old saying in
management that, if you can’t measure it, you can’t manage it. This has created
a “tangibility bias” in management, but you can’t equate intangible with unim-
portant any longer. You have to figure out how to manage something that you
don’t have good metrics on and you don’t know how well you’re doing because
it doesn’t show up on your balance sheet and there aren’t any good manage-
ment control systems for it. You can’t draw up a balance scorecard for intan-
gible assets, but, clearly, human capital management is becoming as important
as, or even more important than, physical asset management. Leaders therefore
need to be able to identify, attract, and retain human capital regardless of the
market’s situation. Another challenge that leaders face today—to a much greater
extent than before—is managing relationship capital, which includes relation-
ships with customers, business partners, suppliers, resellers, and any other rela-
tionships that complement your business. The success of a company will depend
to a large degree on management’s ability to leverage its partners and to man-
age partner relationships strategically so that the company doesn’t own all the
assets it uses, and instead leverages the assets of its partners. There is increased
pressure now for businesses to outsource noncore activities so they can focus
better on their core business. I see an interesting paradox in terms of the scope
of the firm. The core of the firm—what it does within its four walls—will con-
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tinue to shrink, but its periphery, the scope of activities it orchestrates through
partners, will continue to expand. The leadership challenge that emerges in this
partner-intensive world is to be able to coordinate the activities of partners with-
out whom you can’t succeed but over whom you do not have direct control. As
independent entities, they don’t work directly for you. Their interests are not
necessarily aligned with yours.

e You often talk about object thinking versus relation thinking, which
is necessary in a connected economy. What are the implications
for leadership in this relational model?

Object thinking is another way of expressing the fact that managers traditionally have
managed physical objects, that is, physical assets, while relation thinking means that
managers will increasingly have become better at managing connections, that is,
relationships. Firms need to do a much better job of understanding what capital or
equity these relationships represent; and how relational equity is created, managed,
measured, deployed, and leveraged. As you partition consider the different types of
relationships that the firm needs to manage, the leadership challenge is to make sure
that all of these relationships function synergistically, and that you create the ap-
propriate metrics and accountability for relationship management. There are strong
organizational implications. Are you organized correctly for relationship manage-
ment, or is your organization product-centric, that is, organized around the things
that you make? Changing from a product-centric organization to a relationship-
centric organization requires you to not only change technologically but also to
change organizationally, change business processes, change philosophically. It’s a
complicated migration, and it requires a lot of fortitude from the leadership team
to make it happen.

e How can companies organize around relationships instead
of being product-centric?

Through business synchronization, which involves designing or redesigning your
business around your customers, in other words, “getting in synch” with your
customers. The way that firms sell and go to market is not typically the way cus-
tomers buy or the way customers think about their life and their work. Businesses
tend to think in terms of products, business units, positions, functional areas, and
market share. Customers think in terms of activities, work flow, life events, bene-
fits, solutions, and experiences. There is often a big disconnect between what cus-
tomers want and how they want to interact with firms, and how firms actually
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interact with customers. The concept of synchronization is to redesign the firm’s
offerings, technology infrastructure, and organizational structure, simultaneously
working on all these dimensions, to build a business that is clearly customer fo-
cused. We have talked about customer focus for a long time, but actually making
it happen requires a simultaneous redesign and alignment. The implications for
organizations are automatic, because your organization will have to be restruc-
tured so that it isn’t organized around product or business units but around key
customer accounts and key customer relationships; this way, the front end of your
organization, which faces the customers, brings together all of the products and
solutions for the customers, and the back end of the organization becomes the
product-oriented organization as well as the shared services organization. This sort
of hybrid front-back organization is dramatically different from the traditional
product-centric business organization that is still in place in many companies.
Given the radical nature of the redesign, the challenge for leaders is to get beyond
the deeply ingrained ways of thinking and make the transition to a customer-
focused approach.

e What are the skill sets to be successful in this environment?

The important skill that people need to develop as leaders is the ability to deal with
ambiguity and manage in uncertain times. There is no longer a clear distinction
among collaborators and competitors. There was a time when it was clear what the
difference was between them and us—there was a neat distinction. You were either
a friend or a foe. You were a competitor or a partner. But now, we see the new and
somewhat exotic phenomenon of “co-opetition,” in which you’re collaborating with
competitors and competing with them at the same time. To quote F. Scott Fitzgerald,
the true mark of intelligence is being able to keep two conflicting ideas in your mind
at the same time and retain the ability to function. Building these complex webs of
relationships with partners who may actually compete with you in another domain
or another area is a very ambiguous undertaking, and you need to be a lot more
open-minded and creative about arrangements that enhance the organization. An-
other skill that becomes important in this environment is negotiation—the ability
to search for win-win outcomes and win-win scenarios, to create a larger pie as
opposed to competing for a share of the pie. Lastly, the skill of CEOs and senior
managers to create a vision that everyone in the company can identify with and be
motivated and excited by is critically important. Leaders are evangelists more than
anything else, and need to constantly align people’s and business activities toward
the larger goal. Infusing the organization with a sense of purpose and a mission that
is larger than profits is very important, because it will motivate people, and that, in
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turn, will determine your ability to retain good people; thus, ultimately, it will de-
termine your organization’s success in the marketplace.

e Many students of management today espouse the notion that sustainable
competitive advantage is dependent on a company’s ability to innovate
and change continuously. What is your view on the built-to-change
model, and should companies move in that direction? If so, how
do they do that?

There are no new ideas in management; they’re just repackaged. The notion of con-
tinuous innovation and changing to survive is not new. In fact, one of the first stu-
dents of management was Charles Darwin. We often say that Darwin posited the
theory of “survival of the fittest,” but that’s not exactly correct. What Darwin rec-
ognized was the survival of the most adaptable species. Species that don’t adapt and
can’t change become extinct. This principle also applies to companies, and most
critically in terms of business strategy. I absolutely believe that organizations need
to change to survive; but, often, size dictates adaptability. You need skill to success-
fully innovate, and often the way to get skill is to have size, or critical mass. Leaders
then leverage size and skill through innovation. For example, a lot of the mergers
and acquisitions activity in telecommunications, financial services, and car manu-
facturing has made some companies very large, yet bigger is certainly not more adapt-
able, as we know. But, at the same time, you need critical mass to attract and be able
to replicate critical skills; and, certainly, some of these companies found a way to
leverage size and skill with the ability to innovate. One of the ways companies can
begin moving in this direction is to differentiate between the operations in which
skills are critical and those in which adaptability is critical. Then, you are able to use
the scale you have achieved to your advantage by simultaneously encouraging in-
novation at the grassroots level within an organization. You do this by giving people
a lot of autonomy and resources and telling them innovation is expected and that
they won’t be killed for trying something different. The relevant leadership issue is
to have a very clear understanding of who’s responsible for innovation and how the
innovation process is actually managed at all levels. Innovation and ideas can come
from many different directions; they can be bottom-up, they can be top-down, they
can be inward-out, they can be outward-in, they can be lateral, within different
business units. There are lots of sources for new ideas. Leaders need to think about
how to encourage not only idea flow but also to understand the process and life cycle
of an idea. Where do you take good ideas? How do you build them in to a business?
How do you get resources? Have you removed bottlenecks in the organization to
actually capitalize on the idea flow inside your company, as well as a created process
for drawing on and sourcing external ideas? Have you created a culture that pro-
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motes risk-taking? Do you advocate dissent and diversity of opinion and voices? New
ideas get created into new businesses, and new businesses can produce competitive
advantage.

e What is your perspective on leadership during a crisis?

One critical aspect of crisis leadership is being able to maintain one’s balance, equa-
nimity, and composure in the midst of chaos. In the aftermath of the terrorist at-
tacks, one CEO who lost several employees in the World Trade Center explosions
said to me, “One day, [ wake up thinking that 'm spending too much time on the
human issues and neglecting the business issues; another day, I wake up and say,
‘T'm being too coldhearted by focusing squarely on getting back to business and
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ignoring the human issues.”” So, finding the strength to stay balanced and not to
overreact one way or the other in the face of crisis is one essential skill. Another
important aspect of crisis leadership is empathy—really feeling for people who
are suffering and communicating to them that you care. Being out in front while
tragedy unfolds is critical, too, because the absence of management is extremely
noticeable. Also, it is vital not to lose your perspective even when a crisis is larger
than life and may seem insurmountable. Others are looking to you to see how they
should react. It is important to stay on course for the long run to maintain long-
term viability and success, even though it is difficult because you are reacting to
day-to-day, or even minute-to-minute, to events that seem, and may actually be,
overwhelming.

1 i i Y

A. G. Lafley
Procter & Gamble Company
President and Chief Executive Officer

e What is your management or leadership philosophy
at Procter & Gamble?

We operate under the clear directive that the consumer is boss. We have institu-
tionalized a consumer-driven leadership model here, and everyone in the company
worldwide understands this is our priority. Our entire behavior is dictated by what
we call the two consumer moments of truth. The first moment of truth occurs when
a shopper makes a purchase decision and chooses either the P & G brand or an al-
ternative. To win at that moment of truth, we make sure our leaders and our people
have done everything they can do to influence that decision in our favor. The sec-
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ond moment of truth occurs once the product is consumed at home and the expe-
rience is either delightful or not. We want the consumer to be satisfied with the value
of our product, because, after winning a purchase decision, if we win a usage occa-
sion, then we hope we’re into a series of winning moments of truth. We spend a great
deal of energy strategizing about how our brands—branded products and services—
are going to win those two consumer moments of truth. We also talk about a third
moment of truth because of the way we can capture consumer feedback and reac-
tions around the world. When our consumers call or write us with questions and
comments, for example, it is a third moment of truth because it gives us a chance to
understand what additional benefits, services, and attributes we need to offer to win
the first two primary moments of truth. We believe we have more contacts with
consumers than any other business in the world. This consumer-is-boss concept is
the most powerful motivator for our leaders and every P & G associate.

e How do P & G’s performance management and reward systems
reinforce this behavior in your workforce?

You have to walk the talk. I require our presidents, the line leaders of our busi-
nesses, to spend time with the consumer every week and with the retailer who serves
that consumer. Periodically, we bring in the 20 presidents who run the line busi-
ness operations and 10 or so heads of the staff organization and we spend a few
hours, every one of us, individually, in a consumer home. We do one-on-one in-
terviews with consumers, and granted, it is not quantitative research, but we learn
one heck of a lot by doing this. We gain remarkable insights into the attitudes,
behaviors, and beliefs of at least some of our consumers. We did this shortly after
the terrorist attacks of September 11, 2001, to gauge how consumer attitudes might
have been changed by those events, what the new needs and attitudes are and how
we can address them. It was a tremendous learning experience. During our an-
nual meeting, we bring in 250 or so of our top business executives worldwide to
set objectives and discuss key issues for the year ahead. Every one of them will take
time to shop a couple of hours with a consumer—not because shopping in Cin-
cinnati is directly relevant to shopping in a bazaar or an open market in Pakistan,
but to keep them up-to-date on the latest techniques for eliciting responses from
consumers. Regarding the recognition and reward system process at P & G, people
will do what they have seen done that is successful. In our kind of business, we
have a fairly high correlation between individuals who really understand their
consumer and their market and business success as measured by market share
growth, sales and profit growth, total shareholder return, and other predictable
financial return measures. That linkage is key. When our best leaders go into a
new geographic market, the first place they really go is into consumers’ homes.
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For example, several years ago in Asia, every time I went to China, our president
running the Chinese business took me into homes at night because most of the
women worked during the day. The next morning, we went into stores to be among
shoppers and witness the consumer’s first moment of truth. Only after that did
we go to the office and begin to discuss strategy, choices we were making, opera-
tional plans, quality of execution, and results. The process starts with the consumer
and ends with performance management and reward systems.

e What skills and attributes are you looking for in your leaders to
continually develop this consumer-driven leadership model?

We’re obviously looking for leadership qualities—brainpower, creativity, and a
demonstrated track record of achievement, contribution, and success. But, at P & G,
we also look for certain unique values and principles. Some, such as integrity, are
very straightforward, but others are even more relevant to our consumer-driven
leadership model. We look for respect for the individual. We look for people who
are open and as good at listening as they are at talking. We look for people who
have operated and succeeded in diverse environments. In that 30-person group
of leaders, we have a dozen different countries and cultures represented. So we
try to incorporate a high value on our male/female, racial, and cultural differences.

e You mentioned P & G's presence in China. What have your experiences
been in emerging markets?

What we characterize as developing markets are markets that are incredibly im-
portant to us. Our business is driven by demographics, so where the population
is, where households are larger and growing, where incomes are rising, that is where
we have to be—because most of our branded products are everyday, consumable
products. Being in these markets starts with a business need. Today, nearly $10
billion, or 25 percent, of our sales, are in high-growth, developing markets. Fu-
ture growth is not going to come from Japan, western Europe, or the United States,
which are advancing rapidly toward zero population growth. China and Russia
are good examples of markets that opened up to the rest of the world at about the
same time. Regarding China, we were there in the first few months, and the first
two people we put on the ground were the general manager and a market research
specialist who happens to be proficient in Mandarin Chinese. Half their time was
spent in the marketplace talking to consumers and in homes, because we knew
from the beginning that we would not be successful there unless we had a deep
understanding of Chinese consumers. We knew from experience that we couldn’t
take brands and products from the developed world into a developing market and
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be automatically successful. We struggled mightily for over a decade in Japan,
because when we entered the market in the seventies, we tried to import products
directly from western Europe and America and it just didn’t work. We had to
modify our products in some meaningful way, and we had to dramatically modify
the aesthetic packaging and create brands that were meaningful to the Japanese
consumer. We're also in developing markets that will take longer for us to culti-
vate because of native or other competitors which have been doing business there
for fifty or a hundred years. In India, for example, which was part of the British
Empire, the Anglo-Dutch Unilever Company has been in business there since the
nineteenth century. We are relative latecomers in markets in the southern cone of
Latin America, Brazil and Argentina, having just entered those markets in the last
5 to 10 years.

e What are the elements of competitive advantage today?

A company such as ours has only two sustainable competitive advantages. One is
our people and the culture we have created around our people. The other com-
petitive advantage is our brands; but, realistically, any new product has a com-
petitive life cycle of about 12 months maximum. It’s pretty clear that technology
life cycles are shortening, and that new technologies and new products can be
copied fairly quickly around the world. It is truly the quality, the power, the in-
spiration, and the passion of the people who work for us that is critical. I don’t
worry about the brainpower. I don’t worry about the leadership potential. I try to
inspire the passion and the commitment and the desire to be the best. If we can
get that, that’s what’ll make the difference.

e Regarding leadership potential, P & G has a long history of developing
its people. What is your approach to executive development, and how
have you institutionalized it within the company?

We have recently rekindled connections with P & G alumni, all the people who’ve
worked at P & G and now work elsewhere in the world. We were pleased with the
magnitude of people who started their careers here 5 to 25 years ago and are now
CEOs, company presidents, and board members. We know we have a system that
works, and it all begins with recruiting. We spend an incredible amount of time
recruiting. At the fundamental level, we recruit at the best schools right alongside
McKinsey & Company, Goldman Sachs, and Microsoft to get our fair share of the
talent. We try to recruit the best and the brightest, even though they may believe
initially that it’s more lucrative to go to Wall Street and be an investment banker
or more fun to run off to Silicon Valley and do a start-up. Our recruiting process
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is disciplined and rigorous, and it is proven to work. All our business leaders are
actively involved in the process. I personally go to three or four schools a year and
recruit. Second, we have a pretty active training program that focuses on func-
tional training. Our P & G College—which will increasingly become more impor-
tant as the “war for talent” wages on—teaches business skills along with strategic,
operational, and organizational development. Similar to GE’s Crotonville, P & G
College’s faculty consists of the staff and line leadership of the company. Finally,
our executive development process is driven by the consumer-is-boss concept and
then by our business strategy, principles, and values. We try to move continually
toward a more rigorous leadership development program.

e Jack Welch believed that a good beta test for leadership was to put a
high potential executive in charge of a business unit that would not
directly affect the core. The executive could make mistakes in this
“popcorn stand” because the best learning is through failure.

Do you agree with this philosophy?

I'll give you a great example, because I agree this is a great way to test, measure, and
develop a person’s potential. We sent an individual to a popcorn stand called Aus-
tralia. He struggled mightily in the market and lost a bunch of money by Australian
and New Zealand standards. It wasn’t going to break the company, of course, but it
was an extremely beneficial learning experience to him to make mistakes there. We
then moved him into a business category in Japan; he had a great success. We then
moved him into China, where he had another success in another business. We then
moved him back to run our marketing and media function, where he was success-
ful yet again. He then decided to leave the company, and he’s in the ministry study-
ing to be a minister. How’s that for leadership development?

taining market leadership by valuing innovation, autonom

and partnership internally

Lucien Alziari
PepsiCo
Vice President, Staffing and Executive Development

e Interms of PepsiCo’s next generation of leaders, what will the
performance benchmarks be?

We focus on a number of areas in developing well-rounded and high-impact ex-
ecutives. The first requirement is results—that’s what gets you in the game here.
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Then we look for the right mix of leadership capability, functional excellence, and
business breadth, or “knowing the business cold,” as we say here at PepsiCo. Fi-
nally, we look at the critical experiences an executive has had over the course of
many years, both to see how well they have adapted to different challenges and to
ensure that each new experience is additive, not a duplication of something they’ve
already done. In return, we need to offer new opportunities for growth, which
provide a runway to enhance these talents. We adjust these factors over time to
get the optimal balance, but we have found that this is the combination that cre-
ates impactful, successful leaders.

e How important is it that these executives possess soft skills—that is,
active listening, empathy, and the ability to negotiate and
communicate well?

It is very important. Our leadership model for several years now has been based
on three overarching imperatives: “Setting the Agenda,” “Taking Others with
You,” and “Doing It the Right Way.” The importance of Taking Others with You
has increased over time. In previous years, the emphasis was on Setting the
Agenda; quite often, there were leaders who were really good at this but did a
less than stellar job of building people and bringing the organization with them.
The ability to take others with you and mobilize all of the resources that you are
accountable for is very important; otherwise, you’re merely really a very bright
individual contributor. In large, complex businesses, this becomes even more
important because the business is beyond an individual leader’s ability to do it
by himself or herself.

e Can you predict which skills and abilities will work in PepsiCo’s
corporate culture?

Although our workforce constitutes a fairly broad cross-section of people, some
of the core characteristics of PepsiCo people are shared; these include a passion
for what we do, a drive for results, a need to make a difference, a focus on growth,
and then, the ability to pull it all together and get buy-in from the organization.
Ours is a highly competitive industry; it’s not called the cola wars for nothing. There
is a level of energy and passion that people bring to this company that is extraor-
dinary. It is what gets that extra 50 percent out of people. They want to make an
impact, and we’re a business that probably puts more focus on growth than oth-
ers because of the categories we’re in and our market share in those categories.
Category leaders need to grow the business; it doesn’t grow itself. This puts a pre-
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mium on innovation, new thinking, taking fresh perspectives on the market, and
driving change.

e PepsiCo has developed a culture that is built to change and built to
innovate, something very important for competitive advantage today.
How do you get people to thrive on change and innovation so that they
view problems as opportunities rather than roadblocks?

The categories we’re in demand innovation. In the soft drink business, as a number
two competitor in the market, you can’t win by copying the other guy or by out-
spending him. You win by outflanking the competition with ideas that they would
never think of or that they would shy away from if they did. Our innovation pipeline
needs to be full for many years to come; that’s a necessity with businesses as large and
as visible as ours. For example, if our Frito-Lay North America business is about
$9-plus billion and we figure a substantial fraction of its growth will need to come
from new ideas, then our pipeline needs to have at least $3 billion worth of innovative
products headed for the market. The numbers and opportunities are huge. There isn’t
any business we’re in where innovation isn’t critical, either to keep an edge on Coke
or, as with Frito-Lay, to keep on growing the category, even though there isn’t a very
clear competitor of our size. It’s the same in the Tropicana business, where we’re re-
defining the not-from-concentrate juice market. If you look into why Gatorade suc-
ceeded, you’ll discover that it was because of enormous innovation over the years.
Innovation is a core part of our culture; our people expect it and feel good about it,
and it lies at the heart of their approach to solving problems.

e Does it promote a team-oriented culture as well?

We are getting better at working across organizational boundaries. Our goal is to
find the right balance between the sense of ownership that our businesses have
and the realization that sharing ideas can be a faster route to market. We are work-
ing hard to ensure that our people can work across functional or divisional lines
in their efforts to drive innovation.

e |sita challenge to create a boundaryless organization where
people look across, up, and down to achieve results instead of only
straight ahead?

In any culture, what works for you and makes you strong 95 percent of the time
can limit you the other 5 percent of the time. What makes PepsiCo strong is the
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autonomy of our business units and divisions. We’ve never had a very intrusive
corporate center. What appeals to people about coming to PepsiCo is a tremen-
dous accountability for results, the expectation that they can make a difference,
and the autonomy to do that and live by their results. Our culture of ownership
has really driven a lot of our success. Obviously, there are areas such as infor-
mation technology and purchasing where it makes compelling business sense
to come together as a corporation; the challenge for us has been to organize in
a way that achieves this kind of leverage without undermining the autonomy of

our divisions.

e  People have always been instrumental to the success of an organization,
but performance is even more critical in this autonomous, high-achiever
environment. Has your culture required PepsiCo’s HR operation to
evolve from the traditional transactional orientation into a more
strategic human capital management platform?

There are only a handful of companies in the world that really do HR very, very
well. The defining differences aren’t related to process; they start with a sense of
partnership. HR people need to know they are business executives; they should
understand the business as deeply as everyone else, and they must be an integral
part of the business and how it works. Their job is to translate their knowledge
of the business into people and organizational strategies. You can have the
best processes in the world; but without the partnership and integration, you’ll
have an HR department that is conducting transactions disconnected from the
business. That is why [CEO] Steve [Reinemund] chose Peggy Moore as our HR
head. She is both a talented business executive and an HR strategist. She speaks
as a business leader and therefore has the credibility that other line executives

respect.

e That position was one of your CEQ’s first hires when he came on board,
which speaks volumes about the growing importance of the HR role. In
terms of skill and scope, how are HR executives’ jobs different now
from those of their counterparts 10 or 15 years ago?

They are compelled to be much, much stronger business executives and thought
leaders, since they need to connect business strategy and people capability. Also,
with so much competition for top talent, the HR executive needs to make the
organization a compelling place to work. In our case, we have the draw of our
brands and the experience of working in a growth environment—but in the end,
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it boils down to 130,000 people deciding one by one whether this is a place where
they can make a difference, be appreciated, learn more, and grow more than any-
where else.

Growing companies in a turbulent environment

Donald H. Morrison
Research in Motion
Chief Operating Officer

e Research in Motion (RIM) weathered the turbulent technology storm
quite well. To what do you attribute your growth during a tumultuous
economic time?

We were early participants in a brand-new industry sector, the wireless data in-
dustry. The reason we continue to grow is because of the utility of our unique
product, Blackberry. This isn’t something that sells because of its image; it sells
because of its value to those who become accustomed to its immediacy. Also,
our success is based principally on enabling and enhancing the products and
services of very large corporate partners such as IBM, Compagq, and Cingular.

e How are you taking your company and product to new markets—that is,
Europe, South America, and Asia?

Despite being an early-stage, relatively young company headquartered in
Canada, RIM has very talented people who have lived and worked in other parts
of the world. We have a good appreciation for the functions and decisions that
you want to make close to the market outside of Canada, as well as those things
that you continue to drive and control from international headquarters here at
Waterloo [Ontario]. Because there is such a high degree of interest in this phase
of our growth, we haven’t had an especially hard time recruiting talent; if any-
thing, we’ve experienced the reverse—having to cipher through all the folks who
have an interest in joining us. Up to this point, our challenges related to enter-
ing new markets and bridging the gaps with other countries have had more to
do with the readiness of the network and technological infrastructure than with
having to find the right people to put in place. Also fortunate for us is the fact
that it will be much easier to transition those countries’ cultures toward our
product because the populations there are already well-accustomed to mobile
phones, given the unstable wireline systems. There is more room for those coun-
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tries to adapt new wireless data and voice technology, as opposed to markets
that have a traditionally high penetration of wireline use, such as Canada and
the United States.

e How does RIM ensure that it has attracted the best talent available
in the marketplace?

We work closely with a select number of universities and, in fact, we will even
locate our facilities to be within close proximity to those technical centers where
we believe academic institutions produce high-quality, supercompetent talent.
In Canada, that’s why we are in Waterloo; it’s why we have a smaller office in
Toronto; and it’s why we have an office in Ottawa. We put stakes in the ground
where companies compete for the best talent. We also use executive search firms
for key senior positions.

e |tis one thing to bring the best talent on board, but what about
developing and retaining them?

In a relatively infant-stage company such as ours, essentially everyone here is new.
What keeps them here is that they recognize and respect that this is not a com-
pany that runs on the old paradigm of command and control. Ours is an organic
organization, comparable to an egalitarian workplace. One of our mantras is
“Everybody works.” There are no overseers here, not even with [co-CEOs] Jim
Balsillie and Mike Lazaridis. Everybody works. So, when you come into a com-
pany like ours, you don’t necessarily earn respect based on the position that you
are given, you earn respect based on your contribution in working with others.
We continually try to improve the way we describe and chart out career options
for people. Another contributing factor to retention is that we attract people who
have an insatiable appetite for learning. They put a very high value on personal
growth. Our industry has a high degree of technical complexity, and the business
model is in a constant state of flux; therefore, there continues to be new stuff to
learn even by staying in the same position over a period of time.

e Why not just pay well to keep talent?

We very much believe that what keeps people here isn’t just a competitive sal-
ary. When you talk with people about why they stay or why they leave, particu-
larly when you have an organization where the median age is relatively young,
it’s whether or not they feel challenged. Whether or not they feel this place is
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exciting. People like to be with a winner and feel that spark of electricity when
they walk in the door in the morning. Then the first question they expect CEOs
and senior managers to address is: “How do I fit into all this?” If you don’t have
the programs in place to help somebody grow, ultimately you’ll see attrition.

e How does today’s age of intangibles change the way companies
do business?

Generally, we are shifting away from a leadership style that puts authority in the
hands of a few, and shifting more toward an egalitarian model of empowerment.
You can use whatever barometer you want to use to gauge whether or not com-
panies are doing the right thing, one might be financial performance, another
may be reacting to customer’s needs. Many companies have a lot to learn in this
area. This may sound a bit corny because it can be misconstrued as being rheto-
ric or the latest fad, but I believe there is something much deeper going on with
today’s customer. There is a huge backlash of people who are absolutely fed up
with superficial advertising that attempts to distinguish companies by their image
yet these companies never actually execute well. In a way, we all go to business
school and learn the scientific methods of analyses and then we spend the rest
of our life in the process of unlearning. What you really learn that works is that
sometimes it is better to listen, and to intuit, rather than trying to be distant
and mathematical. Our company believes strongly in the notion of servant lead-
ership, which is: “What do I have to do in order to serve you better?” It is our
stance, our mindset. We are less inclined to spend tons of money doing market
research and more inclined to rely on intuitive incrementalism, which is per-
petually talking and incrementing with the marketplace, with the customers, with
your partners. Ideally, you make small changes, rather than change being an
event. Change is a perpetual incremental process, and it is embedded in your
value proposition and your culture. So, in a sense, RIM is in a perpetual stage of
“becoming.”

e How is this reflected in your human capital strategy?

As part of our due diligence process, we spend a lot of time up front interview-
ing people because we do not want people here who only see themselves and are
blind about the changing identity around them. What you really want are com-
paratively more selfless people who have a healthy self-awareness. At the end of
the day, you are really just trying to create an environment that breeds whole
people.
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William A. Haseltine
Human Genome Sciences
Chairman and Chief Executive Officer

e Human Genome Sciences (HGS) was born almost 10 years ago out of the
Human Genome Project, the group credited with decoding human DNA.
Can you briefly describe your organization’s mission and your vision of a
genomics company?

From the outset we defined our goal as being to create a fully integrated pharma-
ceutical corporation that discovers, manufactures, and sells its own protein thera-
peutics. We are now also an antibody therapeutic company. We view genomics as
an efficient way of accomplishing our goal, in terms of discovery and financing.
Genomics provides us with a large number of candidate therapeutic proteins and
proprietary antibody targets. I do not believe that genomics uncoupled from a
therapeutics business is a healthy basis for a company.

e |nterms of growth areas, where do you see HGS moving?

We plan to develop, manufacture, and conduct clinical trials on an ever-expanding
number of our own protein and antibody drugs. We also intend to sell our drugs
ourselves. We have completed construction of 200,000 square feet of manufac-
turing space to supply therapeutic proteins and antibodies for clinical trials, and
we will shortly break ground on a manufacturing facility to support the commer-
cial launch of our products. We plan to grow organically, not by acquiring prod-
ucts. We believe that growth by acquisitions should be a secondary goal. Acquired
growth, without intrinsic growth, can be demoralizing.

e Interms of technology and innovation shaping your industry, what is reality?

A virtually complete set of human genes available in usable form is a reality for us.
By this I do not mean knowledge of genes in the stored form in which they exist in
the genome. Rather, I refer to an almost complete collection of genes in a con-
densed, highly usable form—technically, a cDNA copy of the messenger RNA.
From this form, we can make at least one functional protein per gene. Having a
library of genes in this form allows us to index them by sequence. We have other
tools that allow us to understand the activity of genes in the body, and to evaluate
their medical value. These tools extend the scope of our collection of usable genes,
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but the collection itself is our principal asset. We believe that we are the only com-
pany that possesses such an asset.

e |t seems that the genomics revolution has prompted many companies,
especially the big pharmaceutical companies, to become horizontally
integrated. Many companies are now partnering to foster innovation and
speed products to market. Do you agree with this trend?

The pharmaceutical industry is always looking for increased efficiencies. The large
companies have long recognized they have a productivity crisis that has the po-
tential to seriously affect enterprise valuations. They place a high premium on
methods that increase productivity. Yet in spite of significant investments both
in external and internal technologies, large pharmaceutical companies still have
to demonstrate productivity gains in pharmaceutical discovery and development.

* How do you see partnership alliances playing out in the
genomics industry?

We are opportunistic with our alliances. We see our future as being driven primar-
ily by our own discovery, development, and manufacturing—and eventually, our
own sales. In the early days after our formation, alliances helped us get off to a quick
start. They provided credibility and access to capital. In the future we may enter
product-based alliances to gain larger market share and shorter development times.

e Are alliances a way to share in the risk/reward game?

Our pharmaceutical partners have been slower than us to convert knowledge of
genes to drugs. This has been our biggest surprise so far.

e What about the role of intellectual property in genomics and
pharmaceuticals? Is there a duality of thought such as in the software
industry, where there is a public-versus-proprietary debate?

There is a very simple rule in the pharmaceutical industry: no patent, no drug. Pat-
ents are the lifeblood of our industry. The requirements for patentability are nov-
elty, utility, and enablement. We believe our patent applications meet these
requirements. It has been clear from the outset that genomic data by itself does not
meet the utility requirement. That is why we did not invest in genomic sequencing.
Patents can be issued on genes that make proteins useful for medical purposes. Pat-
ents on human gene-based inventions have been issued for almost 20 years.
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e QObviously, we believe that competitive advantage in the twenty-first
century boils down to one thing, which is how well a company
leverages its human capital. What is HGS's strategy for
attracting and retaining the very best talent?

I believe we must create a new reality in which the most creative and dynamic
people can identify themselves. We try to create a working environment in which
individual aspirations are realized. We strive to make sure that each person’s con-
tributions can be fully recognized. We try to create an interactive and positive work
environment that allows ideas to be freely shared and in which there is an open
and positive feeling among employees. Compensation is also important. Because
we want the best people, we set our compensation goals above average. We also
believe that all employees should be shareholders, and ours are.

e Would you say there is a shortage of qualified talent in the biotech and
genomic space?

We are fortunate in that we have been able to attract and retain the people we want.
Our retention rate last year was very good. We lost only 2.5 percent of our
workforce. We have a very talented human resources staff that has made an enor-
mous difference to morale by helping people define internal career paths for them-
selves. We have great flexibility that allows people hired for one career path to move
to another.

e Alot of companies view human resources as a transactional group of
people who administer pay and benefits, not a strategic group of
people who look at human capital.

If you look at our annual report to shareholders, you will notice that following
the chairman’s letter is a description of our people and the human resources group.
This placement underscores how much we value our people. Human capital is an
absolute priority for us. It is a job no chief executive should delegate.

e (Canyou talk about your role in the human gene consortium? There is a
lot of talk right now all over the space around consortiums. You have
been a member of this consortium and it appears to be doing quite well.

Yes. The Consortium, which includes GlaxoSmithKline, Schering-Plough, Takeda
Chemical Industries, Sanofi-Synthelabo, and Merck KgaA, is based on HGS tech-
nology. The Consortium has always been structured as a technology lease, not a
sale. The lease expired June 30, 2001. It will then be for us to determine how the
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remaining assets, which are the vast majority, are deployed. We are well capital-
ized and have no need to enter other transactions immediately.

e Many are arguing about the whole notion of the role of the board and
governance of consortiums. Are there any “best practices” with
managing a consortium?

We have been very fortunate. Our Consortium is fundamentally hands-off. We
provide information, and the Consortium members do their own work. So it is
about as simple and as straightforward as it could be. This arrangement has al-
lowed us to focus all of our efforts on developing our own drugs.

e Your board is impressively well endowed, with some big hitters. What
makes a great board in the biotech industry?

What makes a great genomics board is what makes any great board. First and fore-
most, we have people with knowledge of our industry and experience in others.
We also have board members with long-term ties to the academic community who
are well versed in the practical and ethical issues of drug development.

hip in balized

Klaus Zumwinkel
Deutsche Post World Net
Chairman of the Board of Management

e |t has been said: “The future of communications technology is global.”
Particularly in the aftermath of September 11, 2001, what are the
challenges for the world economy?

The terrible and inhumane attacks in September 2001 and their aftershocks have
created challenges in every aspect and sector of the global marketplace The stock
exchanges and financial markets reacted swiftly and predictably, but longer-term
implications are harder to assess, as nations and corporations struggle to redefine
the opportunities and boundaries created by the aftereffects of the attacks. Yet,
amid this uncertainty, one thing is certain: Despite everything, the world is be-
coming closer. We are continuing to remove physical and psychological barriers
between countries, regions, and people. Trade barriers are coming down, and in
Europe, the euro has become a reality. The world economy never sleeps. Even now,
it runs 24 hours a day, right around the clock. While Europe sleeps, America pro-
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duces. Twelve hours later, it is the other way around. Thanks to all these factors,
it is certain that free trade will continue to increase on a worldwide basis. And,
fortunately for us, logistics service providers will reap the benefits, since ordered
goods must reach the customer—worldwide. The globalization of the world we
live in has not been halted by logistics—indeed, logistics promote globalization.
Given all these factors, Deutsche Post World Net (DPWN) remains steadfastly fo-
cused on its vision and personal challenge for the future—to become the world’s
leading service provider of mail, parcels and express delivery, logistics, and finan-
cial services. Even in the face of the unthinkable, this vision continues to define
the way we operate—tomorrow as well as today.

e Given the uncertainties you mentioned, what leadership skills will be
required to mobilize the organization in pursuit of this vision?

Our successes going forward will more than ever depend on solid execution through
talented management. All current and future challenges faced by a modern logistics
service provider can only be tackled with strong and forward-looking management,
and it is the unique challenge of the leaders of the organization to ensure that man-
agement is present, by means of strong recruitment, internal development, and re-
tention programs. It is the job of the leaders to provide them with challenges and
foster their capabilities; only in this way can a corporation’s visible success continue
to increase in the future. The training and development of employees is a critical
investment, because good, motivated employees are an organization’s most valu-
able asset and the sine qua non of sustainable competitive advantage.

e What competitive pressures do logistics service providers face vis-a-vis
the growing globalization of the marketplace?

Today, customers of logistics service providers demand international and effec-
tive transport networks. There are no countries or places in the world to which
deliveries from any other location do not have to be made in order to fulfill cus-
tomers’ needs—in an expedient manner, by road and rail, by sea and by air. The
demands on capacity and speed are increasing exponentially as free trade contin-
ues to expand on a global basis. The logistics sector expects a higher-than-average
growth in crossborder dispatches. In relation to this, experts are talking about an
estimated midterm market volume of around 800 billion deutsche marks in lo-
gistics and related distribution revenues. Modern and globally active logistics cor-
porations must bear this trend in mind. The success of international logistics
corporations will be dependent on their ability to adapt effectively to these and
successive challenges of globalization as the trend continues.
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e What political barriers exist in this industry, and how should they
be addressed?

If companies are allowed to operate globally, they will do so. We must continue
to lower the barriers to trade that postal markets, in particular, still face. The trans-
formation of national agencies and state-owned corporations into private-sector
companies run on market economy principles is a lengthy process—particularly
in Europe. The European Union is making efforts to liberalize European postal
markets further. Deutsche Post World Net welcomes these efforts. Only free and
fair competition for the best concepts and initiatives will provide a further boost
to global logistics—and also, and most important, to the benefit of the customer.

e Going forward, what role will technology play in freeing up trade
for logistics service firms?

The World Wide Web and digitization, while they present new challenges for world
trade, offer almost unimaginable opportunities. Internet-based business is generating
higher shipment volumes internationally, which in turn necessitates forward-looking
distribution concepts. Despite the fact that it is spawning online business initiatives
at a furious pace, the Internet’s full potential in terms of purchasing and distribution
has hardly even begun to be realized. It is predicted that virtual markets, in particu-
lar, will experience high growth rates. As far as data and information transfer is con-
cerned, we cannot imagine life without the Internet today. Let me give you an example
that relates to our organization. For a long time now, Danzas, our logistics subsid-
iary, has been using the Internet not only for tracking shipments but also to allow
customers to place their orders online, via electronic order entry. Customer-oriented
e-business solutions ranging from online shipment tracking to e-fulfillment consti-
tute our day-to-day business. [ am convinced that in the future, these kinds of online
operations and services will play an increasingly vital role for logistics companies.

e How can a company like DPWN differentiate itself from the competition,
with Internet business solutions available to all?

Companies must become more dynamic and more attuned to the marketplace
through such initiatives as customer relations management, supply chain manage-
ment, and other strategic affiliations. In just the past 10 years, the number of logistics
service providers in Europe has decreased by around 70 percent. The world’s logis-
tics markets have moved closer together. New and more elaborate production
processes are evolving. Customers’ requirements and requests have become more
complex and more targeted. Customers will increasingly choose one single partner
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or at least few carefully selected partners which can offer the most attractive “one-
stop shopping”—a company that is in a position to take care of their every need in all
areas of logistics. Hence every global logistics service provider must aim to be that
chosen partner—for every dispatch, in every weight category, at every speed, and with
the issues surrounding finance taken care of. In the area of supply chain manage-
ment, more and more corporations are outsourcing their entire logistics operations
in order to better concentrate on their core competencies. Today, modern logistics
organizations offer their customers full service at every point along the supply chain.
These range from ordering and warehousing services through order processing and
dispatch preparation to transport, distribution, and financial services. In the future,
only a broadly based and sophisticated logistics group will be capable of fulfilling cus-
tomers’ needs in terms of supply chain management.

e \What is on the immediate horizon for DPWN?

Today, there is a daily dialogue between Deutsche Post World Net and the world.
We connect 228 countries across five continents. We move the world, and the
world moves us. We connect nations and regions, cultures and people—by road
and rail, by sea, by air, and each in its appropriate time frame. Our service is called
communication. Deutsche Post World Net, with its global mail, express, logis-
tics, and financial services network, is a partner in the dialogue. We connect the
world and its people. Our employees, customers, and partners speak different lan-
guages and have different religions and different cultural backgrounds, but we have
one thing in common. We are all partners in the dialogue, now and going for-
ward. As the twenty-first century unfolds, global logistics and distribution service
providers face new challenges. We are taking on these challenges in the free and
fair competition for the best ideas and the best concepts.

Leadership in burgeoning markets

Edward Tian
China Netcom Corporation
President and Chief Executive Officer

e  What is your leadership philosophy?

Leadership has a lot to do with really believing in something, no matter what. Take
the passion you have for whatever it is, and balance it with a sense of responsibility
and mission, and make sure that others believe it’s possible. On a very basic level, I
believe it is extremely positive if the whole organization understands and appreciates
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the mission, so we make our mission very goal oriented, and we give our people the
direction and resources to achieve the goals. The ability to motivate is very impor-
tant, but that alone is not enough to lead your people to success. People not only
want to see the larger picture, they also want to know what you’re going to do to
achieve that vision next week, next quarter, next year. Also, culture—the atmosphere,
the environment, the way people come together—plays a huge role in my manage-
ment and leadership style. We go to great lengths to keep our culture productive and
positive. It is also very important to build and institutionalize key processes, such as
budget and succession planning, evaluating talent, and performance reviews. Finally
and most fundamentally, we evaluate our performance on a quarter-to-quarter basis,
but more important to our success, we believe it is our responsibility to build a foun-
dation for China. Taking a long-term approach is vital to success in China.

e What have been some defining moments along your career
that helped you to develop your leadership skills?

Several truthful moments occurred during negotiations with a venture capital firm
and our board. Learning the requirements of a potential new investor helped me gain
an appreciation of what investors look for and how they measure success. It was chal-
lenging for me transitioning from being an entrepreneur to leading this large and
complex organization. I was concerned about my capacity and ability going from a
very entrepreneurial type to a much more process- and number-oriented leader.
Fortunately, the skills that transferred well had to do with motivating people. Other
moments were in the early days of starting China Netcom. It was very difficult in the
beginning because no one had done something like this before. Our owners are es-
sentially the ministries of the Chinese government, and many people wondered how
we could build an entirely new communications company with modern corporate
governance in a noncommercial environment. Doubts about our ability to build and
grow this company mounted, especially with other quasi-private ventures failing in
the market. But the experience of starting this company from scratch against the
market’s doubts gave me courage—courage to make commitments in the face of what
we were doing, courage to move forward with our ideas. You cannot afford to show
any weakness or vulnerability in a tough environment like this one. We have a saying
in China and that is “Eat first crab,” which means take risks to do new things and be
prepared for whatever may happen.

e What are the leadership challenges associated with running
a company in China now?

Building a strong management team. This is probably true in most countries
and companies, but it is even more challenging in China because our genera-
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tion had little exposure to corporate culture and private businesses ventures
growing up. There was also very little management culture, so building a midlevel
management base and finding qualified people to manage people is more diffi-
cult. Educating the generation before me about the business has been challeng-
ing. Finding the most efficient way of achieving our objectives with people who
lack business culture experience has been the single most challenging task in
running a company in China. We do not lack entrepreneurs here, but we have
a huge lack of trained professionals. In the United States, the Industrial Revolu-
tion spawned the concept of management and of professional management
teams. So, in addition to years and years of MBA experience and numerous role
models, the United States also has a large pool of quality companies from which
to draw good management and talent. In China, it is like building something
from scratch—and that is a very, very challenging job.

e Would you say that, from a private-sector perspective,
China is in the infancy of its own industrial revolution?

Definitely. And not only are we at the dawn of our industrial revolution, but we
are simultaneously facing an information revolution as well. Management was
really very simple in the Industrial Age of the West. You focused on fixed assets,
and there were only a couple of key issues to concern yourself with. However,
we are building a whole new economy and new industries as we build new com-
panies here in China, and the leadership for the intangibles is entirely different.
Human capital is what I am referring to, and there has been a significant hurdle
in learning how to manage both the tangible and intangible assets at the same
time. Our strategy has been to hire people from new venture companies, people
from overseas, including Thailand, Hong Kong, Singapore, Taiwan, and even
the States, and, in particular, people with 5 or 10 years’ experience in a multina-
tional firm. We have found exceptional talent in middle management from large
U.S.-based companies that have operations in China. When you are hiring more
than three hundred people a month, the size and competitiveness of the pool is
immediately noticeable. This will continue to be a very, very serious challenge
for us.

e What is the best strategy for management and leadership development
or for recruiting and retention in such an environment?

Our strategy is to recruit the best talent we can get at the top and empower each
successive layer of management to replicate the process throughout the organiza-
tion. We developed an academy two years ago to do just this. The purpose of the



ESTABLISHING COMPETITIVE ADVANTAGE 133

academy is to facilitate knowledge transfers and skills transfers. We need to train
hundreds of thousands of people in basic business knowledge and experience.
Fortunately, we have plenty of brainpower in China, and many young, smart kids
who want to be successful. The trick is turning smart, motivated people into pro-
fessional managers and, ideally, into leaders who value the culture, processes, and
goal-oriented methodologies I've mentioned. To be team- or member-oriented
is simple in concept but difficult to implement. Our educational system is great at
producing engineers but has a way to go before it produces leaders.

e Has your American training influenced your leadership style?
Are you applying any Western management techniques?

My U.S. experience has been a tremendous influence, but I don’t believe there is
a Chinese or U.S. management style. Management is a science, and most good
companies have similar management styles. People say that we created our own
Chinese management system and style, and I just don’t think that’s true. We had
to learn how to do certain things related to corporate governance, shareholder
value, and the strong capital market influence, for example, and the best manage-
ment practices are those developed in the States. The companies I truly admire
are represented on my board, and we hire from those companies, too. These people
are proven performers, and we try to apply some of their techniques to our own
management teams. So, I really appreciate my American experience; it showed
me that the situation here calls for very realistic approaches, such as purposely
having a long-term focus on doing business in China, because we are creating a
whole new economy and a new foundation for China.

e Whatis your advice for American or European CEOs
wanting to do business in China?

Companies coming into China to do business will have to do their homework
in order to understand the culture and the way business works here. For example,
we are partially owned by state government, and many of our employees have
had long working relationships with state-owned enterprises. Therefore, lead-
ership must have a respect for those relationships and yet also push toward more
progressive management styles. The fundamental evolution of our economy will
be very strong, and China will emerge as a contending market. In the telecom-
munications and information technology sectors, China may become the world’s
largest buyer of technology within five years. Therefore, China will be a critical
market for all multinational companies in communications, equipment, and
technology. China will play an important role in the manufacturing sector as
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well. Companies should also think about strategically outsourcing manufacturing
operations here, because China will become a very competitive manufacturing base.
We also have huge reservoirs of R & D, engineering, sales, and marketing talent, and
we have developed some applications that work well in this market. I would also
advise CEOs to hire and train local talent, and make sure they become integrated in
your company and part of your global management team. China has a long history
of promoting particularly Mainland Chinese graduates and Western-trained people.
It is a very important part of a human capital strategy. You can hire critical skills
from Hong Kong, Taiwan, and other markets, but in terms of understanding cul-
tural issues, you really need to hire and promote Mainland Chinese. Finally, China
has the potential to develop a strong capital market over the next 5 to 10 years. China
is also focusing on building a stock market so that we can offer new businesses and
high-growth businesses an efficient way to access capital. Even more important,
through the capital market you can totally integrate your operations in the local en-
vironment. It is very hard to do equity-based transactions now, but over the next
five years, most mergers and acquisitions will be primarily cash- or asset-based until
our capital market is better developed. And especially as part of the World Trade
Organization (WTO), China will be viewed as a potential capital source. In light
of the recent global slowdown, international firms should think about a strategy
for China, because it could represent a great growth opportunity. Without a good
strategy for entering China, it will be very hard to compete and win. In fact, your
strategy for China should be as important as your strategy for Japan or other major
foreign markets.

e Several companies have announced moving manufacturing operations
to China now that China is in the WTO. What will the impact be
of China being in the WTQ?

I think it will be a good opportunity for us and for China. It gives us more flexibil-
ity to choose international partners, because—particularly in the network and
communications business—you need partners to operate. The WTO is going to
accumulate what both international and domestic firms are spending on the tele-
communications and technology sector, so this will create a demand for us. It will
also, however, create a lot of competition in China—and we’ll have to grow fast
and smart to meet the challenge.

e \What attracts people to China Netcom, and what keeps them there?

This is just like any other company when it comes to attracting, retaining, and
developing great people; it’s a combination of things. First, you must give them a
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unique and exciting opportunity to develop themselves. Second, pay them what
they are worth to you; if you can’t do it on salary, stock options are a great alter-
native and incentive. I am very fortunate that my board is supportive of issuing
options from our stock incentive plan so that we can offer a comprehensive com-
pensation package. Finally, create a company culture where people feel they be-
long, as in a family, so they are more willing to give part of their life to growing
the company. We celebrate victories here, and that is a big part of our culture,
too. And never stop developing these three things. Attracting, recruiting, and re-
taining and developing people is not a one-time activity; it’s a continual process
of improvement.
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This chapter details the experiences of some of today’s most respected leaders
of strategic change and transformation. Despite significant differences among
the various types of change they discuss—from turnarounds to mergers and
acquisitions—there are a number of common themes. These themes differen-
tiate these organizations from the more typical, which may be successful in
certain instances, but perhaps more through luck or chance than by design. Just
what is it that separates change-able organizations from others?

The components of change leadership are reasonably well known: craft-
ing a vision, creating buy-in, making tough decisions, modeling successful
behaviors, and the like. The stories of change leadership in the following pages
go beyond the familiar, however. What’s different about them is that these
leaders have mastered the art of managing the steps of change management.
They have succeeding in creating a whole that is larger than the sum of its
parts, using tried-and-true formulas in new combinations with powerful re-
sults. They have known, perhaps intuitively, that change has both short-term
and long-term components and must be approached with what the U.S. court
system has termed “deliberate speed,” moving as quickly as human nature
will allow. One thing they all have in common is the recognition that build-
ing and maintaining momentum is the key to success and that it must be in
sufficient quantities to sustain a complex organization and its culture.
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Physics 101 teaches us that momentum is the product of speed and mass. These
new change managers understand this equation, either intuitively or explicitly, and
make it a priority to establish both speed and critical mass at the outset of any
effort to create major organizational change in today’s fast-paced world. As Craig
Conway of PeopleSoft notes, “The stakes are higher now. There is a dimension of
speed, too. Not only are there fewer survivors, the difference between winning and
losing can happen in a very short window of time.”

Speed in the execution of any new direction is critical, as Michael Dell of Dell
Computer summarizes: “The emerging formula for organizational success is one that
combines the customer focus and financial acumen of the Old Economy with the
agility and drive of the New Economy. The true winners will be organizations built
on fundamentals, with the ability to understand and take advantage of key trends.”

In addition to speed and mass, a change initiative also requires careful guid-
ance and unwavering focus in order to overcome the inevitable obstacles and is-
sues that arise along the way. The guidance must be steadfast throughout the
change process. It is not enough to articulate where the journey will end; it is also
critical for all involved to know how the journey will unfold.

To create guidance initially, leaders need to understand fully the nature of
the challenge involved in a massive organizational change. How do you get the
“real goods” on what the change challenge is? You ask questions, and lots of them.
Ray Lane, former COO of Oracle, recounts his experience at that firm: “Not know-
ing the software business . . . allowed me to ask the basic questions about why we
do things the way we do and to question the [business] fundamentals. You can
only do it once: when you go in. [After that point], you can’t ask those questions
any longer, so taking advantage of that nascency to ask those questions is instru-
mental to a successful turnaround.”

There are four distinct levels of change—operational, strategic, cultural, and
paradigmatic. Each requires a distinct combination of approaches, skill sets and
techniques.

Creating Shared Understanding

Once the nature of the challenge is understood by the leaders, it is critical that
they share that understanding within the organization. If key decision-makers and
team members are in the dark as to the objective and means of accomplishing it,
the activity will probably experience any number of challenges. Shared understand-
ing is a multifaceted facilitator of change, too often ignored or incompletely mo-
bilized as a tool for success. If only the leaders know the game, then they are the
only ones who will be able to play. Successful change requires that all involved in
making it happen understand the what, the why, and the how. That’s not neces-
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sarily as easy as it sounds, as Conway reflects: “The two toughest challenges are
defining a vision and implementing it to the exclusion of everything else. Once a
company understands what it needs to become, the more difficult next step is to
decide what it is not going to become. Tougher still is doing this within the cul-
ture of the company without harming the assets of the company. Shutting down
or decommitting to projects, for example, often makes for very difficult accep-
tance issues with employees.”

Enriching and Maintaining Shared Understanding

Just as important as shared understanding of where the change journey will end—
the vision—is the enriching and maintaining of this understanding across and
throughout the organization. An ongoing review process designed to work in rap-
idly changing environments is critical to this effort. There are several components.
One is continuing assessment of changes in the context within which the company
operates, including the overall business environment, markets, and competition. A
second is continuing evaluation and tweaking of the action plans developed to effect
the change. Gary Wendt of Conseco used the solid management skills he developed
during his years at General Electric to drive such an initiative: “The reinvigoration
process consisted of putting in place various management processes and techniques
that I had learned so well at GE. These processes can be applied to any business, but
in particular, some were very applicable to what was needed here. Quarterly reviews,
strategic planning sessions, and a formal budget process—all driven by the business
units—were what we needed to implement.”

After the establishment of guidance, shared understanding, and an ongoing
process for maintenance of these two items, speed is the next priority.

Establishing a Sense of Urgency

Whatever the nature of the change, anticipatory or reactive, a sense of urgency
is essential to the generation of speed. Creating a sense of urgency requires a
major communications effort to build awareness and understanding of the need
for change, and also the modeling of the desired behaviors on the part of the
leaders. The immediate goal is not to win everyone over but to get buy-in from
a core group of influential managers; once that is done, it is possible to build
momentum rapidly. Anticipatory change is the most difficult, as Geoff Unwin
of Cap Gemini knows. “Don’t fear making changes or transitioning to a public
company in a volatile market,” he advises. “It may seem perverse, but when a
market is difficult, it is easier to get people to change behavior than when a
market is sunny. When a market is sunny and people are doing well and you
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say, ‘Well, I think we need to change to do this,” they say, ‘Why do we need to
change? We’re doing all right.” Also, you can get cohesion through the very pres-
sure of change.”

It is also true, however, that change is difficult under the pressures of poor
market performance. In either case, it is important to arm oneself with the facts,
because the facts are not hostile, and are indisputable if collected properly. As Lane
attests: “I needed to collect data, establish facts as opposed to personal beliefs, put
rules in place, and throw out the bad apples. In order for our change plan to work,
we first had to know exactly what our customers thought of us. I hired McKinsey
& Company to ask our customers the hard questions so we could determine what
our clients really thought of us, and why our competitors had gained market and
mind share over us. We heard startling answers that put an end to the old behav-
iors and got us thinking about our future.”

He further claims that this was one of “the triggers that positioned me with
the authority to win, and gave me the support and longevity to make the turn-
around successful.”

Creating a Focused, Strategic Agenda

One of the worst mistakes organizations make while undertaking change initiatives
is trying to change everything at once. This doesn’t work and never has worked. Know
what has to come first, get the job done, and move on to the next wave. What we
know is that one needs to focus on two or three critical initiatives at any one time.
Wendt recalls: “In the first one hundred days of our transformation, all our focus
was on restructuring our finances and regaining our A rating. There was no point in
improving management techniques if we weren’t sure the company would survive.
After our survival period, we then had to reinvigorate the business.”

In addition to focusing the effort, it is advisable to ensure that the phases to a
major change effort are discernible and have tangible outcomes at every step, Ac-
cording to Pat Mitchell of PBS: “The secret is to make each step along the path of
change have some recognizable value. You have to stand behind your risk and state
your case for change in a very reasonable way. Then, you lead by doing and by set-
ting the example. Building consensus is critical for a major strategic change to work.”

Rapid Strategic Decision-Making and Deployment

To execute change rapidly requires that major decisions be made in a timely fash-
ion. Too often in organizations, resource reallocations, whether financial or human
in nature, take to long to make. They get mired in bureaucratic decision-making
processes that just take too long. Worse, the “study and validate” approach gets
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used by the change “saboteurs” to slow down or stop change from happening. In
addition to efficient decision-making processes, speed can be built by executing
change-related activities in a parallel fashion, rather than the traditional linear,
sequential approach. For example, while a major communications exercise is going
on, pilot studies can already be underway. The leaders profiled in this book are
virtually unanimous in their recognition that one must be prepared to work with

imperfect information.

Focusing Resources for Each Key Initiative

Maintaining momentum requires that leaders make tough decisions about dedicat-
ing human resources and other resources to the process, dealing with nonperforming
employees and the “sacred cows” that sometimes paralyze an organization. Larry
Weinbach of Unisys, in discussing such tough choices, said: “[One of our best
decisions was] getting out of the PC business, which is a commodity business. We
weren’t a large enough player. To make the transition, it was necessary to con-
vince our manufacturing and engineering staffs that we could remain attractive
to our customers and become more profitable by moving into the high end of
technology, where we could add value.”

Building a Flywheel of Support

In most organizations, relatively few employees are willing to engage in early-
stage change activities, even when the change is perceived to be nonthreatening
or even positive. A rule of thumb cited by some executives is that about 20 per-
cent of the employee population can be motivated initially to drive change. An-
other 70 percent will remain neutral, “sitting on the fence” to see what happens.
The remaining 10 percent will actively, even vocally, oppose the new direction.
The real impact of the 20 percent who embrace it up front lies in their ability to
convince the fence-sitters to become engaged. Here is the approach Conway
used: “The first thing you have to do is stabilize the team and figure out who is
with you and who isn’t. A CEO coming into a company needs to co-opt the
support of the current management team. It helps to understand on an indi-
vidual basis what their concerns are, what their fears are, what their motivations
and goals are, and see if you can convince them that they can meet those goals.
Second, there has to be a compelling vision for the company, because people
want to be on a winning team. If they believe that you have a vision that is going
to result in the company’s becoming a winner, they will stay; but without that
sense of direction, they won’t. The third thing is to face reality. The number one
rule of business is to face reality.”
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Just how important is building the human flywheel? Mitchell concludes that
it is critical: “If people feel they have been listened to, they are a lot more likely to
become spokes in that flywheel than they are to stand outside and throw sticks in
your way. Everybody needs to feel heard . . . that doesn’t mean they’re going to be
served equally well by every risk you take, but they have to be willing to take the
risks with you.”

Conway agrees: “If you have a belief and a vision for the company and you
optimize every factor you can, every single day, it is ultimately going to yield re-
sults. I remember thinking, in the middle of the turnaround at PeopleSoft, that
I've been pushing on the company for a very long period of time and it hadn’t
moved an inch. But then it moved an inch. And then it moved a foot. And then it
moved a yard. Pretty soon it was moving on its own momentum.”

Identifying and Dealing with Resistance

Failure to deal adequately with opposition has derailed more than a few major
change efforts. In many strategic change initiatives, executives spend far too much
time dealing with the 10 percent of the workforce that will never get on the train—
a complete waste of time. Tough decisions have to be made regarding those who
don’t or won’t engage. Some CEOs may have an “I respect your decision to not
come on this journey with us” conversation with such negative employees. Most
important, however, senior executives need to spend time promoting and com-
municating the new direction, revising and modifying as needed along the way.
Lane describes how he made the tough calls: “By the end of the second quarter,
we had finished the McKinsey study and a best business practices study, and we
had terminated about 30 managers and brought in some new senior people. Let-
ting go of people who wouldn’t be essential to the turnaround was important,
especially of those who believed that they were untouchable and that the new
management team was only temporary.”

Effective Follow-Through

If you want to change strategy, change the performance measures and the cor-
responding recognition and rewards. This is the message we hear from senior
executives time and time again. It’s not quite as simple as that, but there’s
no doubt that many change initiatives fail because these two elements, as well
as other key enablers, are not aligned with the new direction. Other key
enablers include organizational structures, communication, policies, infor-
mation reporting, and employee training. These are so badly misaligned in
some cases that employees who are quick to embrace the new direction in
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fact risk being penalized by the old systems, formal and informal. If opponents
of a new direction have the opportunity, they will often use an existing reward
system to penalize the innovators. In addition, people who are opposed to change
may use some of these enablers, especially policies and communications, as
barriers and obstacles to progress. Conway continues: “I tied a great deal of
incentives to the success of the company, but they were as much personal wealth
creation as anything. Once everybody bought into the vision and the viabil-
ity of the vision, I ensured that every key person had enough stock options
so that if the vision came to be, that all of them would achieve their financial
goals.”

Using Demonstrated Leadership

Appropriate leadership styles are vital to successful change. Executives who fail as
role models often do so because they don’t know which leadership approach is
appropriate or don’t understand the key tasks. For example, failure to bring about
change in a crisis situation may be traceable to senior executives abdicating their
responsibility for tough decisions. By contrast, poor anticipatory change frequently
results from a top-down, directive leadership style that fails to build broad com-
mitment, as well as excessive secrecy about the new direction. Together, these result
in a lack of awareness and understanding of the need for change on the part of the
workforce and an inability to build a sense of urgency and momentum. Whatever
the nature of the change, it is almost certain that the deeper it becomes, the more
critical it is for an executive team to reflect on their leadership style, and demon-
strate new behaviors and values appropriate to the future direction. As Unwin puts
it: “Leadership is more than having people follow you out of curiosity or fear. The
ability to persuade and communicate is absolutely crucial. The key requirement
is to be clear and simple. The world is full of people who will try to complicate
issues. The world is a complicated place, but the people who really succeed are
those who can take complicated issues and express them in a way in which people
can understand, follow, and act. Not ducking the issues and being decisive are
qualities of good leaders.”

Leadership is truly about demonstrating passion and commitment to the new
future. Weinbach recalls: “My first day on the job, I went on our closed-circuit tele-
vision system and shared with the employees my vision for the transformation: cus-
tomers, employees, and reputation—simple, clear, and understandable. Then I went
to the news media and stated that Unisys was committed to repaying a billion dol-
lars in debt within two years. That was Day One. For the next 99 days, I visited 20,000
employees and communicated the vision and solicited their buy-in.”
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Achieving these hows establishes what we call the winning conditions for any
organizational change process. Simply creating the winning conditions—devel-
oping a shared understanding, generating speed, and building momentum—won’t
guarantee success, but without them, failure is much more likely.

hip £

Geoff Unwin
Cap Gemini SA
Chairman

*  You took the U.S.-centric private partnership consultancy Ernst & Young
and married it with a large, primarily European, publicly traded consulting
services company. What challenges and opportunities did the
integration present?

The dominant factor in any major acquisition or merger in the services sector is
the issue of culture. There are all sorts of transactions that may make financial,
market, or geographical sense in terms of being a good fit, but if the cultures are
not compatible, you are just absolutely destroying value. Regarding the merger
with E &Y, we had looked at hundreds of companies as potential merger partners
before focusing in on this organization. We then spent nine months really getting
to know each other prior to making the decision to go ahead with the transaction.
The majority of the up-front due diligence was concerning cultural compatibil-
ity. We asked questions such as “Do we share the same values?” “Do we have the
same way of behaving?” “Will we get along with each other?” “Do we trust each
other?” We came to the conclusion that our cultures did fit. Contrasted to the other
merger opportunities we considered, many were excellent companies, but our
cultures were significantly different and we knew that a marriage wouldn’t work.
It wasn’t a question of good culture over bad culture, it was a difference in orga-
nizational style, and you can’t underestimate the importance of culture fit. In terms
of the integration itself, we were impressed with the realistic way in which E & Y
approached the issues, including their concerns about moving from a partnership
culture into a public company environment.

e What other factors were considered in the merger? How long did it take?

There was other premerger planning from an operational point of view, having to
do with our corporate structures, technological infrastructure, the services we
would be selling, the clients and sectors we would focus on. You are required to
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do financial and operational due diligence, but it’s the cultural due diligence that
increases the likelihood of success. This was the largest merger in our industry and
a very complex transaction in terms of merging a partnership—which by defini-
tion makes no money—and adjusting and redefining compensation and other
financial benchmarks so that there is an “E” to which to apply a “P.” We had to
do this 27 times simultaneously because there were that many different partner-
ships involved. I likened the merger to giving birth to triplets sequentially. We spent
nine months on evaluating whether the transaction made sense. We spent nine
months making it happen from a legal and financial point of view. Then roughly
nine months in postmerger integration. The whole process was emotional, tough,
and painful, but worth every moment. After all, we viewed it as a “once in a life-
time” opportunity.

e What are the dos and don'ts when two service-based organizations
transition into a new culture?

Particularly in the early stages of integration, it is important to find a balance, so
that it is clear one side isn’t dominating the other. Balancing is not as rigid as matching
people one-on-one; it’s more that when you look at the overall mix of things, there
should be a fair mix of legacy company with new perspective, and a fair mix of na-
tionality and geography so that everyone has appropriate representation. In the early
stages, people need to feel comfortable and excited about the integration—because
if their new environment is alien to them, it makes things more difficult. Beyond
the early stages, capability drives decisions, so you have to know how to assess capa-
bility and react to strengths and weaknesses of both parties.

e How do you assess the capabilities within an acquired company?

The first step is to make an assessment of the talent at the top levels of both firms
so that when the transaction is final, you know exactly what to do in terms of top
line governance and identifying major positions within the merged entity. You
can take a few months to assess talent in positions deeper down, because you will
have the right senior person in place to assist in evaluating that talent. There is no
quick solution; it is a matter of spending time with people and getting to know
them and how they behave.

e Do you take an active role in the talent assessment process?

Sixty percent of my time is not spent with clients, surprisingly, but with
our workforce. I spend a high proportion of my time on people issues such as
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spotting talent, succession planning, and staffing. Again, there’s no shortcut;
it’s a matter of just spending time with people and talking to a lot of different
people.

e Would you characterize your leadership style as “management by
walking around?”

Yes, absolutely, and at all levels. I don’t just spend my time with our top produc-
ers, I spend a lot of time with recent graduates, for example, so that I have a rea-
sonable understanding of what their needs and requirements are, which are
different from the way it was in my day!

e What is your leadership philosophy?

My leadership philosophy revolves almost entirely around people and teams.
Geoff Unwin is virtually incapable of doing anything by himself. Teams gener-
ally produce better results than individuals, but the makeup of the individual
members of those teams is very important. Again, you strive for the right mix.
You want different personality types in a team, because you don’t want a team
of think-alikes. I try to concentrate very much on the capabilities of people
around me. Some leaders are frightened by the notion that you should hire
people who are better and smarter than yourself. I learned this from one of my
mentors who strongly believed in recruiting people with better qualifications
and credentials than he possessed. A client once remarked to him, “You know,
John, the further down in your company we go, the better it gets,” and my boss
was immensely proud of that.

e  QOther than being people-centric, are there specific skills that leaders
should have to be more effective?

Leadership is more than having people follow you out of curiosity or fear. The
ability to persuade and communicate is absolutely crucial. The key requirement
is to be clear and simple. The world is full of people who will try to complicate
issues. The world is a complicated place, but the people who really succeed are
those who can take complicated issues and express them in a way in which people
can understand, follow, and act. Not ducking the issues and being decisive
are qualities of good leaders. That doesn’t necessarily mean leaders should be
instantly decisive, but the worst managers are those who waver too much,
too long.
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e  So, the best leaders have well-developed social skills,
or a high emotional quotient (EQ)?

It’s spot on. The first test for senior management candidates is for intelligence.
The second test is social acceptability. There are a number of very intelligent people
who are also abrasive and would not be ideal at interacting with clients, for in-
stance. The social skills, social ability, the emotional quotient are undoubtedly
crucial factors in leadership success.

e  Your first position in your career was professional chocolate taster for
Cadbury Schweppes. You eventually held various management positions
with Cadbury, Hoskyns, and Cap Gemini. How have your past
experiences prepared you for a CEO role?

I joined Cadbury fresh out of university in its graduate management trainee pro-
gram. The training I received from Cadbury was superb, and it made a tremen-
dous impact on me in terms of an introduction to finance, marketing, production
techniques, distribution, advertising, and quality control. Even now, 35 years later,
I can still remember a session we had with the CEO, Sir Adrian Cadbury. He went
through accounting and financial statements and told us what was important and
why it was important. I remember asking him what “goodwill” was, because, at
the time, I had no concept of what on earth goodwill meant. At the time, it didn’t
feel like it was valuable training, and I didn’t really appreciate what was happen-
ing. Only with the passage of time and reflecting back on the experience do I re-
alize what a tremendous foundation that training was. Hoskyns was extremely
people-oriented and developmental-oriented, and I was given a variety of roles
within that company. Even though I spent a long career there, I was never in one
job for any length of time. I never fought to move upward; I just tried to do the
best job I could, always making sure succession was in place so that it was easier
for me to be moved on if I was judged capable.

e What advice do you have for newly minted leaders in public companies
or leaders thinking about taking their companies public?

Realize that we live in a goldfish bowl, so there’s no hiding place. Be aware that
investors have long memories. Don’t fear making changes or transitioning to a
public company in a volatile market. It may seem perverse, but when a market
is difficult, it is easier to get people to change behavior than when a market is
sunny. When a market is sunny and people are doing well and you say, “Well, I
think we need to change to do this,” they say, “Well, why do we need to change?
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We’re doing all right.” Also, you can get cohesion through the very pressure of
change. It becomes a common enemy, in a sense. The issue becomes responding
to the market to protect our interests, and people realize their historical factions
have become irrelevant and they will unite around the burning platform for change.

Leading a transformation

Ray Lane
Kleiner Perkins Caufield & Byers
General Partner

e Before we get into the strategic transformation at Oracle, can you
reflect a bit on your transitions throughout your career—for example,
moving from a nonoperating role at a partnership structured services
company (Booz-Allen) to an operational role with P & L responsibility
for a publicly held software company?

I’ve been fortunate to have diverse roles throughout my career. Since I try not to
be one-dimensional and simply rely on analytical, operational or sales skills only,
I had to combine the skills and experiences from Electronic Data Systems (EDS)
and IBM to be successful at Booz-Allen. Then, at Oracle, my consulting skills and
executive relationships gained at Booz-Allen served me well. This diversity is es-
pecially helpful in recruiting and communicating with others. Senior executives
have to be able to relate to others, understand their points of view, and be able to
leverage this knowledge for their own companies. This simple lesson escapes so
many CEOs today, who continue to rely on the single talent that made them suc-
cessful in the first place.

e There are few leaders who have led a transformation as successfully
as you did at Oracle. Can you share with us how it all started?

Oracle, as you know, faced a financial crisis in the year before I came on board in
June of 1992. In terms of day-to-day operations, it was basically out of control.
People felt that they didn’t have to pay attention to any rules, either internally or
with customers. There were no established business practices, and the culture was
one of “Win at any cost, the end always justifies the means.” Rewards were based
solely on bringing in business in the immediate time frame; no thought was given
to the structure of deals or to building relationships. I was overwhelmed with very
compelling, very smart salespeople trying to convince me of their individual points
of view. I didn’t have time to be a consultant; I needed data to be armed with the
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“truth” to fight this mindset and common behavior, which demonstrated that you
can do anything you want for personal advantage, as long as you can convince
your boss it’s okay. The problem was that the boss often had the same self-serving
objectives. So, I needed to collect data, establish facts as opposed to personal be-
liefs, put rules in place, and throw out the bad apples. In order for our change
plan to work, we first had to know exactly what our customers thought of us. I
hired McKinsey & Company to ask our customers the hard questions so we could
determine what our clients really thought of us and why our competitors had
gained market and mind share over us. We heard startling answers that put an
end to the old behaviors and got us thinking about our future. The company was
very much like a dysfunctional family in need of an authority figure who could
lay down rules and enforce them.

e Did you have a 100- or 250-day change process plan to execute against?
Please outline your change plan. What were the priorities?

My first quarter, following Oracle’s fiscal year-end in May, I had to figure out who
on the management team was going to focus on the company rather than on them-
selves and their personal expediency. I had to collect an enormous amount of data
to separate truth from fiction, and start teams focusing on the areas that needed
fixing. By the second quarter, I hoped to have a new organizational structure in
place to implement the short-term fixes that were obvious. By the end of the sec-
ond quarter, we had finished the McKinsey study and a best business practices
study, and we had terminated about 30 managers and brought in some new se-
nior people. Letting go of people who wouldn’t be essential to the turnaround was
important, especially of those who believed that they were untouchable and that
the new management team was only temporary. Then, I chose the third quarter
as the first time to test our strategy and new business practices. We wanted to test
ourselves under strained conditions, and the third quarter is our toughest quar-
ter. We knew that in the fourth quarter, any misstep would resolve itself because
that was when we sold the most. Also, I wanted to use the fourth quarter to make
all the changes we had identified along the way, because that would set us up for
the new, first full year with the new plan. We produced, we beat expectations, and
our stock rose 50 percent the day after we announced results. Seeing these results
right away gave us confidence to launch the major reorganization the following
quarter. These were big changes; we turned the place upside down. I did away with
all the vertical industry organizations—ironically, I brought them back later—but
only after we had started to focus on applications and services, in addition to the
database business. I separated out consulting and support and made them global
businesses. I put a big focus on the applications sales force, separating it from the
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database sales group. It was essential that we reorganize both structurally and
process-wise by the end of that fiscal year to prepare for the next year. So, the fo-
cus was on getting the right market approach for the long term, as opposed to
getting the next “deal.” I knew in time this would bring in the business we needed
in each quarter. By getting the sales force trained on the right products—the data-
base business is very different from the applications business—and focusing on
delivering real value to the customer, and sticking by our claims, by repeating this
in front of customers over a long time frame rather than selling a deal in one quarter
or one year, I felt the business had great prospects for growth.

e Were there any defining moments in this transformation?

There are a couple I can think of that now don’t seem so big to me, but at the time
they were huge. When I first came on board I found myself right in the middle of
a political quagmire. The reason that [the CEO and founder] Larry Ellison had
brought me in had not been fully communicated to everyone in the organization,
so I had some senior people questioning whether they worked for me or I worked
for them, and what my actual role was. Fortunately, I was able to realign some of
the senior management and, in doing so, clarified my role right away. Having Larry
support my efforts in this regard and not intervene in the process showed his trust
and, to some degree, that I was the new sheriff in town. It allowed me to establish
credibility and authority, and have the whole organization recognize that I would
be making decisions and making them quickly, and that Larry would back me.
That this happened early on was key. The other critical event was a two-day meet-
ing in late September in which, having identified and taken the initial direction
that I wanted the organization to go in, I brought in all the teams to hear my pro-
gram for the turnaround. To get their buy-in, I drew on every skill I had, includ-
ing selling, operational skills, and consulting skills. I rolled out the results of the
surveys and internal studies we had done, and the action plans for the transfor-
mation. These defining moments were the triggers that positioned me with the
authority to win, and gave me the support and longevity to make the turnaround
successful.

e What was the most rewarding part of the transformation?

My first day on the job was the day we launched Oracle 7. We met with analysts to
brief them on the competitive strengths of the product, and of course, they were
curious about who the new guy was, and they were determined to test me. Just
coming on board, I had no idea what we were doing. The analysts asked a lot of
questions and I finally said, “Give me a break! I need at least 30 or 60 days under
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my belt before I can know how to answer your questions.” So rather than answer-
ing them on the spot, I promised them answers in 60 days. Going from that point
to hosting the analyst call after third quarter earnings were announced, which took
us from a stock price of $15 to $24 the next day, was very rewarding because they
were convinced there was a turnaround in progress. They saw that there was
momentum—momentum not just related to our stock price but in acknowledg-
ment of a viable, long-term plan. However, seeing the results of the work was
absolutely the most rewarding.

e How does today’s market environment affect the way a CEO would lead
a transformation? Is leading a transformation during the current
economic climate any different from the same process during
the past 8 to 10 years?

The timing does not matter. There is still the process of assessing all aspects of
what it takes to do the turnaround. Are the products competitive? What really
contributes to the financial structure? What does the organization look like? What
do our customers think of us? All those things are important, as well as the touchy-
feely issues, such as “Do I think this person could do this job? Is each team the
right team?” The fundamental elements for transformation do not change over
the years.

e Many companies are facing a similar need to transform. What advice
would you give CEOs who are contemplating or embarking on a major
strategic transformation today?

Trust your gut. In my situation, it was very helpful to me not to know the soft-
ware business. I understood the basics from an outside perspective, but  had never
run a software company. This allowed me to ask the basic questions about why
we do things the way we do and to question the fundamentals. This is very impor-
tant. You can only do it once: when you go in. Being new on the scene allows you
to ask the fundamental questions, but very quickly you become integrated into
the culture and become “one of them.” At that point, though, you can’t ask those
questions any longer, so taking advantage of that nascency to ask those questions
is instrumental to a successful turnaround. The turnaround doesn’t happen by
just moving a few things around—that’s like moving chairs on the Titanic. The
little things you can move, you move quickly, but the major transformation hap-
pens by going down to the basement and examining the infrastructure and how
things are done fundamentally. It took Lou Gerstner, for example, a long time to
turn IBM around because it’s a huge place. He questioned the foundation, how



STRATEGIC CHANGE 1561

the place is built from the ground up. So, trust your gut to map out what you think
you can do with no boundaries and no restrictions—then ask the bold questions
that people who are typically consumed in the business do not ask. Then, execute,
making adjustments along the way.

e Atransformation can be quite disruptive to a company’s culture.
How did you balance your company’s needs with that of its culture?

I do not believe you can change a culture. At the heart of every company, there
is a culture, and once it exists, it is extremely hard to change. It is set by the
founder and the early management, especially if the founder remains on as CEO,
as in Oracle’s case. It is very hard to change this, so what I tried to do is use the
best part of the culture, because there’s good and bad to every culture. It’s in-
teresting how most people talk about culture in a pejorative way. New people
come in to change a company and culture is regarded as something that gets in
the way, something to blame, and something that needs to be changed. I think
it is Mission Impossible to change a culture. You should instead take the good
aspects about the culture—whatever it was that made that company successful
based on its culture in the past—and you repurpose those toward your new
mission. Oracle, for example, had a culture of winning. Winning was highly
rewarded. I took that piece of the culture and wrapped it around some of the
values and philosophy I knew were necessary to mature the company. I didn’t
dare ruin the culture of winning. A mistake often made by incoming CEOs is to
go in and start blaming and changing the culture, instead of using the good parts
of it to achieve their goals.

e  Generally speaking, what has changed in the past 10 years
with respect to leadership?

In the past, leadership was done unilaterally. In other words, you sit at the top of
an organization where there’s a bit of the ivory tower mentality, you map out strat-
egy, you map out the growth through acquisitions or organically, and you basi-
cally do this with a small team at the top. It is very hierarchical in nature. Today,
though, it is very much a team effort. Basically, it’s a process influencing each
person on the team to move in a certain direction. Leadership through influence
and ideas is more successful today than the top-down leadership we saw 10 years
ago or more because it’s more permanent. People tend to buy in and embrace the
changes as their own, rather than gripe about the direction the boss wants to take.
Second, communication has become much more important, especially in large
companies where everybody needs to know a lot of information to keep focused
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on the mission at hand. Communication from the company’s leadership is essen-
tial. I underestimated this many times in my career, especially at Oracle, where
we went from 8,000 to 45,000 people and keeping all those people on the same
page required a great deal of communication. If you don’t continually tell them
your vision or your strategy, they make up what they think the company is all about,
and if you let that go too long, you end up with a disaster. I also think the need to
have a real focus on competitive positioning is a significant change in leadership.
If the leadership doesn’t have a competitive mindset—how to position products,
services, marketing, market share, what your competitor’s weaknesses are, and so
on—this could be disastrous as well.

e  Many of the CEOs we've talked with believe that a fundamental attribute
of leadership today is emotional quotient, or EQ—in other words, the
softer skills such as being able to communicate with employees, doing
alliances with partners, and building the brand. This attribute is viewed
as that of managing intangible assets, as opposed to the tangible asset
management of yesterday’s CEO skill set. Would you agree?

Absolutely. The best thing that ever happened to me was not being formally trained
as amanager. As I think back over the last 30 years, I left IBM too soon to be trained
in its notorious management training program. EDS had no management train-
ing at the time I was there. Booz-Allen was a partnership structure. So, when I
went into Oracle, I basically relied on my general work ethic, my gut beliefs, my
personality, what my mother taught me, and my natural tendency to be a walk-
around, hands-on leader.

e Are there any “must-have” skills for leaders today?

Any CEO I would endorse for a portfolio company has to have team-building skills.
They have to know how to recruit and how to motivate people to execute for them.
They have to be intensely focused on whatever creates value in that company. Being
a CEO is not about managing, it’s about producing a direction for a group of people
that results in a desired outcome. Understanding the fundamental value that is
produced by your company is essential. A CEO has to understand and direct that
value into something simple and clear that customers, lots of customers, want to
buy. Also, having a proficient skill around the numbers, being very numbers ori-
ented, having immediate recall of the numbers in their heads, is essential. Do they
need the CFO to tell me the revenue, margin, and balance sheet dynamics, or do
they understand how the numbers work themselves? This, for me, is the acid test
for a good CEO.
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e Today it seems that R & D has evolved into a portfolio of options that
incorporates traditional R & D, mergers and acquisitions, and corporate
venture capital. Rather than developing innovation in-house, many
companies are acquiring R & D through M & A initiatives. What are your
thoughts on this?

I actually think we’ll head back in the other direction. 'm not a big believer in
acquiring your way to growth. Growth should be organically driven, with merg-
ers and acquisitions to supplement. The core value of a company comes from its
organic R & D, branding, and new product introduction, for example—with few

exceptions.

e At Oracle, was there a program for developing and retaining
“best of breed” talent?

We started a program called the Leaders Forum in 1994, and every month we would
take 30 to 35 leaders from around the world, representing all different functions
from R & D to sales and services, and put them together in a week-long workshop
on leadership development. Each group was given a real business problem to solve,
and what one group didn’t finish was passed along to the next group to solve. It is
a very effective training format. You have the benefit of walking in each other’s
shoes, getting to know each other, and working together to solve a current busi-
ness issue. It reinforced the team concept well. My view is that, instead of some-
one coming in to my office and trying to sell me on how important he or she is to
the firm, I am more impressed by a person who tells me he or she has just solved
a problem with his or her peers without involving senior management. That kind
of horizontal communication is impressive. You can’t scale a company unless you
have managers several layers down who are not afraid to approach each other to
work through an issue and who are willing to work with each other toward a com-
mon good.

e As areflection of how essential human capital is for competitive
advantage, some companies are moving away from transactional HR
departments structured around pay and benefits and the like to a more
strategic human capital management approach. Is this the wave of the
future? Would you agree that this is a significant strategic change?

Absolutely. In fact, software is helping this to happen because line managers are
being surrounded by a lot of automated processes, so it’s no longer necessary to
have departments to conduct transactions. I think this extends beyond the HR
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department to department such as finance and purchasing as well. Many of the
transactional, mundane jobs are being transformed by software automation. You
can turn these departments into higher-value, more analytical operations that
produce a great deal more value at a lower cost. Plus, I’d rather have line manag-
ers who are skilled and spending their time hiring, recruiting, training, and devel-
oping talent.

Leading a turnaround

Gary Wendt
Conseco
Chairman and Chief Executive Officer

e What is your management philosophy?

My management philosophy starts with the basics: thoroughly understand the
environment in which you’re managing. That means knowing the strengths and
weaknesses of the company, its competitive position, its competitors, and where
the markets for the products you’re offering are heading. With that thorough
understanding, you have to decide on the strategy that you intend to pursue. In
each of my appointments at General Electric and in both of my CEO roles, I found
that every situation is unique, so different strategies were required. I'm a reason-
ably loose manager when it comes to people. I believe that probably the most
important single task of the CEO is to select the right people for the key jobs in
the company and then let them go in the direction that you agree they should go.
I am a firm believer in having a top tier of people who are very high quality and
then letting them develop the teams below them.

e What is the culture at Conseco, and what were your biggest challenges
in creating an effective, productive environment?

Conseco is both an insurance company and a finance company, and the cultures
of these two businesses are quite separate and quite different from each other. The
finance business had basically been the same company for 25 years, so the culture
was quite ingrained, and it was a good culture. The insurance business, on the other
hand, had been through 17 different acquisitions over a 15-year period, and the
culture was in a state of shock. In essence, it had no culture of its own. Because of
the way all the acquisitions had been integrated—or, rather, not integrated—there
was a total lack of process in the insurance businesses, and with that, a total lack
of culture. There was no process in place for people to exchange ideas; no formal,
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effective way to communicate; no quarterly review process so that the heads of
various businesses could come in and explain their issues to senior management;
and no budget process. The budget was actually determined by the corporate of-
fice and then sent down to the businesses to execute, as opposed to having it driven
from the business units. These strategic business units are just that—strategic. The
people running them are in the marketplace every day and therefore know their
businesses and their capabilities better than corporate. Having the budgets handed
down from corporate was an ineffective way to allocate resources. Basically, the
business unit heads were told what they had to do as opposed to being asked what
they could do. It’s ironic how, when I came on board, I was looking forward to
the experience of changing the culture. Then I discovered there wasn’t any cul-
ture to change, and it really gave me a different perspective. I knew we had to build
something new that would be sustainable over a very long time, and it would be
something that we had to pay very close attention to because we are a small busi-
ness without a lot of excess funds lying around. That was a big challenge, creating
a culture that allowed us to move forward.

e (Can you take us through the transformation process
that you led at Conseco?

We had a six-month plan, and we needed to implement as much as possible in
that six-month window because the company was in a severe debt crisis. Within
70 days of my coming on board, Conseco owed $1.2 billion, which would grow
to $2.2 billion within the next year. We didn’t have nearly that much cash in the
bank, and A. M. Best had downgraded our claims-paying rating. We lost our
A rating, which is usually a death knell for an insurance company. Not many
companies recover from that. It was really a triage situation: very quickly, we
had to sell a good many assets that we didn’t think were important to the future
of the company, and we had to totally change the business model of the finance
company from a cash user to a cash producer. With those two things in place,
we were able to put together a plan that showed how we could repay our debt,
not just over the short term but over the longer term as well. So, in the first one
hundred days of our transformation, all our focus was on restructuring our fi-
nances and regaining our A rating. There was no point in improving manage-
ment techniques if we weren’t sure the company would survive. After our survival
period, we then had to reinvigorate the business. The reinvigoration process
consisted of putting in place various management processes and techniques that
I had learned so well at GE. These processes can be applied to any business, but
in particular, some were very applicable to what was needed here. Quarterly
reviews, strategic planning sessions, and a formal budget process—all driven by
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the business units—were what we needed to implement. In the quarterly reviews,
the management of each of the businesses tells us how it is doing financially,
makes projections for the near term, assesses what the market conditions are,
and identifies which products are selling, which products aren’t; it is basically a
full and intense review of the activities of the business on a quarterly basis. In
the strategic planning sessions, the businesses come up with a three-year plan
for what they think they can do and what they have to do to accomplish that. In
the budget process that takes place toward the end of the year, the businesses
tell us what they can do and then we negotiate any stretch targets. Finally, but
most important for our transformation to be successful, we had to begin evalu-
ating the quality of our workforce. There had never been communication and
feedback between manager and subordinate on virtually any level in this com-
pany. So, with the new year, we began a quarterly review process in which every
supervisor and every subordinate sat down, filled out a fairly simple evaluation
form, and talked about strengths and areas where improvements could be
made, and then identified development needs the employee. It was very basic,
but also very critical. We now have a company wide capability assessment
review process for at least the top two layers of management at each business
unit.

e You're developing a performance management-based culture
that is a meritocracy, where people are evaluated and rewarded
on their performance?

Before we went through the whole series of quality reviews, we initiated a bonus
program that is based on performance for the top 250 people in the organization.
It was the first time that Conseco had a program based on performance. So now,
25 percent of everyone’s bonus in this top 250 rank comes from companywide
financial performance; 50 percent comes from their business unit’s financial per-
formance; and 25 percent comes from specific criteria established for individual
performance and individual goals that are negotiated between the manager and
the employee, unrelated to earnings per share, sales growth, or asset returns. As a
personal development plan, it is much more subjective than the other 75 percent.

e What is your perspective on Six Sigma, which you have instituted
at Conseco?

I obviously learned this while at GE. Jack Welch was fanatical about it and
brought it in for the purpose of improving productivity in the manufacturing
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businesses. And when one part of the company did something good, all parts of
the company replicated it. Even NBC executives had to have black belts and mas-
ter black belts in their organization to do Six Sigma projects. The good news
about the Six Sigma approach, which came out of Motorola and was designed
for manufacturing businesses, was that we learned it had aspects that were ap-
plicable to a good number of things in financial services. The basic concept, the
“DMAIC” concept, helped us get a lot closer to our customers here at Conseco.
DMAIC stands for D, determining customer’s needs, which was the part we spent
more time on than any other; M, measure the current situation; A, analyze the
data; I, innovate a new process; and C, control the new process. I brought in
Ruth Fattori, who was in charge of the Six Sigma at GE, to run the program for
us. She has a textbook approach: once you’ve trained your master black belts
and black belts, you find appropriate projects and you execute utilizing DMAIC
principles. We found that there was a real thirst in people here to have some-
thing like this available. We are very encouraged by the early, visible results from
implementing this kind of quality program. It is improving the business, taking
out a lot of costs, and making our customer service better. Some people claim
that Six Sigma adds bureaucracy to a business. By including it as one of several
management techniques we use, however, we are finding that it really facilitates
our business. With all the other pieces of the transformation strategy in place,

Six Sigma is helping us significantly improve productivity at Conseco across the
board.

hip chall . Y

Craig Conway
PeopleSoft
President and Chief Executive Officer

e You have had a successful career, starting at TymShare, then Atari, then
Digital Research. You then spent eight years at Oracle, eventually
becoming the executive vice president of marketing. After that, you took
TGV Software public and subsequently sold it to Cisco. Prior to taking
the helm at PeopleSoft, you led a turnaround at OneTouch Systems.
What attracted you to the PeopleSoft opportunity?

One attraction was the PeopleSoft brand name. The company had one of the
most respected brand names in the information technology industry. That was
a strong factor in my decision to come here. Second, the company had a his-
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tory of technology leadership, and in this industry it’s important to lead tech-
nically. The third factor was that the company had a very high customer sat-
isfaction level. Finally, the company had a great deal of cash for me to work
with, and I knew I had the support of the board and of the founder and chair-
man, Dave Duffield. That is about as good as it gets when you come into a
company.

e \What have been the defining moments along your career path
that helped to develop your leadership style?

A major defining moment was my first CEO position at TGV Software. Defining
a commercial business at a start-up consisting mostly of scientists was a real chal-
lenge. A second defining moment for me was when I faced my first turnaround—
OneTouch Systems. Turning a company around is very difficult, and there is a
high mortality rate. Facing the possibility of failure of was a very sobering experi-
ence and one that tested my leadership. The third defining moment was PeopleSoft,
because of its scale. At the time, PeopleSoft was a $1.5 billion-dollar company with
five thousand employees; doing things on that scale called for me to demonstrate
a different and broader set of leadership skills.

e When you took over at PeopleSoft, you had three compounding
factors: You were facing a slowdown in consumer and business
IT spending; you were replacing a legendary founder; and many of
the company’s top people had recently left. Any one of these factors
is difficult, but three combined constitute a leadership crisis.
What needs to happen early on to lead successfully in these
conditions?

The first thing you have to do is stabilize the team and figure out who is with
you and who isn’t. A CEO coming into a company needs to co-opt the support
of the current management team. It helps to understand on a personal basis what
their concerns are, what their fears are, and what their motivations and goals
are and see if you can convince them that they can meet those goals. Second,
there has to be a compelling vision for the company, because people want to be
on a winning team. If they believe that you have a vision that is going to result
in the company’s becoming a winner, they will stay; but without that sense of
direction, they won’t. The third thing is to face reality. The number one rule of
business is to face reality. Achieving your vision will probably not be possible
through iterative improvements in the business. It usually calls for something
very bold and risky.
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e What are the leadership challenges in a turnaround?

The two toughest challenges are defining a vision and implementing it to the exclu-
sion of everything else. Once a company understands what it needs to become, the
more difficult next step is to decide what it is not going to become. Tougher still is
doing this within the culture of the company without harming the assets of the com-
pany. Shutting down or decommitting to projects, for example, often makes for very
difficult acceptance issues with employees. Using the analogy of an orthodontist,
you can’t straighten teeth overnight. You have to put constant pressure on them
over a longer period of time in order for them to straighten. Capitalizing on the
culture without harming it is a difficult challenge. You definitely want to apply pres-
sure, you definitely have a clear view of where you want to go, but too many draco-
nian moves can kill a culture, which is sometimes what holds the company together.

e Are there certain ways to apply pressure without harming the culture?

There wasn’t anything formulaic in what I did. It’s a case-by-case, event-by-event
process that requires sensitivity, a lot of listening, and consulting with your se-
nior management. It is constantly adjusting the tension for optimal movement

without breakage.

e  QOften, when CEOs want to transform a company, it involves a strategic
change in the performance management and reward system. Was this
your approach as well?

I tied a great deal of incentives to the success of the company, but they were as
much personal wealth creation as anything. Once everybody bought into the vi-
sion and the viability of the vision, I ensured that every key person had enough
stock options so that if the vision came to be, that all of them would achieve
their financial goals. I did this in a very deliberate manner by asking every se-
nior executive in the company how much a 20-point increase in the value of the
company stock should be worth to them. I found that people had a pretty clear
goal in mind for what this increase in market value should be worth to them.
So, in most cases, I gave them the amount of options to get them there.

e When embarking on a strategic change or transformation, are there any
defining elements that mean the difference between success and failure?

Yes, and these elements might seem at odds with each other, but they work in
tandem. Success is ultimately going to require a combination of contributors and
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events to occur. At the same time, though, the key characteristic of success that is
most overlooked is personal persistence. If you have a belief and a vision for the
company and you optimize every factor you can, every single day, it is ultimately
going to yield results. I remember thinking, in the middle of the turnaround at
PeopleSoft, I've been pushing on the company for a very long period of time and
it hasn’t moved an inch. But then it moved an inch. And then it moved a foot.
And then it moved a yard. Pretty soon it was moving on its own momentum.
Making a strategic change in a company is enormously heavy lifting. It makes you
feel awfully tired and lonely.

e s there a difference leading a transformation today versus
10 or 15 years ago?

Today, the downside for failure is much greater because all markets have signifi-
cantly consolidated from 10 or 15 years ago. For example, there are three major
U.S. airlines; three major U.S. car companies; three major retail chains; a couple
of major operating systems, and so on, whereas 10 plus years ago the world toler-
ated more successes. The stakes are higher now. There is a dimension of speed,
too. Not only are there fewer survivors, the difference between winning and los-
ing can happen in a very short window of time. Companies that were regarded as
the hottest plays in high technology 3 to 24 months ago could be downsizing or in
reorganization or bankruptcy today.

e  Given the current environment, what are the “must-have” skills
for transformation leaders today?

The two that I am continually reminded of are creativity and communication. I
am amazed to see people running companies who do not have the creativity to
respond in a dynamic environment. In an unforgiving, fast-paced business climate,
you are infinitely better prepared if you are a creative person. Good communica-
tors have an enormous advantage over poor communicators because so much of
running a company is inspirational, external and internal, that is, inspiring your
employees, shareholders, industry analysts, and customers.

e \When your culture is based on innovation and creativity,
the soft skills become even more important.

If you go back to the premise that you will ultimately need to have an enormous
number of highly talented people to execute well, you’ll find the ability to com-
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municate at the core. You just have to be able to persuade people that they are
a part of something bigger. If you have a creative vision and you can communi-
cate it in a compelling way to get people excited, you will recruit better people
as a result. Then, it is easy to convince the world that you have a more dynamic
company.

e And at the heart of these dynamic companies, we have found that they
have evolved the human resources department into a strategic human
capital group that is focused on leadership development, coaching,
mentoring, stretch roles, executive education, talent acquisition and
development, and retention. They have created a people operating
system within the company.

HR has become ground zero in the war for business. Traditionally, HR has been
a cost center, an administrative necessity, but not strategic to the business and
certainly not viewed as a competitive advantage. The functions that it fulfilled were
transactional in nature. Because HR was viewed in this way, it attracted people
suited for that kind of function. Today, human capital management is being re-
garded as the competitive differentiation that ultimately will make your company
successful. The recruitment, retention, and development of people is considered
a company’s core asset. With this heightened visibility, a new breed of people are
working in HR. They are people who appreciate the value that human capital adds
to a company, and they realize that they are part of the value proposition of the
company. They need to think differently because it is more cost-effective to de-
velop in-house talent than going to the market for talent.

e Do you use a trusted advisor?

I have an informal short list of CEO acquaintances I tap into for feedback on vari-
ous issues. It is often thought that the CEO of a company gets that feedback from
the board, but I don’t think that’s the case at very many companies. Certainly,
some of your trusted advisors could be on your board, but I have found that it
depends very much on the challenge that I face. If [ am facing a challenge having
to do with scaling a company, I will seek out a CEO acquaintance who is running
amuch larger company than PeopleSoft. When I joined PeopleSoft and I was try-
ing to understand how to run a company of this size and circumstance, I called
[Chairman and former CEO] Eric Benhamou at 3Com because he was running a
large company that was facing adversity. Maybe some CEOs have formalized the
process by using either their boards or a CEO mentor or advisor, but if there was
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a single person who had all the skills for every question, that person should prob-
ably have my job.

Lawrence A. Weinbach

Unisys Corporation
Chairman, President, and Chief Executive Officer

e You were brought in to lead Unisys through a transformation from a
hardware and software company to a services company. What initially
attracted you to the opportunity?

When I was approached about the Unisys opportunity, I did a lot of homework.
I reviewed everything I could get my hands on that had been written about
the company in the prior 12 months and made some interesting discoveries.
The first was that, by all rights, the company should have been bankrupt
back in the midnineties, but it was able to sustain itself; the question was, How?
When I looked a little closer I found the answer: Unisys had customer rela-
tionship capital. There were companies still choosing to do business with Unisys
even though its financial health was critical. This meant that there were em-
ployees inside the company looking after these customers by delivering critical
products and services, which kept the company alive. I made my decision to
join on the basis of customer capital that was still in the company. Business is
really all about winning customer loyalty, so I had that advantage going in
as CEO.

e \What differences between a partnership and a public company
played a role in the transformation?

A partnership is all about people, and in a service partnership, you quickly learn
that the customer views whoever is working on his or her account as “the com-
pany.” Customers don’t think of the company as being the CEO or chairman;
they look at who’s servicing the account. So I learned pretty quickly that in a
partnership, you have to have motivated people because they are your sales force
and your interface with the customer. They have to represent the company to
the customer, and if they do it well, the company can be successful even if there
are other problems. Coming to a public company, I brought the knowledge of
what is required to be successful in a service company. As we moved Unisys into



STRATEGIC CHANGE 163

the services arena, my background helped me to understand where we were and
where we had to go from a cultural perspective.

e What have been the defining moments of the transformation?

The first was the financial turnaround. At the outset, we had $2.4 billion in debt.
We had $1.4 billion in preferred stock that had an annual dividend requirement
making it similar to debt, and we basically had no tangible net worth. The annual
pretax cost of interest and preferred dividends was about $370 million. The com-
pany just wasn’t competitive. Today, about four years later, our preferred stock
is gone, our debt is down to about $700 million, and the annual cost has been
reduced from $370 million to approximately $70 million dollars. We have a debt-
to-equity ratio of 25 percent, and we’re competitive. The second defining ac-
complishment was getting employees to believe in the company again. We did that
by first creating a performance management system and a 401K match. We began
to take diversity seriously, making sure we were hiring people with varied back-
grounds. We resumed our recruiting program at colleges and universities so that
we could go after the best and brightest right out of college and thus could refresh
our organizational culture. We began Unisys University so we could train our
employees in the ever-changing technology environment. The third defining point
was restructuring our entire go-to-market proposition so that we could be more
responsive to the needs of the customers and the marketplace. And fourth was
making the company profitable again. We have now had 16 straight profitable
quarters from operations. We’ve done that by eliminating the low-margin com-
modity business and going after services businesses where we could add value. And,
finally, we developed an advertising and branding program to begin letting the
world know about our improvements.

e What has to happen in the first one hundred days
of a strategic transformation?

Let’s talk about the first day and the first one hundred days. My first day on the
job, I went on our closed-circuit television system and shared with the employees
my vision for the transformation: customers, employees, and reputation—simple,
clear, and understandable. Then I went to the news media and stated that Unisys
was committed to repaying a billion dollars in debt within two years. That was
Day One. For the next 99 days, I visited 20,000 employees and communicated the
vision and solicited their buy-in. At the end of four months, we had paid off $800
million of debt—=80 percent of our goal in 15 percent of the time frame. The les-
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son there is that the first hundred days are important, but the most important of
them is Day One, because that’s when you have to win people’s confidence that
you have a plan and that you are personally engaged.

e \What has been the toughest challenge to date?

Getting out of the PC business, which is a commodity business. We weren’t a large
enough player. To make the transition, it was necessary to convince our manu-
facturing and engineering staffs that we could remain attractive to our customers
and become more profitable by moving into the high end of technology, where
we could add value. This was a very difficult proposition because it involved get-
ting people to change their mental models of Unisys. In other words, we had to
change the culture of the organization in order to change our niche, and we did
it. Today, Unisys is over 70 percent in the service business.

e What sort of things does Unisys do to foster leadership development?

We have Unisys University, where we deliver our entire employee training and lead-
ership programs. One of them is a leadership school, which is open to all levels of
management. All my direct reports have been through the one-week school, and we
are now putting their direct reports through. Our goal is to have everyone in manage-
ment complete the program. That represents about 2,000 of our 40,000 employees.
It took us awhile to develop the curriculum, but it was worth the time investment.
Now, we are very methodically getting the message out, getting people to understand
our new culture—not a command-and-control culture, but one in which employ-
ees are given authority and responsibility, and they’re held accountable. Because it
is markedly different from the way things used to be done at Unisys, we are taking
every opportunity to communicate and reinforce the message with our people.

e Do you teach at the university?

Typically, I attend at least one day of a week-long course. I spend some time teach-
ing and answering questions and the rest of the time getting to know the people.

e \What is your leadership philosophy, and, bottom line, what does it mean
to be a leader today?

My philosophy is hire the brightest people that you can hire, give them a vision of
where you would like the company to go, and get out of the way. What it means
being a leader today is simply the desire to find and hire people who are smarter
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than you. Then, you have to place them in an environment—for example, a per-
formance management system—where they can flourish. Leadership is all about
people wanting to follow you. It isn’t about your being a dictator. If people want
to follow you, you’re a leader. If people don’t want to follow you, you’re in trouble.

i : . o

Pat Mitchell
PBS Corporation
President and Chief Executive Officer

e (Can you share some your experiences in leading the transformation
of PBS?

The transformation began and continues under a framework that I describe as
“keeping the best and reinventing the rest.” Public broadcasting is an institution
with a proud and worthy legacy. Approaching a transformation of PBS, we wanted
to keep intact all the good attributes that many people had built into the or-
ganization’s foundation, attributes such as trust and goodwill, and rethink, reshape,
and redesign the parts of the organization that were not working as well. We needed
to take those elements that we do well, build them into a sustainable model, and
incorporate it into a system of hundreds of independently managed businesses.
Change is not easy in any organization, but it’s particularly challenging in non-
profit organizations because nonprofits always work with fewer resources than are
needed to actually do anything. That situation tends to support the status quo,
because it’s harder to take risks when you don’t have resources. In a membership
organization such as ours, there is a huge diversity of need. We have to accom-
modate the audience and programming needs of 347 different American commu-
nities that are as diverse as this nation is diverse. These are all factors that work
against change, and I’ve therefore had to do a little bulldozing to rebuild this or-
ganization into one that is built to change. I characterize it as pushing a rock up a
hill every morning. You push it up and some days it slides back a couple of inches,
generally due to the lack of resources and the risk aversion that arises from that
lack of resources.

e How did you overcome these challenges?

The secret is to make each step along the path of change have some recognizable
value. You have to stand behind your risk and state your case for change in a very
reasonable way. Then, you lead by doing and by setting the example. Building
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consensus is critical for a major strategic change to work. In my case here, I vis-
ited over a hundred of our stations in the first six months, listened to their staffs’
concerns, and worked with them to come up with some new plans. That face time
was absolutely essential to the success of our transformation. Because of the bold
steps we would have to take for the transformation to succeed, that is, changing
programing schedules, canceling programs, reorganizing staff, it was critical that
I spent quality time up front with our constituencies to reinforce the message that
we were keeping the best and reinventing the rest.

e st like building the flywheel—the more people you get behind the
initiative, the quicker it starts to move, and then people start to buy
in on why it's a good thing?

Sure, and if people feel they have been listened to, they are a lot more likely to
become spokes in that flywheel than they are to stand outside and throw sticks in
your way. Everybody needs to feel heard, especially in a membership organiza-
tion. That doesn’t mean they’re going to be served equally well by every risk you
take, but they have to be willing to take the risks with you.

e Does your organization operate in a competitive environment?

We’re not competitive with our commercial colleagues because we’re in a completely
different business. They’re in the business of being competitive for eyeballs to de-
liver to advertisers or competitive for profits that they return to stockholders. We’re
not in either one of those businesses. We’re in the business of public service, and
we’re the only one in this business. We are a singular, noncommercial license in a
media landscape, providing public service content to hundreds of commercial broad-
casters that have to run their businesses based on other principles. We are not com-
petitive, but we need to be more collegial and work more carefully and closely with
our commercial colleagues to make sure that we’re not offering the same services
that they offer. The way to ensure that the public will continue to value us, and there-
fore continue to watch us, and therefore continue to support us, is to be singular
and unique, and distinct and distinguished from our commercial colleagues.

e Many businesses are facing the need to transform. Were there any lessons
you learned through your transformation that other businesses can adopt?

One lesson that we’re all learning is how dramatically the world around us has
changed. We can’t simply sit here and do exactly the same thing we’ve been doing
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since 1968. It’s even hard to justify doing the same things we were doing as
recently as September 10, 2001. The PBS mission has to stay uncondition-
ally intact because that’s the reason we exist, but we have to continually re-
define our goals and business in light of current needs. Otherwise, there’d be
little reason for our supporters to continue supporting us. Perpetually redefin-
ing a business is easy to forget to do because it is difficult to do, and often
the need to change happens at the moment you are fulfilling your customer’s
every wish. We’re not changing for change’s sake; we’re changing in anticipa-
tion of a changing market so that we are always accountable and impactful on
delivering.

e What keeps you awake at night now, posttransformation?

Public broadcasting is at a very critical intersection. Given the rapid changes in
both technology and distribution, and every other way that the media landscape
around us is changing, we’re going to have to redefine everything, from the foun-
dation to the services we offer. We need to find new funding mechanisms. Eco-
nomic downturns don’t create weaknesses; they only point out what your
weaknesses have always been. It puts everything on the edge. There is no con-
tingency or comfort level anywhere. There was never much of one in public
broadcasting anyway, but it diminishes even more when your resources get
stretched and your revenues go down. We are already at work on developing a
new and more sustainable financial model.

e With limited resources being stretched even further, how do you attract,
develop, and retain the talent necessary to take your organization to the
next level?

I was very concerned about that when I first came to this job, because I knew
that in the economic environment of 2000, it was going to be very difficult to be
competitive—in terms of salary and benefits—with the cable companies and net-
works. We were still competing to some degree with Internet salaries, since a lot
of Internet-related and new media companies had lured the top talent away and
the figures had escalated to the point that all media companies were raising sala-
ries at almost every level. I was surprised, though, when I started recruiting for
senior staff at how many people in those high-paying jobs were attracted to the
opportunity of doing good and working in a mission-based organization. That
is still a major plus for us, even though when the economy takes a dive and major
layoffs occur, our recruiting efforts are much easier.
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e |fit's not all about money, what are other things that attract people to
your organization?

It’s the feeling in this organization that you are contributing to something wor-
thy, something that makes a positive difference in the lives of individuals and
communities. There are people in the media business who believe we really do
educate and we really do have an impact, and frankly, they got a little tired of having
everything judged by only one measurement: profits. “How high is your EBITDA?”
was the question of the day, and this narrow focus on short-term profits and short-
term evaluations was not fulfilling to many top people. There are still a significant
number of very talented people who do not want their work only judged by one
measurement, and who are attracted to a place where there are other things that
figure in to what your responsibilities are and what your accountability is. We really
do look at impact and accountability, even though we do not have that pressure
on us to grow profits. For example, if you are head of promotion, or head of
online, are you running the department, or selling videotapes, or whatever is
necessary in such a way that it brings value to each and every one of our 347
members? Does it increase the individual support in their communities? Are you
reaching the people you need to reach? Are you satisfying the “stakeholders”™—
that is, everyone from Congress to every American citizen? That’s how we have
to evaluate. We measure long-term impact at the local community level because
that is whom we are serving.

e Do those measurements tie back into a variable component or some part
of compensation?

Absolutely. Our bonus plans are based on evaluating. For example, if you’re head
of promotion and we have very few promotion dollars, have you targeted those
dollars toward programing so that it delivered well and significantly impacted this
market or that market? We have a point system that is based on how well you
manage your resources, your budget, and your people. Drawing from my com-
mercial experience, I've strengthened accountability so that every dollar spent has
to be accounted for in ways that we have targeted and can measure.

e  Are there any “must-have” skills to be an effective nonprofit leader?

The number one thing is to have faith in yourself. You are going to be challenged
constantly by those who are not sure, so you have to believe you’re doing the right
thing. You have to be willing to take risks and to put a personal stake in the ground
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and stand behind it. You have to be a consensus builder. You need to be able to
listen to others and be willing to take other opinions into account, and then try to
make the most consensus-based decision you can.

e What have been some defining moments in your personal and
professional life that helped you to develop your leadership style?

My leadership style and many personal goals have been shaped out of failures. My
grandpa always used to say that falling on your face is the first step forward. My
first unemployment experience in New York in the early seventies really forced
me to re-evaluate my career plans. I discovered I needed to adapt some new skills
and take some big risks because, ultimately, I was going to have to jump into some-
thing new. So, even though things hadn’t worked out as I had planned, there was
an opportunity to go through another door. Another defining moment occurred
in Boston, where I was one of the first senior-level women executives in a media
company—and that was true across the country—and I realized that men and
women manage differently, lead differently, contribute differently. Finding a voice
that felt authentic, that was truly based on my own experiences as a woman, a
mother, a wife, a citizen, all of those things rolled in together was part of what I
felt I could contribute to an industry that did not have very many of those voices.
During this time, along with my male and female colleagues, I tried to figure out
what women brought to the table in business. Years later, running my own com-
pany gave me an avenue to apply many of the discoveries I made regarding this.
Opverall, it has really been a matter of developing a management philosophy that
was based on personal principles and values, and then knowing that my style not
only defined what I wanted to do but also could ultimately define a business.

__ New lessons for the new economy

Michael Dell
Dell Computer Corporation
Chairman and Chief Executive Officer

The New Economy and the Old Economy have much to learn from each other.
As the New Economy struggles through its adolescence, it’s learning some new
lessons about old fundamentals. Due to the often fruitless cycle of raising capital
and spending it to build a brand, many start-ups . . . didn’t. Business basics like
customers, cash flow, and earnings have reemerged as the building blocks of a
successful enterprise. However, a solid business foundation is no longer enough
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to guarantee continued success. Many venerable Old Economy companies have
learned harsh lessons about the need for speed and adaptability in the new busi-
ness environment.

The emerging formula for organizational success is one that combines the
customer focus and financial acumen of the Old Economy with the agility and
drive of the New Economy. The true winners will be organizations built on fun-
damentals, with the ability to understand and take advantage of key trends.

The most essential trend, indeed the trend that spawned the New Economy,
is the transition from atoms to electrons and now photons as a medium for infor-
mation. With each of these transitions, the vehicles upon which information rides
have become lighter. Thoughts, ideas, and productivity now flow with less fric-
tion than ever before, decreasing transaction costs and removing barriers to com-
munication. As a result, it’'s now as simple and inexpensive to communicate a world
away as it is to send a message across a room.

The Internet is the infrastructure through which organizations, both Old and
New Economy, will thrive. The reduction of friction and transaction costs facilitates
collaboration on a worldwide basis—with customers, suppliers, and partners. This
collaboration, and the efficiencies associated with it, creates competitive advantages
that can’t be ignored by any company that wishes to survive in the marketplace. And
collaboration through the Internet will continue to evolve, fading the lines that pre-
viously marked where one organization ended and the other began.

In the continuing evolution of Internet-based collaboration, the most impor-
tant issue, and often the most contentious, is standards. Proprietary hardware
architectures and software environments are stumbling blocks on the pathways
of progress. The high costs and low innovation associated with nonstandard, single-
source infrastructures eventually come under considerable pressure and conform
to popular will. But in the meantime, the march of progress is slowed. With in-
dustry and open standards governing the Internet and the airwaves, a community
will thrive.

The issue of standards is central to the burgeoning growth of wireless tech-
nology at the edge of the Internet. A maelstrom of wireless client systems, from
notebook computers to handheld devices, is accessing the Internet over a variety
of protocols. The market will eventually sort out a clear winner, but until that time,
the lack of a uniform platform standard is the missing covenant of universal col-
laboration.

Dell is a proud steward of technological progress and we look forward to a con-
tinuing tradition of cooperation among the leaders of the global digital economy.
Through the coordinated efforts of all stakeholders—governments, organizations,
and communities—we can build the systemic infrastructure that is essential for the
growth of a digital infrastructure. With a single vision, we’ll all succeed.
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The Stakeholder's View
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J. Stuart Francis
Lehman Brothers
Managing Director and Head of Global Technology Investment Banking

In nearly all successful companies today, whether they are global organiza-
tions or emerging companies with exciting new technology, there is an in-
creasing recognition among leaders that building and integrating commitment
among all stakeholders maximizes the long-term success of an organization.
With information so universally accessible, consistency of communication has
become essential, and thanks to the instant flow of information via the
Internet, all stakeholders, including investors, employees, customers, and
communities, now receive a consistent message from corporate leaders. This
integrated view has become a virtually universal principle of organizations,
but having been implicit in the leadership style of effective managers through-
out the industrial age, it is now accelerating in importance during the cur-
rent information and technological revolution. As a result of the impact of
technological advances, integration is now mandatory for success. Thus, a new
challenge for leaders is driving the organization to effectively integrate all of
these perspectives into the organization’s strategic direction and operations
while maintaining the speed and focus needed to compete effectively in the
global marketplace.

In the following pages, the authors examine the implications of varying
stakeholder perspectives as they relate to leading a complex organization. All
of the contributors have solid credentials for their viewpoints, having been
very successful business leaders by creating, analyzing, or guiding some of the
world’s most successful and innovative companies over the past 25 years.
While their perspectives on the topic vary slightly, a broad common theme
emerges: for a company to provide the greatest long-term returns, all the stake-
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holders’ perspectives need to be effectively integrated in an organization—one that
is, in the words of Jim Breyer and his colleagues at Accel Partners, “a hub for in-
novation that has the appropriate ‘spokes’ to reach outside its borders.”

One of the most effective ways to ensure that the interests of all stakeholders
are aligned toward building long-term value is to have the leaders of the organi-
zation also be owners, that is, shareholders of stock, of the organization. As David
Rubenstein of the Carlyle Group notes: “By making a manager an owner, you
empower that manager to do things that he or she might not otherwise have wanted
to do or thought of doing.”

Building long-term value by integrating all the stakeholder interests is obvi-
ously a difficult task, but as one contributor points out in this chapter, it is also
critical. Each contributor in his or her own way notes that it is necessary to foster
innovation, inspire the team, be responsive to customers, understand the differ-
ences in global cultures, and add value to the communities in which the company
operates. It takes great leadership to do all of these things in an integrated man-
ner. However, it is also increasingly important in the current global environment
to build and maintain a long-term capital base as an instrument for enabling the
company to integrate all of these interests and ensure the ability to build long-
term value. Capital has been readily available for most successful companies over
the past two decades, with attractive, liquid stock and bond markets around the
globe for the majority of that period. Many companies took advantage of the enor-
mous liquidity in the world markets to raise either equity or debt capital when
they needed it because it was nearly always available. In addition, many compa-
nies operated with a greater degree of debt leverage than in the past, since the ability
to reduce leverage and finance on a long-term basis has essentially always been
available for over 20 years. This consistent availability of long-term capital has been
a huge factor in the enormous growth in global economic activity during the past
decade.

For now, those days are gone. Celtic House’s Andrew Waitman observes:
“Even some great technology firms with good brands will have difficulty raising
money, and there will continue to be lower valuations across the board.” The days
of instantly available long-term capital are certainly over, at least for the short term
and possibly longer. We are entering a period when, in order to build long-term
value, companies need to raise long-term capital prudently, when the markets allow
them to raise it, rather than only after capital needs have become apparent.

The companies that have a well-thought-out, long-term capital structure and
those that raise long-term equity and debt capital when the markets allow it will
have increasingly strong advantages over companies that have not provided that
balance sheet strength to underlie their business. In addition, there is a widening
valuation and cost-of-capital gap between the competitors with the strongest capi-
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tal base in an industry and those that may have comparable organizational and
product strengths but a less strong capital base. Constantly evaluating the appro-
priate capital base of a company is now a critical factor in ensuring that the re-
sources are available for a company to excel. Stakeholders, particularly equity
holders and executive management, often debate the merits of raising additional
capital. However, volatility in capital markets enables companies that have already
raised capital to deploy that capital at times when competitors are unable to do
so. In raising capital when it is available, rather than when it is required, compa-
nies demonstrate a strategic understanding of the importance of readiness in the
marketplace, an understanding that can achieve a competitive edge and produce
returns for their stakeholders.

Even in a company with a solid capital base, all stakeholder interests are in-
corporated, and long-term value is being maintained, it is still challenging to
maintain that position over time, and that, these contributors all agree, is where
aligning stakeholder interests is critical. It is critically important, as William Crist
of CalPERS, writes, “the twenty-first century must become the century of the long
run.” Even a great innovation or product with the most rapid path to customers
will not succeed solely on the basis of short-term decisions. What works is a long-
range approach with a depth of management ability and consistent communica-
tion to all stakeholders of the organization, internal and external. As noted by Dana
Ardi of JPMorgan Partners, “The next generation of leaders will have to be able
to manage through chaos.” There must be continual alignment between the
company’s operations and the long-term interests of customers, shareholders,
employees, and other key groups.

In the stock market environment of the past 10 years, it has become increas-
ingly difficult to manage for the longer term, given the narrow focus on short-
term results. It takes courage to make strategic decisions that may have a negative
short-term impact. That courage comes from the top—from an organization’s
leadership—and is reinforced only over time, as companies like GE have proven.

In many instances, that courage and guidance can be most effectively aug-
mented by the board of directors and key shareholders, rather than emanating
solely from senior management. Elspeth Murray of Queen’s University identifies
the importance of boards “who understand some of the finer aspects of compet-
ing in today’s environment.” Integrated corporate governance is critical to the
global financial system and, as John Biggs of TIAA-CREF notes, is important as
leadership for emerging economies as well. The increasingly important role of an
involved, knowledgeable board that has the courage to challenge management
decisions could have been hugely important in preventing some of the major nega-
tive surprises that confronted companies such as Enron in 2001. As Ken West,
the chairman of the National Association of Corporate Directors, pens: “No mat-
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ter what else a director brings to the boardroom table, it takes courage to be a fully
competent, effective board member.”

In summary, the current environment has global opportunities that have never
been greater, but the risks in achieving those opportunities have never been higher.
Great companies are led by management and boards that effectively integrate the
interests of all stakeholders to build long-term value. In all cases, these companies
will also have planned for their success by having a strong long-term capital base
that is equal to or superior to that of their competitors.

1 ) .

Dana Beth Ardi
JPMorgan Partners
Human Capital Partner

e What s your role as Human Capital Partner at JPMorgan Partners?

I am a corporate anthropologist. I study organizations, their cultures, the way
they grow and develop, and the people who are responsible for forming their
communities. Just as an anthropologist would study cultures or tribes or indi-
viduals in the cultures around them, analytically and for the purpose of enhanced
understanding—that’s the way I study companies. 'm responsible for finding,
developing, and retaining talent throughout our portfolio, which consists of six
hundred companies operating in every major industry sector around the world.
We believe in a holistic approach to investing in which all the resources—finan-
cial and human—come together in a synchronistic fashion to grow a world-class
company.

e How does your role fit with those of the other partners there? What
competitive advantages does your role provide in the marketplace?

As an investment professional, I sit at the table as a peer to the investment teams
and we evaluate potential investments together. As they look at the business model,
the strategy, the financial capital that’s required, I look at exactly the same issues
but with the people piece in mind. While they are brainstorming about industries
and industry sectors, about trends and where we might want to invest, ’'m brain-
storming about the talent pool, the industry sector, where the viable talent is, and
what kind of talent we need to execute the business strategy. We are talent scout-
ing before we even put down our money in any particular opportunity. Human
capital has always been a part of the equation, but often it was an afterthought.
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We’ve tried to innovate in this regard to make our deal process unique. This di-
verse approach to coordinating strategic information allows us to offer better ser-
vices to the marketplace.

e Assuming your talent needs vary depending on the business, what
competencies are you looking for to execute strategies in a start-up
versus an established company?

Just as you go from an idea, a seed, an embryo, to an infant, a toddler, to pre-
adolescence, all the way through the different stages of development, that is how
we look at companies. Because of the diverse nature of our investment portfo-
lio, the first thing we do when a company is introduced is evaluate the stage it is
at and the kind of leadership it needs to grow to the next level. My background
is in child development and psychology, and this layered approach to assessing
a company’s growth needs very much parallels the life cycle of an individual.
Different leadership attributes are called for at different stages of a company’s
development. Some people are really good at early stage companies because they
love the growing and nurturing aspect of leading. Some people are better ex-
ecutors and operators, so they excel at leading companies out of adolescence
into adulthood. There are really charismatic leaders who are able to carry ma-
ture companies into the next generation. The communal qualities among all
these types of leaders tend to be strong character, strong communication skills,
and the ability to function as builders in some way. People who can manage tran-
sitions well, for example, have what I call the ability to put a stake in the stream,
rather than a stake in the ground. People who can put a stake in the stream are
collaborative and can manage diverse organizations; they understand the na-
ture of business as an evolving process, not a stationary object. They can lead
futuristically, and they can invent, then reinvent, by continually innovating. We
look for these kinds of people.

e Are you applying these criteria to the entire management teams
of the portfolio companies or just to their CEOs?

I do not believe that one individual can take an organization where it needs to go.
That’s why I describe myself as a corporate anthropologist, because it’s really about
mining the community. What you need in that community is a sense of having
the core values that you all hold dear, but also the ability to challenge each other
to stretch. If you are a good tennis player and you play with someone who is at
your level or slightly better, then you have a great workout. If you play with some-
one who has a different game, however—who takes the ball to the net, who hits
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the ball long, who just has a different game—not only do you work harder, but
your game goes to a new level. A lot of companies miss out by expecting one per-
son to lead when, really, you need to evaluate the capabilities and the competen-
cies of the whole team—Dbecause it’s the team that creates the opportunity for its
members to stretch. A distributed model of leadership is how most companies will
lead going forward.

e What is the future of the human resources function?

Just as all CEOs are not created equal, all individuals who are dealing with the
people side of the business are not created equal, and that’s okay. The traditional
human resource functions, developing effective compensation and benefits sys-
tems, identifying training and development needs of employees, and similar
functions, will always be very critical. At some point, though, companies will
have to appoint an advocate for their human capital, and it may be the top HR
executive or it may not. In some companies, that responsibility may be divided
between the CEO and the chief knowledge officer. In others, it could be a dedi-
cated human capital executive with the title of chief of strategy, chief people
officer, or something along those lines. Every organization will probably have a
knowledge management executive to identify, collect, and propagate best prac-
tices. This role should amalgamate with the human capital function so that it
extends to training, leadership development, and mentoring. Regarding perfor-
mance review and reward systems, a human capital-focused approach will en-
capsulate the whole opportunity to retain talent by crafting programs specific
to the individual—programs that take into account their goals for personal de-
velopment, their lifestyles, their life stages, their motivations, their critical com-
petencies, and their motivated skills.

e How have the events of the past two years, including the dotcom surge
and bust, affected the available pool of talent in the marketplace?

The New Economy wasn’t a new economy at all. It was a revolution of the knowl-
edge worker. It was a revolution of talent. In hindsight, when we try to get a per-
spective on what happened during the dotcom era, it will be that, for the first time,
talent flexed. Executives said, “We are talent. We want to be treated like that. We
want to be respected. We want to be developed and nurtured. We want to set some
of the rules. We want you to know how we like to work, what hours we like to
work, the ways in which we work, how we like to dress, how we think about bene-
fits. Give me the ability to choose what’s in my own interest.” One of the things
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that will have changed American business forever is that the New Economy was
really a worker’s movement; it was a form of labor movement. It had much more
long-term impact than the short-term bubble of investors supporting business
models that held no sustainable competitive advantage.

e |nan economy in which many companies have to downsize, how does
a company continue to nurture and develop human capital?

The organizations trying to grow strong foundations of talent recognize that there
is more opportunity to do this in a downturn. When the market rebounds, it’s
your people, not your physical assets, that will repair and rebuild and be able to
respond to heightened demand. It’s not about downsizing in a tough economic
period; it’s about rightsizing so that you have the right people in the right slots.
You know who these people are because you’ve already identified the skills you
need to go to the next level, and you’ve talent-scouted for them, recruited them,
and nurtured them. In many instances, the survivors of downsizing feel relief and
new optimism by recognizing that their company is now poised for re-growth.

e To do this, is it necessary to top-grade your talent?

This is where I would differ with many very successful leaders. It is important for
you to know your teams. Yes, you have to know the people in the organization
and who your high performers are, but an all-star team is usually more produc-
tive than individual stars. Glorifying the top 20 percent doesn’t ensure that you
get the job done. Some people are good at sales and marketing, some are great
executors, some are loyal soldiers, some are really good customer relations types.
It’s not about the top; it’s about finding the right combination of people to ac-
complish the mission. Some of the underperformers may be the jewels in the rock
that you have to mine and develop. Clearly, there’s a top tier of talent and leader-
ship, and you have to find and develop those people and hold them close to you.
But it’s also your responsibility as a leader to continually mine and develop in the
substrata. Some of those people who fall in the middle ranges of top-grading can
turn out to be your breakaway “A” players once you put them in the right seats.

e How do you get the most out of your team?

The secret is to build an emotional network between people. It’s about making
connections and building a community. It doesn’t happen overnight. And a lot
of organizations don’t value connectivity as much as they should, so they may not
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create opportunities to build an emotional network. But you really have to bring
people together on a variety of levels and allow for genuine dialogue and interac-
tion to make the whole team effective. If you look at the reasons people leave com-
panies, it usually has more to do with a cultural incompatibility than with going
to another organization to make more money. When cultural incompatibility is
the reason, it means that they were never comfortable in the community that took
them in; they didn’t value the same things or have the same sense of purpose. I
always ask my partners and CEOs, If you have two candidates who are equal, which
of them would you want to go to a baseball game with, or be stranded in an air-
port with? In other words, which one are you most interested in talking with
about something other than the business? Identifying people of this caliber in-
volves a different approach; instead of asking “Where did you work during this
time?” it’s about asking “What did you learn about yourself while working for
that company?” This is a fabulous beginning for getting to know someone. Lead-
ers must continually encourage creativity. Creativity is bad ideas filtering to good
ideas. True effectiveness begins by mining for the good ideas and pushing the
envelope of creativity, that is, your thoughts triggering my thoughts. People
respond best when they feel safe being creative. Sometimes narcissism in lead-
ership inhibits a free flow of thought and creativity, making it harder for people
to let down their guard and make an emotional connection. To be productive
and perform optimally in the business environment, people have to feel safe and
believe that the community they’re in will value their opinions and respect them.
To foster this, you create mentoring opportunities, social occasions, whatever
activities demonstrate the value of the individual and their contributions at all
levels. The worst thing a leader can do is stifle people’s sense of safety by shut-
ting down ideas and creativity.

e \What are the skills that young executives should develop
in order to be an effective leader?

Listening skills are key, and this doesn’t mean listening for a pause to make your
next point or comment. It’s the whole process of active listening, aggregating in-
formation, processing information, and communicating it back. This is the same
as developing your knowledge management skills, a matter of gathering input from
a lot of different places, aggregating it, and then communicating it back in a way
that makes it clear what the mission is and how we’ll drive to it. The ability to
negotiate decisions so that everyone is happy is important, too. The next genera-
tion of leaders will have to be able to manage through chaos. In the chaos we are
inventing, reinventing, innovating, inventing, reinventing, and innovating. That’s
the cycle. That’s the challenge.
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The i g hip £ .

William Dale Crist
California Public Employees’ Retirement System (CalPERS)
President and Chairman of the Board of Administration

There is an old saying that “if the admiral dies, the navy sails on.” Likewise, if in-
dividual sailors die, the navy will sail on. The fact that none of us is indispensable
does not change the fact that all of us are, in some way, important. The capital-
ized market value of many of the world’s great corporations now stands at a frac-
tion of what it was two years ago. Bubbles have burst and economies have changed.
And yet business goes on. And people must continue to eat and be sheltered to
survive. And each one of these people is, in some way, important.

During the past 10 years, much has been made of the importance of improving
the governance of corporations as a way to make them more efficient and more
competitive as global business enterprises. Shareowner pleas for more independent
directors, more transparency, and increased accountability have resonated with many
leaders and have resulted in change. A new generation of corporate board members
will admit that these changes have been changes for the good and have resulted in
more serious, more critical evaluation of management and of each other.

The information revolution, with its giant strides in communication technol-
ogy, has put us in closer touch with one another than ever before. New discover-
ies in medicine and the exponential growth of knowledge in the biological sciences
promise to keep humans alive longer and longer. The limitless horizons of com-
puter technology have afforded humankind mathematical solutions and an under-
standing of physics that great minds of the past barely imagined. The technological
achievements of the twentieth century have been grand.

But it is now the twenty-first century, and better corporate governance for
greater efficiency and improved profit from quarter to quarter is not enough. Tech-
nology will continue to develop and lift us up, but relying on technological change
will not be enough. The ability of advanced economies to produce more than their
citizens can consume is not enough. The reduced probability of war between na-
tions over ideological differences is not enough. As long as there are large num-
bers of people in the global economy who suffer from hunger and disease over a
long period of time while others with access to abundance quarrel over short-run
distributions, the possibility of seemingly irrational terrorist attacks will remain a
constant threat to real peace.

The twenty-first century must become the century of the long run. Every
three months during the latter part of the twentieth century, a business attempt-
ing to raise capital in the public market has been required by competition to
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report current operating results to the public. These quarterly reports are then
“analyzed” by “experts” on a totally short-term basis, and the company’s mar-
ket value is thus influenced by very short-term performance. Such short-term
reports and supposed objective analyses have often been counterproductive in
the twentieth century. Such short-term thinking will become absolutely destruc-
tive in the twenty-first century unless business leaders and investors from every
developed economy simultaneously focus on the longer term. More attention
must be paid to the probable effects of a company’s business policy decisions
over a period of years, not months. Further, and more difficult, the company’s
long-term view must include more than just shareowners and stakeholders; it
must encompass all people, everywhere.

The most common response to this twenty-first-century admonition from
most twentieth-century managers, business policy makers, and investors will be
“Nonsense.” Balderdash, they will say. They will argue that, if they are themselves
going to survive, the grindstone to which their noses must be applied can only be
a short-term, results-oriented grindstone. They will say that not only is it implau-
sible to suggest that they can be held responsible for anything that happens more
than a few quarters into the future, it is foolish idealism to suggest that they can
impact the welfare of people in other economies. In fact, they will insist that the
welfare of people immediately within their sphere of control is about all they can
hope to influence. Even this is almost impossible, they will argue, because of com-
peting market forces and intervention from the outside by rule.

This response is justified. It is an essentially accurate, realistic response. But
it is a response that will be unacceptable in a century characterized by shrinking
distances and clashing cultures. Sustainability should be the business objective of
the twenty-first century. Philanthropy and good deeds will not get the job done.
Positive change in the long run will only endure when such change is good for
business in a free-enterprise world. But who will take the risk in a free-enterprise
world to move competition out of the short term? Politicians and philosophers
can help or hinder, but only those persons with authority in the business world
have the power to bring about such change.

Today’s business leaders have more than a business responsibility to be com-
petitive in the short run. There must be a new focus on helping the market find
a way to evaluate and reward long-term performance—to be accepting of
sustainability. Somehow, the effect of business policy on people around the world
must be analyzed and factored in when determining value. The importance of
people other than shareowners, customers, and employees has to be taken into
consideration. And, perhaps most important of all, the shareowners themselves
must learn to trust in the market over the longer term. But none of this happens
without leadership.
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The notion of planned, centrally controlled economic activity has nearly dis-
appeared from the face of the earth. The notion of free enterprise, with increased
reliance on private property and competition, seems to have taken over the imagi-
nation of people from every economic level. Intellectual property and the need to
invest in human capital become increasingly important with every new techno-
logical breakthrough. Nevertheless, all of humankind still lives in the very short
run because life is short. Individual freedom and initiative must be taken advan-
tage of and exercised quickly.

So the dilemma of the twenty-first century becomes clear. Individuals pro-
tecting themselves, as we have learned is the way of things, cannot be expected to
move out of the short run. But individual leaders, with the power to effect change
by establishing institutions that will last beyond a lifetime, can guide the decision-
making process in the direction of such change. The individual leaders with the
most power in today’s world are the leaders of big business. The terms “global”
and “multinational” are now used as commonly as the terms local, regional, na-
tional, and international. The potential importance of this new common language
is lost on many, but not on most of the world’s business leadership. The respon-
sibility for bringing a short-term world into a long-term focus must lie somewhere.
It clearly lies within the reach of some business leaders. Perhaps it lies within their
grasp.

All of which brings us once again to the circular truth that no one person is
indispensable, but all people are important. Those people with the ability to bring
about change are the lucky ones. John Maynard Keynes was wrong; in the long
run we are not all dead, because “we” must include those not yet born. It is those
who live entirely in the short term who are in the most danger, even though such
a practice seems to carry less risk at the time. But our time must begin to stretch
into the future with meaning. It must.

Leadership characteristics for venture-backed portfolio companie

Andrew Waitman
Celtic House International
Managing General Partner

e What is the worldwide venture capital marketplace for 20027

The shift in power from general partners to limited partners will continue, given
that the interests of the two continue to be misaligned. With the benefit of hind-
sight, these two groups will point the finger at each other for “irrationally exuber-
ant” deals done during the dotcom and telecom boom, and we’ll see some infighting,



182 LEADERS TALK LEADERSHIP

due to claw-backs, and excessive fees, due to a dramatic investment slowdown. The
focus will continue to be protecting the existing portfolio. Committed capital will
slow the pace of new investment for three to four years. The amateur venture capi-
tal investor will disappear. Even some great technology firms with good brands will
have difficulty raising money, and there will continue to be lower valuations across
the board. Everyone is concerned about the increased uncertainties in today’s fear-
driven, global environment. Cash and cash flow will continue to be emphasized in
every business, with funding going to those companies that attract two years of capital
or to those with convincing strategies for cash-flow-positive business models.

e Some of today’s younger managers are what recruiters call “upside
managers” because, having become managers during an economic
heyday, they are unproven leaders in tough economic times or through
naturally occurring business cycles. How do you compensate for this
lack of experience in your selection process for start-up company talent?

Experienced managers may inspire more confidence in employees and investors
than the youthful enthusiasm of dotcom leaders; however, even experience can
prove to be as much a mirage as the dotcom customers. We look for people who
are uncommonly well qualified to lead a business, period. Economic downturns,
competitive threats, and channel growth challenges are all part of building a busi-
ness, and we seek individuals who can lead through many conditions. The ability
to communicate, to creatively solve problems, to partner, and to execute efficiently
and effectively are skills required by leaders in any environment. Younger man-
agers may not have the experience of working through the recessions of the sev-
enties or eighties; however, the macroeconomic conditions at these times were very
different: inflation, small-scale global trade, and developing Internet. The world
has changed so much that even the old movie script provides few clues on appro-
priate decisions today. If experience is the only gauge of business leadership, then
you may as well be driving using the rear-view mirror.

e Why not just hire smart people, regardless of experience or track records?

Nothing is so static as to allow a simplistic solution such as hiring the “best” or
right people as a guarantee for success. Even smart people cannot predict the fu-
ture of a complex economic environment. Most Global 2000 companies make the
attempt to hire the best and brightest yet rarely demonstrate an unbroken history
of success. Why? Unanticipated economic shocks such as inflation, the introduc-
tion of disruptive technology such as the PC, disruptive business models such as
Dell’s, and the interdependent dynamics of human relationships affect the long-
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term sustainability of any model. It is important to hire and hold on to smart
people, however, luck and timing also play roles in sustained success.

e Many companies are moving away from transactional-oriented human
resources departments to a more strategic human capital management
approach that includes the transactional component but also leadership
development, coaching, mentoring, learning, executive education,
career planning, talent acquisition, and retention. Is this the future of the
HR function, and, if so, why?

Yes. The HR function is now viewed as a strategic and critical early-hire. Four years
ago, that was not the case. Now it’s all-important to hire the right first-in people—
the recruiting role is viewed as a top priority. Regardless of industry, the intellec-
tual contribution of employees is the single greatest builder of value and profits.
It is the key asset of any substantial enterprise. As such, it must be developed,
nurtured, and maintained in a healthy, rewarding manner. Without sufficient
attention to maintenance, the machinery in the factories of the Industrial Revo-
lution would have ground to a halt, and in today’s Information Age, the loss of a
key architect, a creative brand builder, or a dedicated customer support repre-
sentative can erode market share and competitive position. Human capital man-
agement is the oil that keeps the machinery running smoothly.

e How would you describe the human capital environment in the various
industries in which Celtic House invests?

We continue to invest aggressively in the telecom, Internet infrastructure,
storage and networking spaces. However, regardless of the industry, the success
of a start-up is largely due to the quality, experience, and capability of the people.
There were dramatic layoffs at some of the largest telecom companies in the past
year of so—Nortel, 45,000 layofts; JDS, 30,000—and almost every high-technology
firm pared back headcount to improve the cash burn—rate or profitability. Although
there are more people available now than in the past five years, the competition for
the best people remains intense since they are still in great demand.

e |[sit a global marketplace for recruiting people?

There is more migration of talent today than historically, but is the net flow dra-
matically different? My sense is that it is not. There are many examples in our
portfolio where C-level talent—CIO, CEO, CFO—has moved from one country
to another without too much struggle in the transition. What has changed most is
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the desire to find the right opportunities. There is more willingness to relocate to
places that might not have been previously considered. Another trend is the mul-
tiple-headquartered company. Good products are being built everywhere, and
companies realize that they cannot just invest in or acquire companies located next
door. Can I find quality people in each country? Yes, but certain skills can be gen-
eralized by region. For example, some of the best technical people we work with
are based in the United Kingdom and Canada. We have also found that the stron-
gest business leadership, sales, and marketing skills can be found in the United
States—culturally the Americans tend to be more aggressive. However, both the
United Kingdom and Canada are evolving into more aggressive corporate cultures,
as is the rest of the world.

e Is the war for talent all about money?

In these times, with significant job losses and corporate restructuring, people are
just pleased to avoid the pink slip. At the upper tier of recruiting for talent, money
is important, but so are other aspects such as job satisfaction, working environ-
ment, peer recognition, and advancement. Stock options continue to have their
ephemeral appeal, although less so than historically.

e Inthe eyes of a financier, how has governance changed
for start-up companies?

The fundamental issues have not changed. The board still represents the share-
holders, and, to that extent, it has the fiduciary duty to advise senior management
and make decisions on behalf of shareholders to ensure a company’s success.
However, today, a board member’s connections (including those of the venture
capital firm) are much more critical. In our time-short world, you can cut through
the traditional processes and build channels with a well-placed phone call to a well-
known name. We filter according to the credibility of who is making the intro-
duction. That is a big issue now for boards. Boards traditionally are made up of
people who have lived through the wars and can offer advice because of prior
experience. But today, the landscape changes so rapidly that that advice may not
be as valuable or as relevant.

e What advice would you give legacy companies in terms
of filling board seats?

I would bias toward the younger set, because they tend to be more immersed in the
ebbs and flows of today’s business and Internet climate. Balance your board mem-
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bership between directors who have 20, 30 or 40-plus years of experience and people
with relevant experience in a specific area that has received a lot of attention over
the past few years, such as e-commerce or customer relationship management.
Another approach would be to seek out board members who have expertise in a
particular subject that is both relevant to the business and is missing on the board.
The final consideration is the person’s network into the ecosystems of the new world.

e What are characteristics you look for in leaders
for your portfolio companies?

The traits of good leaders include demonstrated competence and success in a spe-
cific area. That is the intelligence test. Also, do they bring some sort of situational
credibility in certain areas? Persistence is a virtue in today’s tough build-up envi-
ronment. Demonstrated decision-making ability is critical. Leaders not only in-
spire, they have to make tough decisions daily. One of the key characteristics you
see in people who have been given leadership roles and failed is an inability to give
clear messages and to make decisions. For the purpose of inspiration, leaders need
to be good storytellers. They need to be able to give people a sense of what they
are doing, why they are doing it, and where they are going. Leaders have to be lik-
able, but tough and bold, too. Finally, but most important, high integrity and
strong principles define a good leader, and that is what ultimately attracts the
collective body of talent you need.

e How can leaders make decisions at the fast pace of business today,
when often they have less-than-perfect information?

One of the big problems today is that there is too much information, and every-
body makes claims. The issue of credibility is important. There are all kinds of
deceptions, either maliciously or ignorantly motivated. Time is really the only
solvent to wash away the deception. When you lack time, you must go to people
you trust. It is important to use your networks of people to establish the credibil-
ity of partners. This is why a well-connected network is critical, because the pro-
liferation of information and noise makes it difficult to discern what is real and
valuable to the business and what is not.

e How do you see the role of venture capital evolving?

Venture capital or private equity capital, in general, will continue to grow in size
and relevance in the global economy. It will continue to play a crucial role as a
business-building and wealth-creation asset. With improvements in standards,
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market efficiency, and professionalism, this asset class will extend its lead in fi-
nancial returns over other asset classes.

David M. Rubenstein
Carlyle Group
Cofounder, Managing Director, and Partner

e (Canyou give us a snapshot of the private equity industry,
both historically and into the future?

The private equity industry began in the United States in the early 1960s with
venture capital investments. Today, the size of the global private equity industry
is more than $500 billion, with participation from investors all over the world. As
a result, it touches many parts of the domestic and global economy, and in the
last five years the private equity industry has become accepted by most institu-
tional and high-net-worth investors. Twenty years ago, few people understood
private equity. Now, many investment professionals actively seek to invest in this
area. Virtually every investment organization has some allocation to private equity,
from 1 percent to as high as 10 percent. Private equity is recognized as a serious
investment category that is likely to produce attractive rates of return over a sus-
tained period. Projecting five years down the road, I believe the private equity
industry will consolidate substantially. There will be fewer small firms, many more
large firms, and probably five to eight global firms.

e What changes have occurred in terms of the type of people
who are attracted to work in the private equity industry?

Private equity now attracts highly talented people across the board. In years past,
business school students would look quizzical when asked of their interest in the
private equity field. Now, private equity firms compete with leading consulting
firms to attract the most talented business school graduates. In addition, these days
Wall Street advisors are much more receptive about joining the private equity
world than in 1987, for instance, when Carlyle was founded. The same is the case
around the world: investment bankers, financial professionals, lawyers, and busi-
ness executives all seem interested in being in the industry. The result is a high-
quality talent pool. Clearly, the economics are attractive, but equally attractive is
the opportunity to do something exciting and challenging, and to participate in
building great companies.
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e Regarding your investments, how do you assess the management team
of your portfolio companies?

Management is critical to any investment in the venture world or the buyout world.
In the venture world, Carlyle invests only in companies with strong management
teams that we believe are able to grow young companies. The same is true in the
buyout world. If the management team were weak and incapable of running a
company in a leveraged environment, Carlyle probably wouldn’t make the invest-
ment. Carlyle is known for working with management, not replacing them, and
generally likes to keep the management teams already in place. However, some-
times changes are needed. When Carlyle changes management it does so after a
careful assessment that the management team in place wasn’t able to deliver the
expected results.

e When you look at the management teams both on the buyout side and
the venture side, are there any common sets of skills you're looking for?

The principal objective of all management teams must be to grow and run the
company in a way that achieves the financial results its investors seek. Manage-
ment teams also need to be sensitive to the needs of employees in the local com-
munity and sensitive to various customer or client needs. There are many different
skills that are required for a good executive in the venture capital or buyout in-
dustry. Intelligence, experience, and the ability to lead people are important in

both environments.

e |[sthere a shortage of talent, or is the pool pretty large?

There are many talented people around the world who could do the jobs that are
needed; but, as investment professionals, we don’t have the time, inclination, or
skill set to find them by ourselves. The search industry has become a beneficiary
to some extent of the growth in the private equity industry.

e What does great leadership look like to you?

A great business leader is somebody who can move an organization forward in a
direction that’s positive for all parties involved. A classic example is Jack Welch.
When he took the helm of General Electric 20 years ago, it was a well-respected
company. At the time, no one thought that GE had any significant problems, yet
Welch, in a mere two decades, transformed it into a completely different organi-
zation by building on existing strengths. Now, had he just presided during this
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period and not led, GE would probably still be a reasonably successful electrical
appliances company. But by dramatically expanding its mission and turning it
toward a path it would never otherwise have taken, he set the gold standard for
business leadership. Welch will be remembered for asking questions that others
hadn’t asked, motivating people, asking employees to dig a little deeper and work
a little bit harder, and giving them a sense of why that was important to them, to

their families, and to their communities.

e  Following up on that point, how do you attract, retain, and develop
key talent for your portfolio companies?

Typically, in a buyout situation, the company is led by managers who have not
been owners. Carlyle aligns their interests with those of our investors by giving
managers a piece of the equity of the company. We encourage them to buy addi-
tional equity and provide opportunities to earn equity down the road. It is a three-
pronged approach: the first equity awards are in good faith, essentially free. Then,
early on, managers earn equity by virtue of their skills, and eventually we enable
them to invest even more capital by lending them funds. By making managers
owners, they are empowered to do things that might not otherwise get done. Over
the past 25 years, the buyout industry has demonstrated that when managers be-
come owners, they find economic value and create value for shareholders and
investors. It is important to make our portfolio teams feel a part of the Carlyle
family, to reinforce that they’re not just managing a company for themselves. They
are encouraged to draw on the assets and the resources that Carlyle has through-
out the world. In our case, many of our CEOs have come back to run other com-
panies for Carlyle after we sold the companies they were leading, and many of our
CEOs serve on other boards that we have. Significantly, many of our CEOs have
become investors with Carlyle outside of the company in which they were involved.
It is a family. So when we’re trying to buy a company we encourage the people
we’re working with to talk to our CEOs, existing and former.

e Inthis way, you are creating your own talent pool.

It does feed on itself. Remember, the buyout industry didn’t have a wonderful
reputation in the 1980s. The phrase then was not “management buyout,” it was
“leveraged buyout,” with the emphasis on leveraged. Generally, at that time, be-
cause of the way the tax laws were structured and for other reasons, there was great
incentive to break up companies, to close down plants, and to really focus on things
that were not in the best interests of the communities these companies served. That
has changed, and the buyout industry now recognizes that some excesses occur.
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Carlyle strives to make sure that management understands that our role is to in-
crease the value of the company and increase the value of the whole organization
for themselves, their families, and their communities.

e When you are making an investment in a company, what emphasis do
you put on leadership versus other elements such as marketing, finance,
and proprietary technology?

All those elements play key roles, but clearly, to move toward building growing
and profitable companies, we have to place a high value on the people running
the show. We seek a management team with intelligence and integrity—we want
people who are honest and open about what they do and what they’re thinking.
We also want people who share the same high ethical standards we’ve instilled
throughout our organization. We maintain an environment that is conducive to
a team approach, continuously monitoring the team’s collective experience and
how it all fits together.

e Compared with the talent in your portfolio companies, what about the
leaders and professionals you seek for the Carlyle Group? What skills
do you need and how do you acquire them?

Because Carlyle is a growing organization, we use search firms to help us acquire
talent at the senior and middle management levels. At the junior level, we tend to
hire people right out of business schools or Wall Street training programs. For
our investment professionals, we seek some of the same qualities as we do for our
portfolio investments: a high degree of intelligence and integrity, a strong work
ethic, the ability to get along with other people, a desire to be part of a growing
and global organization, and a desire to make the firm their career. Carlyle gener-
ally is not interested in recruiting people who want to come here for one or two
years and then go elsewhere. Whenever you have an organization that brings in
people laterally, you have to balance that by showing your newer people that they
can be promoted.

e How do you attract and retain your professionals?

To some extent, Carlyle has forged new ground as the first private equity firm to
establish a family of funds that operates all over the world. First, we have instilled
in our team a culture that we call “One Carlyle,” emphasizing that we are one firm
and not a group of individual organizations. We are not in the franchise business
and don’tlend our name to other groups looking to raise money just by using our
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name. We are a better firm if everybody pulls together. Second, we incentivize our
professionals in a unique way. Most private equity firms compensate their deals
teams with carried interest only from the funds they manage, and that is largely
the case at Carlyle. However our structure ensures that every professional in our
firm gets a piece of the carried interest off every deal, every year, in every part of
the firm. Third, we strongly encourage employees to invest in all of our funds and
we lend money to them to do so. This gives them their own personal investments
in addition to the funds they might receive as part of the carried interest. Fourth,
we’ve set up a capital account for most of the professionals in the firm that takes
firm capital and invests it on behalf of the employees throughout all of our funds.
Therefore, an employee may reap the benefits from personal investments, carried
interest, and a capital pool. This all reinforces our culture, in which people are
motivated to work together. We work every day to make our system better, but
we believe ours is generous and innovative and we are proud of what we can offer.
The result is that people rarely leave the firm on a voluntary basis, and rarely leave
Carlyle to go to a competing firm.

e What is your development program for MBA and Wall Street hires?

Carlyle has an active recruiting program at business schools. Historically, we have
preferred to not be in a training position. We preferred to hire people who went
to college, went to Wall Street, were trained in Wall Street for a few years, went to
business school, and then came to us. We felt that we could not provide a great
training ground because we were too small and too focused on growing the busi-
ness. As we’ve grown, we have developed training programs and retreats that fit
our unique culture and approach. We try to hire people with traditional educa-
tional backgrounds, but also look for people who are different from one another.
As an example, let’s say you hire everybody who is a graduate of Wharton, then
spent two years at Morgan Stanley, then went to Harvard Business School; you’d
have a very homogeneous group, and everybody would like everybody and get
along; but that’s not necessarily the best thing to do. In addition, we frequently
try to find somebody who is brilliant but has not yet gone to business school or
may never go to business school. Or, somebody who has expertise in a given area
or experiences that have nothing to do with our business but who seems to be able
to make a significant contribution in terms of perspective.

e  Diversity truly brings a creative rub to an organization.

It happens often enough that somebody has the best education, the best pedigree,
and on paper is perfect for the job, but just doesn’t have what it takes to really be
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a great professional in our field. Ironically, the three founders of this firm prob-
ably could not get hired here today, because none of us really has had the training
that Carlyle traditionally seeks in people. One of the founders was an officer at
Marriott Corporation, no Wall Street training. Another had worked in a telecom-
munications company, no Wall Street training. I was a lawyer and former gov-
ernment official, no Wall Street training. I honestly doubt that, if our resumes
landed on the desks of our hiring managers today, any of us would even get an
interview. Now that we are an organization of critical mass, we don’t have to re-
strict our requirements for education and experience, and we provide training to
cover any missing talents and skills. You need to have openness to different per-
spectives, different grounds of intelligence, and you also always want people to
have that certain spark. Sometimes, people just have a knack for the business.

The institutional i s role in leadershi o

John H. Biggs

Teachers Insurance & Annuity Association—College Retirement
Equities Fund (TIAA-CREF)

Chairman, President, and Chief Executive Officer

I was in the middle of Thomas Friedman’s excellent book on globalization, The
Lexus and the Olive Tree, when the horrible events of September 11 occurred. The
Lexus represents, through the image of the high-tech car, the rapid development
of democratized and highly technological societies and their extraordinary
progress—particularly through globalization. The olive tree symbolizes the rooted
culture of people who do not wish or are not able to enjoy the fruits of globaliza-
tion. The olive tree, in a desperate and awful sense, showed its continuing power
in destroying the ultimate symbol of globalization, the World Trade Towers.

Corporate governance is clearly another fascinating and important battle-
ground as we cope with the conflicts between the two symbols. American leader-
ship is important in encouraging improvement in governance, but, as Friedman
argues in other spheres, American leadership is both respected worldwide while
also resented deeply by many. How can American institutional investors play an
effective, useful, and sensitive role in this important aspect of globalization? And
how can we avoid unproductive backlash? Several initiatives seem important to
us at TTAA-CREF.

The first is to appreciate the significant and legitimate differences that exist in
different countries and cultures. One example, from many, is the differences that
exist in the underlying legal systems. Among developed countries, the most striking
differences are those rooted in the Anglo-Saxon system of equity and judicially de-
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rived law, which can effectively respond to changing circumstances compared to
those of many European countries whose systems evolve from the civil law of rules
and statutes that spread across much of Europe by the Napoleonic codes. Asian,
Muslim, and African countries have even more striking differences. American and
other Anglo-Saxon advocates need to understand such basic differences.

Second, we must focus on improving the capital markets in underdeveloped
countries. Patient discussion of differences must take place. The international eco-
nomic institutions foster such exchanges. TIAA-CREF has been very active in the
International Corporate Governance Network, and has seen some significant vic-
tories. For example, Brazil has welcomed recommendations on corporate governance
that would lead to greater likelihood of “patient money” investments in their mar-
kets by establishing the Novo Mercado, a segment of the main stock exchange which
would be reserved for companies with good corporate governance practices.

Third, we must focus on the essential issues—fair treatment of all investors;
opposition to expropriation by governments or majority investors; open and com-
prehensive financial reporting; and vigorous government actions against corrupt
practices. Much useful work needs to be done on global accounting and auditing
standards, at least minimal protections for investors, better shareholder commu-
nications, and other areas falling under the rubric of global corporate governance.

Clearly, the private corporation is the vehicle for worldwide progress in the
physical well-being of our populations. If investment funds are not deployed in
the “olive tree” countries, the “Lexus” will continue to create intense opposition—
but hopefully never again like the apocalypse of September 11, 2001.

| eadership in diversifi .

Gerald Schwartz
Onex Corporation
Founder, Chairman and Chief Executive Officer

e  What is your leadership philosophy?

It’s simple: I find people who are better than me at doing everything that comes

across my desk and I make sure that they become responsible for it.

e \What were some defining moments in your professional and personal
life that shaped this straightforward leadership style?

My father was a small businessman and an entrepreneur. From the time I was a
very little kid, he would come home every night and talk about his business, what
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was happening, what he was doing to grow the business, what was going well and
what was going terribly. I worked at his business nights and weekends, so I grew
up in an entrepreneurial environment. That was probably the most shaping thing
because I was so impressionable. Later, as a young man, I went to work in an en-
vironment where many different business leaders across America came in to try
to do business with us, and that was a huge influence, too. I learned early on that
we all put our pants on one leg at a time, and this simple lesson helped to put things
in perspective and to make those leaders more real to me. Eventually, Izzy Asper
and I founded CanWest Global. He was chairman; I was president. In this experi-
ence, I learned a lot about discipline, hard work, and determination.

e What are the leadership skills you look for in senior managers of your
various industrial businesses?

The qualities we look for in the CEOs include high intellect, high intelligence, high
energy, an ability to see a very broad picture; we look for people who like people,
people who want to help other people grow and build their careers, and people
who are good listeners as well as good communicators. Then, we like to have people
who have a deep knowledge of the business, who have been in the industry for
some time, and we particularly like to have people who have run a large organiza-
tion. Good leaders must be good salespeople; they are selling a point of view, a set
of ideals, a set of values. An appreciation for people is key, though; because, ulti-
mately, if you have great assets but bad people, you end up with bad assets.

e We hear a lot about the war for talent and the shortage of true,
high quality leadership talent. What is your view?

I don’t agree that there is a shortage of talent. I think there are enormous reser-
voirs of leadership talent; you just have to tap into them. Every business we own
is filled with leadership talent at various levels in the company. The challenge is to
create an environment in which people can come forward and do things that would
come out of that definition of leadership. I don’t think there’s a shortage of people
at all; I think there’s a deficit in our ability to find them and nurture them into
good leaders.

e Do people learn more by success or by failure?

Typically, good people don’t fail. There are mistakes, yes—those are inevitable in
a learning situation—but very few outright failures. Usually, it’s that they may be
modestly successful instead of blazingly successful, or that they are successful but
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have some challenges left to overcome. One of the things that we always try to
inculcate in our people is to do things with speed. Don’t take forever. The inva-
sion on Normandy was designed, created, and executed in a year, so don’t tell me
that it takes two years to do something major. When you move with speed, you’re
going to make some mistakes, but that’s okay because the good things will work
and the bad things will surface soon enough and we’ll fix them.

e  You also insist that management invest alongside Onex?

We think that people who have the opportunity to reap rewards for their endeav-
ors should also take the risk. When we’re buying a business and we can get the
management of that business to view themselves as owners, then it is more likely
they will show us all the potholes, problems, and issues in a company and make
sure we buy it at the right price. That is a big plus, because we can go in and study
a business for months, hire all kinds of consultants, and look at it backwards and
forwards, but we’ll never understand it as well as the people who’ve been running
the business for 20 years. Getting them on our side of the table as part of the buy-
ing process is important. Secondarily, it forms a partnership in which we are all
working toward the same goals and vision for the business.

e \When you buy a company, is there a process in place
for assessing the talent?

Our focus is to assess the most senior talent, the chief executive and his or her
direct reports. Then, when appropriate, we dig deeper down, and eventually end
up evaluating the loading dock, how it operates, the disciplines, the capability,
and the productivity. We’re not assessing the people at that level, but rather, the
process. We almost always keep the senior management in place. We sometimes
request that they supplement the team with a particularly strong marketing per-
son, or maybe a change of the chief financial officer, or another area if there is a
perceived gap of strength.

e Many of your businesses are involved with outsourcing.
Do you see this as a long-term trend?

For sure, for sure, for sure. Let me give you the proposition for outsourcing. It is
very straightforward: We say to a company, “Sell off the tangible assets that you use
to produce your products and services for your own consumption. Sell them to us.
Then we’ll give you all your capital back. We’ll sign a long-term contract to supply
you with those products and services, and we will make a complete quality commit-
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ment and do this at a lower price than you can manufacture for your company
today.” How can anybody turn that proposition down? It makes good business sense.
Plus, it is a lot easier for most companies to demand a high bar of standards from an
external vendor than it is to be demanding on an internal department.

e Your turnover rate in your corporate office is zero.
To what do you attribute this?

Every professional who joined us at our corporate office since the day we started
the business is still here, and most of our support staff is, too. We treat everybody
as partners in the same enterprise. There are few hierarchical relationships; the
organization is very flat. People have something they’re responsible for, and it’s
their job to take care of it and come see me if they need to; but people have a re-
sponsibility as well as an opportunity. We’ve tried to wipe out the bureaucratic
structure found in so many organizations and, as a result, we have created a great,
collegial environment. For example, we won’t hire a new person even at the young-
est level unless everybody else on the team interviews that person. We take chem-
istry and fit very seriously. It’s all about teamwork. We even have our compensation
all tied into one pool; that way, we are not only motivated to genuinely care about
the person coming in, but once they are here, we all benefit from their success, so
it’s to our advantage to do what we can to ensure that they perform well in this
culture and within our performance reward system.

e Does your culture value and encourage innovation?

Yes, and particularly in relation to digital technology. We insist that our people
have a working knowledge of technology. For instance, there is almost no paper
floating around Onex. Everything comes in through our network and is managed
there. The same is true at our subsidiaries. We got an early start on this when we
bought SkyChefs in the mideighties. It had a new chief executive, Jim O’Neill, who
was the former head of information technology at American Airlines. He had a
predilection to technology, and really opened my eyes to the wonders of technol-
ogy and how it can change businesses. We really changed that business over the
next four years so that it was information driven, and it was the only caterer that
was information-driven. However, doing that meant that we had to change the
type of people we hired. Before that, few of the people who were running the place
had university degrees or a knack for growing a business digitally. We needed
people with technical sophistication and who could apply it to operations. I was
an early convert of technological innovation and I am a complete convert, because
now we drive it everywhere, through all our businesses.



196 LEADERS TALK LEADERSHIP

- ital's role in i .

James Breyer, Bruce Golden, and Eli Cohen
Accel Partners
Partners

Over the past few years, every chief executive and business leader has been ham-
mered with exhortations to “get digital or get dead,” and to squeeze the best re-
turns out of technology investments.

In this quest to become lean and mean, large corporations have tried to become
“Intrapreneurial,” to become “innovation factories,” and to “ideate.” While corpo-
rate venture capital programs have achieved some success in boosting innovation
within large companies, most corporate venture capital programs would be more
effective if companies thought creatively about where and how to use them.

Corporate Venture Capital: An Untapped Weapon

Corporate venture capital is the practice of making investments in start-up compa-
nies, especially those that are a strategic fit with the established company’s business.
Too often, corporate venture programs have become separated from corporations’
core businesses and have focused on returns. While the public market initially re-
warded this behavior, the party is now over, and a hangover has set in for many.
The knee-jerk reaction may be to drastically reduce or eliminate the programs.

This is exactly the wrong thing to do. Instead, companies should reexamine
their venture programs to ensure they are getting the most out of them. Venture
investing, done correctly, is an important way for a company to increase its lead-
ership role in its respective industry. Further, as technological change continues
to accelerate, corporations will need to use technology to unlock the considerable
assets they already possess. In this article, we’ll explore best practices in corporate
venture programs, and we’ll explore how and why companies can expand their
focus to valuable internal projects.

Best Practices in Traditional Corporate Venture Capital

We believe that being successful in this new era has less to do with what you do—
whether you make potato chips or computer chips, or whether you express output
in megawatts or megabytes—and more to do with how you do it. The most com-
mon characteristic of companies that are defining excellent financial performance,
many of which were already thriving when the first Web browser was downloaded,
is their primal need to be at the center of innovation in their industries.
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To satisfy this need, a company must become a hub for innovation, and that
requires that it have the appropriate “spokes” to reach outside its borders. Cor-
porate venture capital is one of the most important spokes available. Through con-
necting the resources of a big company with innovative start-ups, a great corporate
venture unit can foster industry trends and help create significant new products.

To reach these levels of performance, we recommend benchmarking the best.
Some important practices we’ve observed include the following:

Create a Balanced Scorecard. A corporate venture unit should be evaluated
on a balanced set of criteria that measures financial returns, discovery of innova-
tive technologies, creation of relationships with entrepreneurs, and expansion of
markets for existing products. Such a dashboard encourages the leaders of a cor-
porate venture fund to engage in the right long-term behaviors and diminishes
the impact of market swings.

Role Model Involvement. Through direct and visible involvement, senior cor-
porate executives can turbocharge their companies’ impact on venture invest-
ments. Specifically, senior executives should identify the appropriate business
teams within their companies that should be working with start-ups. Then, they
should facilitate cooperation between the teams and the start-ups. This does not
mean that senior executives ought to mandate that their companies become cus-
tomers of specific start-ups. The value is in ensuring the start-ups have the op-
portunity to win business on their own merit.

Integrate the Venture Team. The corporate venture group must have frequent
access to and credibility with the CEO and CFO of the company. Most important,
the venture unit must be able to communicate areas of interest to outside venture
firms and to start-ups. This leads to a very important characteristic of corporate ven-
ture units: They must have the ability to make decisions quickly. Some corporations
have sought speed for their venture units not through integration but rather through
extremely high levels of autonomy. This approach can lead to skewed objectives and
a lack of cooperation between the unit and the rest of the company.

Focus on Being a Great Partner. Corporate investors learn the most, and start-
ups gain the most, when a corporate investor is active in the development of the
start-up company. Importantly, corporate investors can start by ensuring that they
have a streamlined process for making business arrangements with their portfo-
lio companies. The longer it takes to negotiate a distribution or licensing deal or
the more onerous the terms (such as unreasonable exclusivity), the less valuable a
corporate investor is.
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Finding Good Investments Where You Don’t Expect Them

The vast majority of corporate venture activity is aimed at early-stage businesses
outside a company. This is important, and best practices such as the foregoing are
worthy of study and emulation. But, it’s amazing to us that so many companies
focus exclusively on external start-ups for their venture activity and ignore some
of the most compelling opportunities to create new businesses. These businesses
lie in the considerable assets—brand, scale, people, technology and patents, and
financial strength—that would greatly benefit any start-up. Further, within a com-
pany sit the very people and ideas to reinvent the way the company does business.

For the most visionary companies, corporate venture programs have expanded
to creative investments that started inside their companies. Specifically, we are
talking about technology and Internet-related carve-outs. By a carve-out, we mean
more than a tracking stock. A carve-out is an independent company, created and
capitalized by a parent corporation and outside investors. Unlike a spinout, in a
carve-out situation the parent company remains the most significant investor and
maintains tight operational links with the carve-out.

Carve-outs are not for everyone, particularly those who wish to rush through
key issues or attempt a “quick flip.” In fact, the public markets have shown a dis-
dain for technology assets that are spun out carelessly.

A carve-out is a serious investment that requires significant work upfront and
a great deal more to make it successful. By constructing a carve-out, a company is
in effect exposing its assets (human, financial, technological) to the marketplace
in which all venture-backed companies operate. Here, the carve-out will have to
find investors, win customers, and recruit talent. It will do so with a transparent
P & L and a requisite focus on cash flow.

For those willing to subject their ideas to these mortal tests, carve-outs can
offer an opportunity for a company to capture value. The following examples show
the advantages of this approach.

McDonald’s has assembled some of the world’s most impressive skills in pur-
chasing and logistics. In the early part of 2000, the management of McDonald’s
saw the opportunity to apply those skills to reshape the company’s operations using
the Internet. It also felt that its clout and market power could dramatically im-
pact any business-to-business (B2B) exchange in the food service industry.

The company faced a range of choices, from simply buying Internet-based
software for supply chain management to investing in start-ups in the field, to going
it alone. In the end, McDonald’s chose to carve out its Internet operations and
several staff members into a company capitalized by itself and Accel-KKR. The
new company, eMac Digital, quickly made its mark on the industry. Together with
Cargill, Sysco, and Tyson Foods, it created the Electronic Foodservice Network
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(eFS) to automate and improve the supply chain in its industry. With the
McDonald’s volume flowing through the eFS, the eFS will bypass the illiquidity
that has plagued many such exchanges.

The creation of eMac Digital enabled the speedy creation of the eFS.
McDonald’s felt that in order to use its expertise and its size, it had to find a way
to work with other restaurant companies and service providers on a neutral plat-
form. The presence of outside investors and the intent to keep eMac independent
convinced Sysco, Cargill, and Tyson that they were working with a company
(eMac) intently focused on the success of the eFS.

For eFS and for other initiatives in the food service industry, eMac Digital is
going to be the technology and operations leader. So McDonald’s needed a way
to attract people (both from inside and outside McDonald’s) who could run a tech-
nology company. The creation of eMac Digital gave the company a currency to
do so, and partnering with Accel-KKR gave the company access to rich networks
of executives.

Because a carve-out requires the same nurturing and coaching as any start-up,
experienced and relevant outside investors are critical. While the fit is clear, the
agreements must be considered carefully, and great trust is required. The finan-
cial investor generally allows the parent company to maintain more control than
founders generally enjoy in a venture deal. Likewise, the parent company gives
the financial investor more operational control than its ownership stake would
normally indicate.

The parent company and financial investors must anticipate and address im-
portant issues before the company is created. What access will the carve-out have
to brand names and intellectual property? How far will the carve-out go in work-
ing with the parent company’s competitors? How active will the parent company
be in financing the carveout? How will this affect employees at all levels who re-
main with the parent? For example, when Wal-Mart created Wal-Mart.com, it
knew that a key to Wal-Mart.com’s success would be leveraging the one hundred
million customer interactions that take place each week in Wal-Mart stores. There-
fore, it made sure to give store managers a share of the upside of Wal-Mart.com’s
success so that they did not see Wal-Mart.com as competitive.

Partners in Transformation: Venture Firms and Corporations

Those who pick up the challenge to lead the new era of corporate venture invest-
ing will reap incredible rewards to accompany significant work. As capital has
become a commodity, being a hub for innovation will be a clear differentiator.

The forward-thinking members of the venture capital community realize that
there is a great deal of power in cooperating. Venture capital is facing many chal-
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lenges—scaling a heretofore “cottage industry,” mixing specialization with flex-
ibility, and globalizing—that were met by world-class companies over the last
decade. Venture firms and corporations can learn a great deal about critical topics

from one another.

__ Governance requires courage
B. Kenneth West

National Association of Corporate Directors
Chairman

TIAA-CREF
Senior Consultant for Corporate Governance

Millions of words have been written and spoken on various aspects of corporate
governance in recent years. Perhaps no single topic has generated more rhetoric than
how to create an effective board, including which personal and professional charac-
teristics its directors should possess to make the board a genuine strategic asset.

Most specifications for board composition start with the functional skill sets
a company needs in its directors—finance, marketing, and international experi-
ence, for example. Other desirable attributes might fall in a broad category termed
“general business savvy” and include descriptions such as “knows the business,”
“understands the competition,” and “sound strategic thinker.” Finally, and in
many ways more important, are hard-to-measure qualities, such as independence,
collegiality, and integrity.

A vital characteristic seldom cited is courage. No matter how many other req-
uisite skills and values corporate directors possess, if they do not have courage, the
board will fall short of making the level of contribution that shareholders expect.

Directors do, indeed, have a difficult job. Sometimes, the job appears almost
beyond fulfillment, given realistic constraints on the time most board members can
devote to the task. Board members must select and evaluate current top manage-
ment of the company and ensure an adequate supply of future leadership. They must
review and approve the strategic plans of the enterprise. They must monitor perfor-
mance against specific objectives and establish appropriate reward systems and in-
centives to meet these objectives. They must attest to the integrity of the internal
controls and accounting systems. They have oversight responsibilities for corporate
behavior, compliance with laws and regulations, external and internal audits, and a
seeming myriad of other matters. One board member recently commented that being
a director at times makes him feel like a mental contortionist, being pulled in nu-
merous directions simultaneously. It may not be that tricky, but it isn’t easy.
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There is no question that it takes a lot for a director to fully discharge her or
his duties to shareholders. But without courage to speak out openly and forth-
rightly—sometimes in the face of strongly opposing points of view—board mem-
bers are not fulfilling the full measure of their obligations to investors and other
constituencies of the corporation, no matter how competent they may be in other
respects.

Perhaps the most vivid example of how important courage is to board effec-
tiveness involves evaluating performance of the company’s leadership. Most
observers contend that this ranks among the most important of the board’s re-
sponsibilities. Evaluation requires an honest assessment of how well management
is constructing winning strategies and how well it is executing those plans. The
task sometimes requires the board to challenge—or even reject—recommenda-
tions submitted by company management. To do less means the board is merely
a rubber stamp, adding little or nothing to shareholder value beyond its perfunc-
tory duties. Yet, as Warren Buffett observed in Berkshire Hathaway’s 1988 annual
report to shareholders, criticism of the CEO’s performance [at board meetings] is
often viewed as the social equivalent of belching. It may be unseemly, but it cer-
tainly should not be viewed as out of place to objectively criticize management.
That takes courage.

It takes even more courage to replace top management, especially when per-
formance is mediocre, as opposed to downright unacceptable. A prominent in-
vestor once said that the three main impetuses to make a change of management
are: (1) the personal investments board members have made in the company rela-
tive to their personal wealth; (2) fear of personal liability; and/or (3) embarrass-
ment. It takes real courage to take action when one or more of those motives is
not present or is less than compelling.

Expressing one’s views, especially in the face of opposition, is, indeed, chal-
lenging. After all, it is important to maintain collegiality and decorum in the board-
room, otherwise, the board may become dysfunctional. Disagreeing gracefully
involves striking a delicate balance between being critical in a constructive way
and being obstinate and disruptive. It is difficult, but it can be done. I know of
one situation in which a board member repeatedly pointed out—over a period of
years—that a particular segment of the company was consistently yielding insuf-
ficient returns to cover its cost of capital. The segment was essentially wasting
capital instead of creating value for shareowners. The board understood this point
of view, and, perhaps, even a majority agreed. However, management consistently
resisted restructuring the business unit. The board went along with management,
even though the numbers became increasingly convincing that remedial action
was needed. Eventually, the situation demanded a complete repositioning of that
area for the reasons originally put forth. The repositioning resulted in very sub-
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stantial charges to the income statement—charges that could have been minimized
had action been taken sooner. That dissenting board member had courage and
the diplomacy to present the issue in a manner that was forceful but not disrup-
tive. It is unfortunate that other nonmanagement board members were not more
supportive (courageous?) themselves, at least to the extent of insisting that man-
agement present more tangible support of their position. They could have saved
that company’s shareholders a lot of money.

My guess is that almost every businessperson has their own examples of where
courage has made a difference—or where a lack of courage has failed to confront
and correct critical issues. No matter what else a director brings to the boardroom
table, it takes courage to be a fully competent, effective board member. Maybe
my board colleague was right. Perhaps one does have to be a mental gymnast to
be a good director after all. It surely takes courage!

I/ first- E ' of di

Elspeth Murray
Queen’s University
Professor of Strategic Management, School of Business

The business world is already proving vastly different in the twenty-first century.
The old rules of competition—differentiate your products or services, be a low-
cost producer, focus on core competencies—are giving way to new rules center-
ing on speed, innovation, and flexibility.

The rapid evolution of technologies—biotechnologies and information tech-
nologies—combined with an unprecedented availability of and access to venture
capital, has served to create a very uncomfortable competitive environment in
many industries. It is interesting to follow the dramatic changes afoot in such
corporate behemoths as General Motors. The success of General Motors’ OnStar
System begs the question, “Why not give the cars away for free, and charge for the
services provided to the driver?” Such questions as these can dramatically change
corporate strategies and are already doing so. Thus, it is incumbent upon boards
of directors not only to fully understand the implications of their answers but also
to raise the questions in the first place. To do so suggests that today’s boards need
to be vastly different from their counterparts of the past.

Numerous studies and articles have been written on the roles and character-
istics of the CEOs who are successful in leading firms into the future. Relatively
little has been written, however, on the changing role of the board of directors.
The fundamental question is whether corporate governance needs to be different
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in order for companies to be successful in the current marketplace. If so, how must
it be different? These two questions have been the focus of a long-range study under
way in Canada and the United States, initiated by Queen’s University. Following
are preliminary results of the study and summaries of the key findings to date.

In order to better understand if and how today’s effective boards differ from
yesterday’s, and to understand how successful boards operate, we surveyed a num-
ber of directors whose experience spans the immediate past and current economy.
We asked them these questions:

* Who are the most successful directors and what characteristics do they share?

* Why are they attracted to certain businesses?

+ What roles do they play in the governance of their companies today, and how
do those roles differ from in the past?

+ How do the best boards function?

Who Are the Best Directors?

Our respondents told us that the best new-style directors have, in the words of
Andrew Waitman, the CEO of the Canadian venture capital firm Celtic House In-
ternational, “seen the movie before.” In this time of seemingly endless technologi-
cal turbulence, it is critical to have directors who have had direct experience with
firms that successfully address these challenges. According to Waitman, this experi-
ence base is critical because one doesn’t “have time to wait for directors to learn the
business before they’re useful.” Equally critical is that the “movie” had better be
current. One seasoned director in the telecommunications industry noted: “I've seen
more change take place in this industry in the last three years than in the previous
30. Much of the knowledge I've carried forward from my days as an executive is ir-
relevant, if not downright dangerous. Much as I try to avoid it, I am somewhat
blinded by my previous perspective on the nature of the industry.”

Closely tied to the requirement of in-depth knowledge of the industry is the
need for directors to have a relevant network of contacts they can leverage on behalf
of the firm in its search for capital, customers, and partners. By relevant, we mean
current, active involvement in a most productive and value-adding way, so that
contacts are current and dynamic as well. We have found that the best directors
individually spend more time assisting the firm in a number of different respects,
from establishing critical contacts with strategic partners to assisting in complex
acquisition negotiations. The emerging importance of so-called economic webs
is another critical component of a firm’s ability to compete, and directors can play
a central role in enabling a firm to tap into the best network. In short, although
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the relevance of directors’ expertise and experience is important, whom they know
and how much they are willing to leverage their contacts on behalf of the firm is
paramount as well.

The best directors appear to spend more time with the board and on com-
pany-related activities than their counterparts in the past. It is imperative that
today’s firm operate in Internet time, and so must its board if it is to add any value
atall. And, since speed is of the essence, directors are called on more frequently to
participate in key decisions. We have found that not only do the best boards meet
more frequently, but traditional face-to-face meetings are augmented with con-
ference calls and videoconferenced meetings.

Great boards appear to have directors who think big and think fast and who
understand some of the finer aspects of competing in today’s environment. For
many emerging ventures, unlike the classic message of the fabled tortoise and
hare, not only does “slow and steady” lose the race, but it may even kill the run-
ner. Microsoft won the battle for dominance of the desktop PC category not
because its software was superior but because it created a huge installed base
almost overnight.

Lotus 1-2-3 and WordPerfect never had a chance. In many instances, gaining
market dominance and gaining it quickly is all that matters; without it, you risk
the future. Success is not about return on investment, it is about staking poten-
tially profitable territory. As one interviewee noted: “Board members who don’t
understand the need for rapid scaling can kill the company by denying it resources
that are needed for rapid growth.”

Another interesting finding thus far has been that more emphasis is placed
on good chemistry among the members. One director we interviewed said: “Chem-
istry on the board is critical. We don’t have time for egos or grandstanding. We
have to make decisions based on fact and experience, not on who wants the most
air time.”

At the same time, there was a general view that too much “fit” could lead to

» <«

“group-think:” “We are all successful people. We check our egos at the door, but
this doesn’t mean that we don’t have vigorous discussions. It is not a club. We are
there to ensure that tough decisions get made when necessary.”

Consequently, while an ability to work together as a group is critical for mak-
ing timely decisions, a lack of diversity often limits the board’s ability to think
outside the proverbial box. The landscape is littered with the vestiges of once-
successful firms—Digital Equipment (DEC) and Wang come to mind—that
missed identifying the impact of disruptive technologies such as the personal com-
puter on the nature of competition in their industries. In such cases, an interest-

ing question remains: Where were the boards?
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Expectations of Directors

In the twentieth century, the rule of thumb for effective corporate governance
was “Stick your nose in, but keep your fingers out.” In reality, this was much
more difficult in practice than in theory. Executives sometimes feed board mem-
bers selective information, and with a board that meets only four times a year, it
is difficult for directors to understand what’s really going on with the company.
In many cases, reams of financial statements are all the board sees. Hence board
meetings may become sessions about demonstrating financial prowess, with the
tiniest inconsistency on the income statement capable of generating hours of
discussion. In an attempt to remedy this situation and to reduce the filtering of
information, the most forward-thinking boards of the recent past had already
begun conducting annual strategic audits in addition to the traditional finan-
cial audits.

This is no longer the case. Our research indicates that directors are expected
to know and do a lot more today. Because they are often called on to leverage their
personal networks, they tend to have a more intimate knowledge not only of the
company’s strategy but also of operational matters—which was basically unheard
of in the past. Today’s boards, consequently, are functioning as mentors and ad-
visors for the executive team on a diverse set of strategic and operational issues—
so much so that strategic audits are conducted on an ongoing, albeit more informal,
basis. It is no longer just about early warning of lower-than-expected quarterly
results, it is about early warning of if and when a firm’s core business is about to
become history.

In addition to the role of strategic advisors, more and more directors are being
called on to provide continuity for the organization as management changes. There
are increased levels of churn within North American companies, as executives
move in and out of organizations to the new rhythms of corporate growth and
change. In emerging firms, as founders are being replaced by more experienced
executives during periods of rapid growth, the board is often a primary reposi-
tory of organizational history and culture. The board’s role, as opposed to that of
the senior executive team, as “keeper of the culture” is signaling an additional,
and as yet relatively unknown, role for new-style directors.

Who Are the Twenty-First-Century Directors?

Today’s directors are typically geographically closer to the firms on whose boards
they serve. We believe there are several reasons for this. First, a greater number of
meetings and deeper involvement with the firms they govern necessitate closer
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proximity for logistical reasons. Second, many of the directors we surveyed reside
in a significant economic and geographical cluster such as Silicon Valley, Route
128, Silicon Valley North, or Silicon Alley. The concentration of firms in such areas,
as well as the number of experienced directors, often means that no director has
to travel very far to find worthwhile firms to work with.

There is a risk in this situation, however, as illustrated by the comments of
one Canadian CEO we surveyed who lamented about the number of qualified di-
rectors available in Canada. Because of the country’s relatively small population,
many of the same people sit on the boards of its major corporations. Some would
argue, in fact, that inbreeding is a problem. The CEO said: “With longtime friend-
ships at stake, the likelihood that tough and/or risky decisions will be taken at the
board level is remote. We need a larger pool of qualified directors to draw from,
or we’re going to have trouble.”

New Incentives for Corporate Governance

Why, in this age of increased director responsibility, would anyone want to be a
director? There is a significant increase the time commitment as well as the need
to leverage personal networks and gain a deeper understanding of the organiza-
tion and its industry. Yet, in some ways, the reasons are not so different from be-
fore, and may even be intensified by the new demands: the opportunity to
contribute to an important effort, ego gratification, and interaction with other in-
fluential people.

In other ways, however, there appear to be significantly different motivations.
On the negative side, some are driven almost solely by financial considerations
and are involved primarily for share price appreciation. These are questionable
candidates for directors, since the strategic decisions associated with driving up
valuation are often counter to those associated with building long-term value. More
positively, the current changes in corporate governance attract a new group of
potential directors who are genuinely interested in giving back to the business
community, having realized significant financial gains elsewhere. Most encour-
aging is the fact that there are more and more successful entrepreneurs who have
the time, experience, and motivation to serve on boards. They have “seen the movie
before” and want to give their reviews.

Whereas yesterday’s boards were sometimes constituted with little thought
as to the value members could add beyond name recognition and prestige, suc-
cessful firms of today spend more time identifying and recruiting for specific skill
sets in directors. Several of the firms we are studying have stated that they delib-
erately appoint certain members to serve as devil’s advocates. One CEO com-
mented: “We all see the world through our own set of lenses. These glasses we wear
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provide a slightly different view of reality. We wanted to make sure that everyone
at the table had a slightly different prescription.”

How Does the Nature of the Board’s Focus Change?

One of the last areas in our study of governance is whether the function of a suc-
cessful board has changed. Thus far, we have found that the leading boards have
been given orientation and training to ensure they understand the company and
its history very quickly and can be effective right away.

In one firm, the directors went through a team-building exercise to ensure
that they understood each others’ experience bases and value-adds right from the
start. In addition, a number of interviewees commented on the importance of the
chairman’s role, not only in running good meetings but also in interfacing with
the management team. One chairman told us: “I don’t want to spend time at a
board meeting reviewing endless reams of paper. I ask the CEO to come to each
meeting with a focused list of things he or she wants from the board, and we go
from there.”

The last finding relates to the substance of board-level discussions: There is
more discussion of the “soft” skills, and intangible assets such as relationships, em-
ployee motivation, knowledge management, and intellectual capital. These are the
currencies today, and the best boards know it. Net income is an outcome. Boards
that focus solely on net income have already missed the point. It’s all about speed,
momentum, and execution. Dividends and net income are lag indicators of suc-
cess. The most effective boards choose instead to focus on inputs and leading in-
dicators such as culture, creativity, and the formation of core competencies and
customer relationships. By the time the financial statements take a turn for the
worse, it is often too late to effect meaningful change.

Building a Great Board for the Future

In summary, our preliminary results suggest that boards of successful twenty-
first-century firms are significantly different from the boards of the past. While
today’s boards still have to retain a degree of objectivity, they require a different

stance:

¢ Proactive rather than reactive

* Active rather than passive

« Future-oriented rather than current or historic
« Intimate rather than distant

+ Mentors and advisors rather than governors
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In addition to this change of perspective, successful boards differ on a num-
ber of dimensions—from the types of individuals that are needed to the nature of
the board level discussions themselves to the frequency of meetings and the na-
ture of how they operate. In the twenty-first century, directors have to be more
intimately involved with and knowledgeable about the firms they govern—it’s new-
age governance for twenty-first-century firms.
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Optimizing Human Capital
with a “People Operating
System” Approach

Jay A. Conger, Stephen A. Miles, and Meredith D. Ashhy

From these leadership vignettes, and Heidrick & Struggles’ longstanding rec-
ognition of the centrality of human capital to corporate success, we see an
evolving framework, a fresh and responsive approach to institutionalizing the
management of this century’s greatest asset—talent. Solutions to the chal-
lenges corporate leaders now face could be greatly facilitated, we believe, by a
new method of managing talent—a systematic, holistic approach that lever-
ages upside potential in the day-to-day workplace by translating it into sus-
tainable value. It is based on the most current thought leadership and best
practices in business today. We call this approach a People Operating System
(POS), in which the term “people” represents the collective talent and “oper-
ating system” denotes the fundamental system that an organization engages
to manage, motivate, recruit, and retain its workforce. Therefore, a POS is a
human capital management system.

A company’s POS should stem from the underlying talent philosophy of
the organization. It should clearly lay out the expectations and responsibili-
ties that the company has toward its employees and toward their development.
It should also set out what the organization expects in return—specifically, a
proactive stance regarding their individual development, along with under-
standing and acceptance of a set of performance expectations. In essence, an
effective POS is not simply a philosophy; it is a contract of mutual obliga-
tions. If done effectively, the POS not only attracts the best and brightest but
also develops them to realize their highest potential. At the same time, every-
one understands the levels of performance that are expected of “talented in-
dividuals” within the organization. Thus, instead of trying to fit people into
preconceived molds, as if they were masses of aluminum or copper to be
shaped into widgets, a POS assesses strengths, weaknesses, and the potential
of individuals and of operating teams, and then creates a series of support and
development mechanisms around them.
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Equally important, an effective POS ensures an adaptive organization. With the
need for companies to continuously change, one of the central purposes of a POS is
to provide a method for managing and developing a company’s workforce in a way
that fosters continuous innovation and optimizes the organization’s capacity for tar-
geted change. As such, the best POS has built-in mechanisms that allow flexibility
in responding to emerging needs or to radical shifts inside or outside an organization.

Finally, an effective POS should reinforce the values of the organization’s
culture and its performance management and development systems. Part of the
process of formulating a POS is to examine the cultural dimensions that have
predicated the company’s success and then to match these with strategies for iden-
tifying and attracting talent. The simple process of reflecting on and identifying
cultural influences forces the organization to be clear about what it expects from
its talent in terms of values and behaviors. To measure the effectiveness of the POS,
the organization must also devise both developmental-based and performance-
based measurement systems. Similar to a cultural assessment, this process forces
the organization to reflect deeply on its choice of development experiences and
on what it defines as “performance” at each level.

Getting started

A successful POS begins with and is framed by the company’s articulation of its
strategy, vision, and core values. These should drive the talent-acquisition, reten-
tion, promotion, and development activities of the organization. As we see it, a
comprehensive POS sets out the firm’s philosophy and beliefs about human capi-
tal as well as company-specific programs for performance management, succes-
sion, and leadership development. Therefore, the responsibility for its design and
day-to-day operation rests with influential individuals in the management ranks
and in human resources and, ultimately, with everyone in the organization.

Each POS needs to be proprietary and customized to the unique profile and
culture of the organization. The idea of an “off-the-shelf POS” is counterproduc-
tive—one size does not fit all. We say this for several reasons. Talent requirements
vary widely between companies, even between companies in the same industry. For
example, different organizational cultures call for different attraction and retention
strategies. Rapid growth in one area of a company could create a serious talent short-
age. A marketplace shift may demand the infusion of completely new skill sets and
competencies. A customized POS would not only identify these demands but also
establish the appropriate attraction and development interventions. A tailored POS
also provides competitive advantage. Because it is customized, it reflects the unique
cultural and strategic demands of an organization. In some ways, this is its greatest
advantage: because each one is unique, it is very difficult to emulate.
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The exercise of crafting a POS forces a senior team to be disciplined in their
approaches to human capital. In addition to creating a consciousness about the
criticality of talent, it provides a model for acting on this value in the everyday
activities and decisions of the organization. Drawing on the company’s core val-
ues and ethical principles, the best POS architects build a foundation of shared
beliefs that serve as a basis for the tough day-to-day decisions employees are called
on to make in regard to others. This foundation is also the backbone of the per-
formance management, compensation, succession, and training and development
programs of the company.

Moreover, the discipline of crafting and nurturing a POS serves as a power-
ful reminder to senior management that talent development is more than just
promotions and rewards. In other words, a great company doesn’t do just one or
two things well in the arena of human capital management, and it doesn’t do them
sporadically. It manages most of the components well each and every day. In its
highest use, the POS can serve as the anchor for a company’s values and a symbol
of its commitment to its employees and their development.

McKinsey & Company, in its oft-cited “War for Talent” study, advocates the
need for everyone in an organization to continuously and relentlessly think about
people in order to build an attractive value proposition for talent. Formalizing a
world-class POS takes this concept to new levels. Spanning the human capital value
chain—from hiring, motivating, developing, and retaining to putting special
emphasis on creating programs and opportunities for leadership talent and to the
most difficult, which is managing out “C” talent who could otherwise be an “A”
or “B” elsewhere—the POS is a continuous, dynamic process that involves every
person in the company every day.

The POS development team

The governing, executive, managing, and operating bodies of an organization play
pivotal roles in crafting a human capital strategy. Developing a workable POS starts
with an initiative from the board, the CEO, and the senior management team. This
initiative represents a major commitment, because a POS, once in operation, be-
comes both the fabric of the company and a daily priority. The people leading a
company need to be sure they understand the magnitude of this endeavor at the
outset.

The development team members begin with the CEO and include the person
charged with leading the company’s workforce, traditionally known as the officer
in charge of human resources. Whatever title is assigned to this role, it should reflect
the heightened emphasis on human capital management. The chief of human
capital no longer merely presides over pay and benefits transactions; rather, he or
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she has a seat on the executive committee and advises the CEO and board of di-
rectors on human capital issues as they relate to the company’s strategic direc-
tion. This expanded role for HR officers calls for new, critical competencies as well:
primarily, a multifaceted understanding of business strategy and operations, as
well as of HR and management development. Most important, this person must
possess the ability to connect these areas most effectively.

As we learned in interviewing Steve Reinemund, for example, one of his first
steps as CEO at PepsiCo was the appointment of a strategically qualified execu-
tive to the position of head of worldwide human resources. His appointee, Peggy
Moore, was extremely well qualified, with a background that included investor
relations and finance as well as HR. This variety of experiences qualified Moore
for the critical role that Reinemund needed her to play: assessing and incorporat-
ing the long-term strategic objectives of the company as part of its human capital
plan. Similarly, Microsoft’s senior vice president of human resources, Deborah
Willingham, has marketing, product manufacturing, and corporate development
experience, which enhance her ability to develop human capital strategies that
support Microsoft’s innovative business initiatives.

The POS-building team should certainly include the chief learning officers
of the organization and in many cases the chief information officer as well. Cases
in point are GE’s CIO, Gary Reiner, and Steven Kerr, the CLO for Goldman Sachs,
both of whom sit at the operational table of their organizations.

In the final analysis, all traditional and nontraditional members of the senior
executive team should play a role in this process, since the POS is a system to sup-
port the new corporate emphasis on human capital. In the emerging paradigm of
the “boundary-less corporation,” the name of the game is inclusion, not exclusion.

Responsibilities of the POS

As previously noted, the greatest single advantage of a POS is the way it is cus-
tomized to the company’s culture, mission, and operations. Rather than attempt-
ing to lay out a primer, therefore, for designing a generic POS, we will now offer
some general principles derived from our interviews that reflect the ways a POS
can improve a company’s management of its employees. These include attract-
ing, developing, recognizing/rewarding, and retaining talent.

Attracting Talent

A successful POS is a potent tool for attracting talented people. It comprises a value
proposition that either entices a potential hire or sends a poorly fitting individual
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to your competitor. In other words, it sets expectations about the types of indi-
viduals who flourish in the organization’s culture and performance demands.

According to our research, the most strategic companies understand that the
very best people come into the market at different times, which may not corre-
spond with the timing of job openings. For example, Microsoft has “strike teams”
for recruiting. These teams travel to companies that are planning layoffs to pick
the “best of the crop” or to countries where economic shifts have made talent more
available. Companies with a strong POS view the acquisition of talent as a con-
tinuous process across multiple geographies. They typically use a multifaceted ap-
proach to search for talent; it might include recruiting from MBA programs,
in-house recruiting, employee referrals, and the use of executive search consult-
ants. They are always on the lookout for talented people and are willing to make
a place for truly talented candidates even in cases where no formal vacancy exists.
These companies are also adept at looking horizontally across multiple industries
to import new competencies. For example, some major financial services firms
have been hiring Six Sigma practitioners from the manufacturing sector and brand-
ing experts from the consumer goods sector. In other words, they are bringing in
human capital in a strategic fashion to help take the organization to a new level.
This approach recognizes the value of diversity—not only of cultures and gender
but of thinking and ideas as well. A healthy creative rub between coworkers facili-
tates the process through which good ideas become “new lines” on the profit page.
This process is less likely to occur when thinking and acting are homogeneous. A
diversity of backgrounds also enriches the company’s bench strength via the em-
ployee gene pool, which must be heterogeneous in order to promote innovation
and creative thinking.

Developing Talent

The ability of an organization’s workforce to learn continuously can make the
difference between a great company and a merely good one. The companies that
work to tear down boundaries and make learning and sharing of information in-
tegral within a horizontal system such as a POS enjoy a huge advantage over the
competition. They are able to change and adapt to prevailing conditions faster,
they are able to diffuse best practices faster, and they are able to innovate and cre-
ate faster. The foregoing principle is aptly summed up by chief executive Lord John
Browne of BP: “In order to generate extraordinary value for shareholders, a com-
pany has to learn better than its competitors, and apply that knowledge through-
out its businesses faster and more widely than they do.” Learning is not simply a
company-centered event. Some of the best learning can come from interactions
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with partners, customers, suppliers, and even competitors. The best POS places a
strong emphasis on talent development—in other words, continuous learning for
everyone.

This emphasis on ongoing talent development manifests itself in the form of
integrative education, training, and resourceful learning programs. The approach
is very different from the traditional view of development as an administrative
necessity, that is, something assigned mechanistically to modular compartments
labeled “education” and “training” that do not incorporate real-world opportu-
nities that exist within a company for teaching. For instance, at GE’s John F. Welch
Crotonville Leadership Center, the curriculum and classroom cases that execu-
tives tackle are the exact business issues that are facing the organization. Through
this real-world learning process, GE’s people essentially serve as internal consult-
ants to solve its businesses challenges.

This kind of developmental orientation makes an effective POS the perfect
environment for offering experiences that build confidence as well as ability. One
method is the assignment of “stretch roles,” in which people are given increased
responsibilities at an earlier stage than might traditionally be judged appropriate,
but with added support in order to help them grow into the new jobs. Cross-training
is another means in which horizontal communication among colleagues expands
their perspectives about the interaction among the company’s lines of business. Simi-
lar to stretch roles and cross-training is the “popcorn stand” concept pioneered so
successfully at GE. “Popcorn stands” are leadership development positions that aren’t
directly tied to the core business so that, when mistakes are made, there is no a
material impact on the bottom line. This concept creates, on a relatively small scale
and at little risk, opportunities for high-potential employees to assume expanded
operational responsibilities. Assignment to a task force or committee tackling criti-
cal companywide challenges is yet another vehicle for broadening perspectives and
expanding influence skills. The best POS forces an organization to be clear on which
jobs, approaches, bosses, mentors, and educational experiences will maximize learn-
ing and development for talented employees. Then, the POS development team can
create a process for successfully delivering these experiences.

Recognizing and Rewarding Talent

A performance management program in which senior management is actively
involved is a critical component of a world-class POS. It must be equitable in
content and execution, and everyone must be clear on its role in the corporation.
A company that has no method for recognizing breakaway talent and discourag-
ing mediocre performance is not likely to attract “A” players, let alone weed out
“C” players.
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To perform optimally, a company must identify its top performers and de-
velop them holistically, incorporating compensation, stretch roles, bosses and
mentors, early opportunities to lead, coaching and development plans, and edu-
cation—both short- and long-term. It also must either transform or replace its
weakest performers, a process that is most equitable and effective within the frame-
work of a POS, where strengths and weaknesses are assessed and addressed in a
constructive and consistent fashion.

Very few companies make full use of their reward and recognition programs.
Often, the responsibility is delegated to an HR person who is oriented adminis-
tratively rather than strategically. To be truly effective, the performance man-
agement program must align the organizational goals with those of its employees
as closely as possible and with the successful execution of a company’s strategy.
A static performance management program that does not measure and reward
appropriately will not produce the desired results. It should be a dynamic pro-
gram that adapts to a company’s objectives, which in turn are adjusted as the
market ebbs and flows.

l Spotting Leadership Talent: Key Attributes

Continuous Learning. One of the most important attributes of all leaders is their
ability to learn continuously throughout their careers. Leadership, like most
abilities, exists on a continuum, with one extreme housing the born leaders and
the other extreme holding those who need remediation just to get to a low level of
mastery. Most people fall somewhere in the middle of the extremes of innate
ability and environmental nurturing. The CEO of PepsiCo, Steve Reinemund,
remarks that when he moved from the company’s Frito-Lay division to become
corporate CEO, he had to change many of his operating methods in order to be
successful. “Few people recognize that when their jobs change, their leadership
styles often have to change as well,” he says. It involves more than just learning
new skills; it is also being able to function introspectively and to assess potential
areas for development in an objective manner. It involves listening to feedback
from others and making adjustments. Throughout careers, new roles and
challenges arise, and the skills that led to success in a previous role may be
detrimental in the next one. It is essential to be able to recognize the new realities

and adapt accordingly.

(continued)
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Courage. The courage to lead involves making the tough decisions and taking a risk
when one needs to be taken, and keeping employee motivation and morale high
even when the path is not clear or appears dangerous. It’s relatively easy to take the
high road and defer the tough decisions and not take any risk; and, in an environ-
ment of incremental change and evolution, this tactic worked over the short haul. In
today’s world, where incremental change is the norm, the courage to lead with a

long-term perspective is a critical quality for all managers in an organization.

Passion for Creativity and Innovation. Traditional forms of competitive advantage
have all but disappeared. Product quality, for example, is simply the price of entry
into the game today, not an automatic guarantee of winning it altogether. The
significance of workers being mobile and connected is that ideas diffuse at a pace
never before experienced. Operating in such an atmosphere, companies must
attract and retain passionate and creative managers who can generate and help
develop ideas. It’s not sufficient to have one pearl of wisdom on the table; it’s
much better to have a cornucopia of ideas, even if some of them are bad ideas, on
the table. Perpetual innovation is a continuous process of creative idea generation

among people who have perspectives that are different from one another.

Proper Selfishness. Charles Handy, a preeminent management scholar, believes
that good leaders display “proper selfishness,” and that, in fact, all successful people
do. Simply put, if you don’t believe in yourself, nobody else will. It is selfish in a
positive way, instilling confidence and assertive-ness in your ability to lead others. It
is proper because the role of a leader is to create other leaders by giving them a
vision to follow and rewarding them along the way. Many leaders are capable of
setting a direction but less comfortable giving the spotlight to the people who take
them there. In an era of intangible assets, successful executives have figured out that

the best way to ensure their own success is to promote the success of others.

Emotional Quotient (EQ). Some management scholars have used the term
“emotional intelligence” to describe the “soft” skills associated with managing
human capital. Emotionally intelligent people have a high degree of self-aware-
ness, self-regard, and self-actualization. Self-awareness is comfort in one’s own
skin. It includes the ability to view one’s own behavior objectively and regulate it
in response to the prevailing environment or situation. It also involves under-
standing the impact of one’s behavior on others and being able to see others’
perspectives. In this age of intangible assets, empathy gives leaders the potential to
turn adversarial relationships into collaborative alliances, which is vital, since
intangible assets are built on multiple streams of relationships. Self-regard is

simply knowing your strengths and weaknesses and feeling comfortable about
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both, keeping your “head in the game.” Leaders who possess this have a passion
for achievement for its own sake and not simply in response to whatever incen-
tives a company might offer. People with high self-regard and self-actualization
know when they need help or have made a mistake. On the other hand, they have
the capacity to operate without knowing all the answers or pretending to. At
times, leaders who lack these qualities feel threatened by “A” players—peers and
subordinates alike—and as a defense mechanism they may surround themselves
with “B”s and “C”s. Acting from insecurity, they prefer to have “yes people”
around them who will artificially bolster their self-esteem while posing no threat.
These social skills, representing the sum of the foregoing attributes in a “directed
friendliness” fashion, enable leaders to succeed by building rapport and coopera-

tion with others, inspiring them to move in the desired direction.

Communication. Success in managing intangible assets often requires that leaders
communicate daily with partners, employees, suppliers, analysts, and other key
stakeholder groups. We know from research that leaders are most powerful when
they use stories to communicate their ideas and values. In addition, one of the most
important aspects of great communication is the ability to listen actively. In this
fast-paced world, true listening—not merely keeping silent while formulating your
response, or selectively hearing—is a disappearing art. Further, effective communi-
cators know the message inside-out and deliver it seamlessly and consistently to all

audiences, in appropriate mediums.

Strategic Vision. Critical to leadership is the capacity to think strategically. Given
today’s fast-paced and complex marketplaces, senior leaders must be able to
rethink their business models to capitalize to emerging demands. They must
possess a keen sense of their competition in order to anticipate moves that may
rewrite industry rules. They must also have a profound sense of customers and
non-customers in order to craft strategic initiatives that capitalize on unarticulated
needs that are gaining in importance or on fundamental shifts that are underway.
Finally, government regulations and macroeconomic trends may reset the
dynamics of an industry. Senior leaders must not only anticipate such forces but

also use their position and skills of influence and persuasion to shape outcomes.

Retaining Leadership Talent

The best talent in an organization often get courted by other organizations. One aim
of an effective POS is to create mechanisms that identify not only which employees
may be at risk of departure but also ways to retain those people. A successful retention
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effort becomes, over time, a management succession plan. Ideally, the succession-
planning dimension of the POS provides a thorough review of both the highest-
potential managers and the people most at risk for leaving. The POS teaches managers
to be vigilant for the signs that a key player is restless. Once a person is identified as
at risk of departing, it facilitates the process of exploring ways that individual might
become more engaged—finding new jobs and bosses that are attractive, for example.
The POS creates many metrics, among them are ways to determine the rate of loss
of talented individuals and to identify “hot spots” in the organization where turn-
over is higher than usual. (The really progressive POS tracks this at competitors, too!)
Whenever there is turnover of talented people, investigations are conducted to iden-
tify the real sources of turnover and to provide effective remedies for them. The
organization must also spell out serious penalties for bosses who have a track record
of driving good employees away. Finally, assignments must come at a fast enough
pace so that individuals are continually challenged and learning. At the same time,
the pace must be tempered enough so that people learn the outcomes of their ac-
tions before departing for another assignment.

In conclusion, we believe that organizations must make their talent philoso-
phies explicit. It is no longer enough to say “People are our greatest asset.” Rather,
senior leaders must spell out the premium that the organization places on its
human capital, and then support that clearly articulated philosophy with an inte-
grative approach to talent attraction, development, recognition and reward, and
retention. Moreover, measurement systems must be in place to make certain that
the promises of the POS are indeed delivered on. Ultimately, a wide range of ac-
tivities and interventions are critical to ensure that a human capital strategy works
well. The success will be evident in the competitive advantage and sustainable value
that a company is able to maintain.

i Does your company have a POS approach?
Here are some things to consider.

+ Does the CEO have a people-centric vision and strategy for the company?

+ Does the person in charge of human resources report directly to the CEO?
Does that person have a seat at the executive or management table of your
organization? Does he or she counsel the board?

+ Is the person in charge of HR able to relate your company’s human capital

strategy with its business strategy?



A “PEOPLE OPERATING SYSTEM” APPROACH 219

Do your managers set high standards, hold others accountable, and reward
appropriately for attracting and retaining good people? Are they themselves
rewarded for developing others?

Has your company developed a clear set of competencies for specific leader-
ship positions?

Does your company use a multidisciplinary approach to recruiting new
talent?

Does your company balance looking inward for talent with external recruits?
Does your company have a leadership pipeline? Are there succession plans in
place for the senior management team as well as for each business unit?

Are succession systems weighted more heavily toward development than
replacement?

Are succession plans and systems successful at identifying key development
assignments and do they have mechanisms for quick-reaction placements?
Are the attributes and skills your company seek in people conceived for the
long term or are they based on short-term, immediate needs?

Does your company give people opportunities to lead early on in their careers?
Are there P & L positions that are primarily developmental in nature, that is,
heading up business units outside the core?

Does your company provide job assignments that broaden perspectives early
on in a person’s career, that is, line-to-staff rotations, or project task force
assignments?

Are good mentors and executive coaches available at critical junctures in an
individual’s development?

Are there specific systems and development opportunities for high potential
talent?

Are your executive education, training, and development programs customized
to address current and emerging strategic demands? Do participants study
actual business issues the company is facing or are the programs more
“education in a box™?

Are executives from your company involved in the training programs, that

is, do they lecture, teach, present business cases, and help to develop the
curriculum? Are they “taught” how to teach beforehand, and are they the
appropriate company role models?

How are poor performers handled in your organization? Are they moved into
other roles or given new initiatives or mandates to develop them, or are they
managed out altogether?

Is your performance management system a strategic development tool that has
clear objectives, rewards, and time frames?

(continued)
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+ Depending on the size of your company, do you have a Chief Learning Officer
or a similar type of outsourced learning consultant?

+ Is your CIO able to link the company’s people strategy with a global human
resource management information system?

+ If an identified future leader leaves the company, is there an exit review process
to understand the real reasons of the departure? And, if warranted, are those

reasons rectified or otherwise contemplated?
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ness over time. In more than a decade of research on the subject, he has coauthored
four books, including the classic Built to Last, which remained on BusinessWeek’s
best seller list for more than five years, generating over 70 printings and translation
into 17 languages. His work has been featured in a wide variety of publications rang-
ing from USA Today to the Harvard Business Review. His latest book is Good to Great:
Why Some Companies Make the Leap . . . and Others Don’t. A New York Times best-
seller, the book is based on five years of research into the question of what distin-
guishes a good company from a great one. From his management research laboratory
in Boulder, Colorado, Collins teaches and consults for both corporate and nonprofit
organizations. Formerly a faculty member of the Stanford Graduate School of Busi-
ness, Collins is a recipient of its Distinguished Teaching Award.

Jay Conger

Professor of Organizational Behavior, London Business School, and
Senior Research Scientist at the Center for Effective Organizations,
University of Southern California, Los Angeles

Formerly the executive director of the Leadership Institute at the University of
Southern California, Conger is one of the world’s experts on leadership. An au-
thor of over 80 articles and 10 books, he researches leadership, innovation, boards
of directors, organizational change, and the training and development of leaders
and managers. He has been selected by BusinessWeek as the best business school
professor to teach to executives. In 2001, he was chosen by BusinessWeek as num-
ber five out of the Top Ten management gurus in the world.

John Hagel
Business Consultant and Author

Hagel is a business consultant and the bestselling author of Net Gain: Expand-
ing Markets through Virtual Communities and Net Worth: Shaping Markets When
Customers Make the Rules. In October 2002, Harvard Business School Press will
release his latest book, entitled Out of the Box: Strategies for Achieving Profits
Today and Growth Tomorrow through Web Services. Hagel spent 16 years
at McKinsey & Company, where he was a leader of the strategy practice and
founder and global leader of the e-commerce practice. He also served as chief
strategy officer of 12 Entrepreneuring, a new form of operating company focused
on building and operating businesses to deploy Web services technology.
Hagel brings distinctive expertise on the role of information technology in
shaping business strategy, organization, and opportunities for economic value
creation.



ABOUT THE CONTRIBUTORS 237

John P. Kotter
Retired Konosuke Matsushita Professor of Leadership,
Harvard Business School

Kotter is one of the world’s most highly regarded speakers on the topics of leader-
ship and change. Kotter made history at Harvard when he was given tenure of a
full professorship at the Business School in 1980 at the age of 33—one of the young-
est faculty members in the history of the university to be so honored. His Harvard
Business Review articles over the past 25 years have sold over a million and a half
reprints. He is the author of a number of pathbreaking books, including What
Leaders Really Do, Matsushita Leadership, Leading Change, Corporate Culture and
Performance, and A Force for Change. His latest book is on the subject of navigat-
ing change. His many honors include the Exxon Award for Innovation in Gradu-
ate Business School Curriculum Design and the Johnson, Smith & Knisely Award
for New Perspectives in Business Leadership. Matsushita Leadership won first place
in the Financial Times/Booz Allen Global Business Book Competition. His works
have been printed in more than 70 foreign languages editions, with total sales
approaching two million copies.

Henry Mintzberg
Professor of Management, McGill University

Mintzberg joined the Montreal-based McGill University’s Faculty of Management
in 1968 and has earned a worldwide reputation as a global scholar on the topic of
management. The first Fellow to be elected to the Royal Society of Canada from
the field of management, Mintzberg is also a past president and founding mem-
ber of the Strategic Management Society, which is an association of 1,800 acade-
micians and practitioners from 44 countries. He holds honorary doctorates from
12 universities and has been a visiting professor at Carnegie Mellon, the London
Business School, the Ecole des Haute Etudes Commerciales in Montreal, INSEAD,
and the University of Aix-Marseilles in France. His many publications include The
Rise and Fall of Strategic Planning, which was named best book of 1995 by the
Academy of Management.

Elspeth Murray and Peter Richardson
Professors of Strategic Management,
School of Business, Queen’s University

Murray researches and teaches in the area of strategic management, with a spe-
cial interest in innovation and the management of new ventures. Her prior cor-



238 ABOUT THE CONTRIBUTORS

porate experience includes stints at IBM and Accenture and as an owner-op-
erator of a series of Canadian Tire retail stores. In addition to her teaching and
research activities, Murray also consults to corporations on strategic manage-
ment and new venture management. Some of her clients include Microsoft
Canada, Bombardier, Roche Canada, GlaxoSmithKline, Working Ventures, Bell
Canada, Med-Eng Systems, and MDS Capital. Richardson is an authority on
leading strategy implementation and change, focusing on innovation as it re-
lates to business performance. He has developed a novel, strategic approach to
cost management and margin improvement that has been adopted by public and
private sector organizations around the world. His books include the ground-
breaking Cost Containment: The Ultimate Advantage and a coauthored book with
Murray, Fast Forward: Implementing Rapid Organizational Change. Richardson’s
clients include Inco, GlaxoSmithKline, Acklands-Grainger, the Supreme Court
of Canada, and Falconbridge.

Jeffrey Pfeffer
Thomas Dee Il Professor of Organizational Behavior,
Graduate School of Business, Stanford University

Pfeffer has authored or coauthored numerous articles and 10 books on organi-
zational design and development, including The Human Equation: Building
Profits by Putting People First and Competitive Advantage through People: Un-
leashing the Power of the Work Force. Many of his publications have been trans-
lated into other languages. He serves on several corporate boards as well as the
Academy of Management. Formerly director of executive education at Stanford,
he teaches executive seminars for companies all over the globe and lectures and
consults for many organizations in the private and public sectors. His many
accolades include the Richard D. Irwin Award for Scholarly Contributions to
Management.

Mohanbir Sawhney
McCormick Tribune Professor of Electronic Commerce and Technol-
ogy, Kellogg School of Management at Northwestern University

Sawhney is also the director of the Center for Research in Technology Innovation
and E-Commerce at Northwestern University’s Kellogg School of Management.
He has created three new MBA courses at Kellogg—technology marketing,
TechVenture, and technology and global resource arbitrage—as well as a popular
executive course, Winning Strategies for e-Business. He has coauthored two recent



ABOUT THE CONTRIBUTORS 239

books, The Seven Steps to Nirvana: Strategic Insights into eBusiness Transformation
and Techventure: New Rules for Value and Profit from Silicon Valley, and authored
many articles in leading business publications, including the Financial Times, CIO
magazine, and Business 2.0. His many awards and accolades include BusinessWeek’s
list of the 25 Most Influential People in e-Business and Outstanding Business Pro-
fessor of the Year at Kellogg.



This page intentionally left blank



Index

academies, technical, 94 ambition, 20
Accel-KKR, 198, 199 American Airlines, 28
Accenture, 40 American Express, xvii, 11, 14-15, 17—
accountability, 4, 37, 46, 120, 168 18, 46, 1067
accounting, xxv, 192 anthropology, corporate, 174-78
acquisitions. See mergers and AOL Time Warner, xvii, xx
acquisitions applications development, 94
action orientation, 37 apprenticeship programs, 94
active listening Ardi, Dana Beth, 173, 174-78
leaders and, 6, 15, 17, 42, 54, Argentina, xix, 116
115, 118, 169, 193, 217 Asper, Izzy, 193
skill development, 178 ASPIRE program (FedEx), 24
adaptability, 112, 170, 215 assets. See intangible assets; physical
advantage. See competitive assets
advantage authenticity, 12
advertising programs, 163 authority, 4, 15, 149
advisors Autobytel, xxiii
strategic, 205 automobile industry, mergers in, xx

trusted, 37-38, 50, 89, 161-62 autonomy, 44, 112, 120
Afghanistan, xix

agenda-setting, strategic, 139 Baby Boomers, 8

agility, 11, 12, 137, 170 Bain & Company, 14

alignment balanced mergers and acquisitions, 144
corporate culture and, 52 balanced perspective, 40, 113
of talent, 58, 60 Balsillie, Jim, 122

alliances, xxiii, 9, 46, 64, 125 Bank of America, 66—69

AlliedSignal, 68 Barnes & Noble, xvii

Alphin, Steele, 11, 42-45 Bartz, Carol, 89

al Qaeda. See Qaeda, al Baum, Stephen L., 75-79

alumni networks, 59 BEA Systems, 88, 89

Alziari, Lucien, 117-21 Benhamou, Eric, 161

Amazon.com, Xvii, Xxiil Big Boy, 64

ambiguity, 11, 12, 54, 111 Biggs, John H., 173, 191-92



242 INDEX

Billpoint, 107
Bin Laden, Osama. See Laden, Osama
Bin
boards of directors, xx, 38, 179
chief executive officer selection and,
106
compensation committees, 106
of consortiums, 127
contemporary considerations of,
202-8
corporate governance and, xxi, 173,
184, 200-208
decision-making and, 173, 184, 204
impatience of, 6-7
leadership role of, xxi—xxii, 37,
173-74
People Operating Systems and, 211,
212
selection considerations for, 184-85,
200, 206—7
at startup companies, 184
Bogle, John, 108
bonus programs, 105, 156, 168
Boone, Daniel, xxvi
Booz-Allen, 147, 152
boundaries, breaking down of, 81-82
branding programs, 163, 213
brand loyalty, 107
brands, 29, 109, 116
Brazil, 116, 192
Brennan, Jack, 108
Breyer, James, 172, 196-200
Browne, John, 213
budget process, formal, 155-56
Buffett, Warren, 201
Built to Last (Collins and Porras), 18
bureaucracy, xxiv, 31, 49, 70-71
Bush, George W., 26
business models, xxiv, 4, 217
business webs, 58—60, 203
buyouts, 187, 188-89

Cadbury, Adrian, 146

Cain, George, 20

California, 78-79

California Public Utilities Commission,
79

Canada, 184

candor, 81
CanWest Global, 193
capacity, as leader attribute, 11, 13,
48-49
capital, 109
private equity, 185-91
underdeveloped countries and, 192
See also financial capital; human
capital; venture capital
career pathing, 25, 88
Cargill, 198, 199
Carlyle Group, 187-91
carve-outs, 198-99
celebrities, leaders as, 20
Celestica, 72-75
cell phones, xviii
Center for Creative Innovation, 89
CEOs. See chief executive officers
Challenger, Gray & Christmas, 108
change, 39, 4445, 85, 88
competitive advantage and, 112, 119,
123
culture as basis for, 51-52
demonstration of intention to, 84
“flywheel for,” 22, 140-41, 166
nonprofit organizations and, 31-32,
165-69
openness toward, 7-8, 18
People Operating Systems and, 210
resistance to, 70-71, 141
strategic principles and, 107
See also strategic change and
transformation
change management, 12, 13, 92-93, 136
chaos
managing during, 178
character, importance of, 53-54, 55
Charan, Ram, 37
charisma, xxvi, 12, 21, 67, 175
Charles Schwab Corporation, 51, 53, 55
Chenault, Kenneth, 11, 14-18, 107
chief executive officers (CEOs), 4-5
challenges for, 109-10
compensation programs for, 101-3
growing of business and, 86
mentoring and, 5
networks among, 89-90
pensions and, 101



People Operating Systems and, 211,
212,219
private equity investors and, 188

skills and attributes of, 34, 36-37, 39—

41, 100-101, 152, 193
trusted advisors to, 37-38, 50, 89,
161-62
turnover among, xix, XX, xxi, 6-7,
108, 205
chief information officers (CIOs), 85,
212, 220
chief learning officers (CLOs), 85, 212,
220
China, xviii, 8, 32-33, 115-16, 131-35
China Council for Sustainable
Development, 32
China Netcom Corporation, 131, 134—
35
Chrysler, xx, 19
Cingular, 121
CIOs. See chief information officers
Cisco Systems, xix, 14
Citicorp, xx
clarity, as leader attribute, 71, 142, 145
Clicks and Mortar (Pottruck and
Pearce), 51
CLOs. See chief learning officers
coaching, xxii, 45, 47, 88
chief executive officers and, 5
as leadership role, 6, 46, 75
People Operating Systems and, 217
talent accelerators and, 60
Coffin, Charles, 19
Cohen, Eli, 196-200
Coleman, William, 61, 86-90
collaboration, Internet-based, 170
collaborators, competitors vs., 111
Collins, Jim, 12, 18-22
“command and control” leadership, 4,
15
commitment, 17, 51, 54-55, 116, 142
common sense, 66
communication
change and importance of, 138
in crisis situations, 25, 34-35
culture creation and, 77-78
email as tool of, xviii, 25, 32, 35, 54,
82

INDEX 243

as leader attribute, 5, 36, 37, 39, 49,
54-55, 81, 100, 118, 145, 160-61,
182, 193, 217
in leadership development, 68—69
as leadership key, 151-52
mediums for, 82
nonprofit organizations and, 31, 32
open discussion and debate
importance in, 33
with stakeholders, 171, 173
technology’s impact on, 7, 44, 54,
170, 179. See also Internet
of vision, 39, 42, 66-67, 161, 163
community, as corporate value, 35
Compagq, 121
compassion, 15
compensation, 101-3, 126, 184, 217
bonus programs as, 105, 156, 168
at nonprofit organizations, 167-68
pensions as, 101
pooled system of, 195
in private equity industry, 87
salary as, 74, 105, 122, 135, 167
stock-based incentives as, 101, 105-6,
135, 159, 184
compensation committees, 106
competition, 181, 202
competitive advantage, xxii—xxiii, 18,
101-3
change and, 112, 119, 123
consumer-driven leadership model
and, 113-19
developing markets and, 130-35
differentiation and, 39, 105
emerging industries and, 124-27
in globalized marketplace, 127-30
growing a business and, 121-23
human capital and, 60, 97-98
innovation and, 35-36, 112, 119
new sources of, 109-13
organization culture and, 101, 116,
118-21, 131
strategic principles and, 101-3
sustainable, 5, 7-8, 28, 51, 97-98,
112-13, 116, 128
competitiveness, 66
competitive positioning, 152
competitors, 5, 70, 111, 217



244  INDEX
computers. See Internet; software
conflict of interest, 53
Conger, Jay A., xvii—xxvi, 209-20
Conseco, 154-57
consensus building, 27, 166, 169
constructive persuasion, xxi
consumer-driven leadership model,
113-19
contacts, network of, 185, 203
continuing education, 93-94
continuity, change and, 93
continuous learning, as attribute, 215
contract negotiation, 5
Conway, Craig, 137-38, 140, 141, 142,
157-62
“co-opetition,” 111
core business, 4
core competencies, 207
corporate anthropology, 174-78
corporate buyouts, 187, 188-89
corporate culture. See culture,
organizational
corporate governance, 179, 191, 192
boards of directors and, xxi, 173, 184,
200-208
See also chief executive officers
corporate learning centers, 77
corporate values, 35-36, 51-52, 53, 61,
69, 96, 210, 211
corporate vision, 4, 5
corrupt practices, 192
cost-cutting, 56, 107
courage, 22, 173
board directors and, 200-204
as leader attribute, 5, 16, 42, 101, 215
creative thinking, 16, 213
creativity, 37, 178, 207
as leader attribute, 5, 160, 215-19
credibility, 12, 30, 71, 149, 185
crisis situations, leadership in, 15-16,
25, 34-35, 113
Crist, William Dale, 173, 179-81
critical mass, 112
strategic change and, 137
cross-training, 76, 78, 214
Crotonville. See John F. Welch
Crotonville Leadership Center
cultural diversity, 31, 62, 115

culture, organizational, xxiv, 33, 63, 98
as board of directors’ concern, 207
changing of, 84-85, 137, 164
China and, 132
competitive advantage and, 101, 116,
118-21, 131

corporate anthropological
perspective on, 174, 178

corporate values and, 35-36, 51-52,
53, 61, 69, 96, 210, 211

creation and sustaining of, 51-53, 55,
75, 77-78, 135

external hire considerations in, 87,
98-99

innovation and, 18, 64, 112-13, 195

lack of, 154-55

mergers and acquisitions and, 10, 73,
77-78, 143-44

new talent integration in, 68

People Operating Systems and, 210

purpose and, 51-53

strategic transformations and, 151, 159

customer focus, 35, 87, 111, 137, 170

customer relations, 77, 129-30, 162, 207

customer relationship businesses, 59

customers, xxii—xxiii, 9, 36, 56, 217
diversity of, 63
emerging needs and trends, xxiv, 64
loyalty of, xxiii, 51, 52, 108, 162
synchronization with, 110-11
user groups, 59

Daimler Benz, xx
Darden School of Business, 65
Darwin, Charles, 112, 215
decision-making, 4, 101, 139-40, 185
boards of directors and, 173, 184, 204
decisiveness, 11, 36, 40, 142, 145
definition, of business, 59-61, 167
delegate, ability to, 12
Dell, Michael, 137, 169-70
Dell Computer, 14, 59, 105, 106, 107,
170, 182
demographics
emerging markets and, 115
shifts in, xx, xxiv
workplace, xxii, 3, 8-9, 62
deregulation, 8, 78



detail orientation, 41
Deutsche Post World Net, 128-30
developing countries
educational system support, 95
emerging economies, 115-16, 130—
35,173
differentiation, 39, 72, 105
Digital Electronics Corporation, 204
dignity, 46
disciplinary systems, 45
discipline, 48
Disney, Walt, 19
distributed leadership, 4-5, 9, 48, 176
diversity, 5-6, 190-91
boards of directors and, 204
respect for, 36-37, 46
teamwork and, 33
workforce, 3, 31, 61, 62-63, 115, 163,
213
DMAIC concept, 157
dotcom environment, 176
startup companies, 12, 26, 28-29
downsizing, 177
“dual system” vocational training, 94
due diligence, xxi
Dulffield, Dave, 158
Dunlap, Al, 19

eBay, xviii, 106, 107
e-business solutions, 129
Eckerd, Jack, 19
economic webs. See business webs
economy, global. See globalization
EDS, 152
education

continuing, 94-95

of executives, 61, 91, 93

local system support, 95

MBA programs, 91, 93, 213

People Operating Systems and, 214,

217, 220

See also learning; training

eFS. See Electronic Foodservice
Network

egalitarian workplace model, 122, 123
ego, 20, 21, 204
Electronic Foodservice Network, 198-99
Ellison, Larry, 149

INDEX 245

eMac Digital, 198-99
email, xviii, 25, 32, 35, 54, 82
EMC Corporation, xix
emotional intelligence. See emotional
quotient
emotional networks, 177-78
emotional quotient, 6, 11, 13, 146, 152,
216-19
empathy
in crisis situations, 15, 113
as leader attribute, 5, 6, 118, 216
“employability,” 95
employees, 25-26, 32
alumni networks and, 59
as change supporters, 140-41, 158
disciplinary systems and, 45
diversity and, 3, 31, 61, 62-63, 115,
163, 213
downsizing of, 177
evaluation of, 74, 156
external hires and, 86, 87, 98-99
loyalty of, 51, 52, 55, 108
managing out of, 5, 74, 83, 99, 148
meritocracies and, 74, 156
middle managers and, 4, 99, 132
networked, 95
New Economy and, 176-77
new hire integration among, 43—44
People Operating Systems and, 20920
psychological evaluations of, 78
recruitment of. See recruitment
retention of. See retention of talent
reward systems for. See reward systems
as shareholders, 126, 172, 188, 194
strategic deployment of, 39-40, 105
top-grading of, 25,44, 71,78, 82-83,177
See also human capital
empowerment, 12, 23, 72, 87, 88, 123
energy, as attribute, 12, 36, 66, 118, 193
energy industry, xvii, 76-79
engaging leadership, 90
engineering, xviii, 76
Enrico, Roger, 62, 63
Enron, xvii, xviii, xx—xxi, xxv, 173
entrepreneurial capability, xxiii, 36
entrepreneurs, XXv—xxvi
environment, creation of, 72-75
for learning, 79-85



246 INDEX

environmental issues, xviii
EQ. See emotional quotient
Ernst & Young, 143
ethics, 53, 189
ethnic diversity, 62
European Union, xix, 129
Evaluation. See Peformance
Evans, Walker, xxi
Everingham, Lyle, 20
execution, xxvi, 27, 194, 207
executive committees, 41
executive development programs, 62, 63
executive search firms, 122, 187, 189, 213
experience, 11
as board director need, 185, 203
as recruitment consideration, 182
external hires, 86, 87, 98-99

failure, role of, 88-89, 117, 193-94
faith, in self, 168
Fattori, Ruth, 157
FedEx Corporation, 23-24, 68
financial capital, 172-74, 182
global financing and, xx
private equity and, 185-91
underdeveloped countries and, 192
venture, xxv, 181-86, 187, 196-200, 202
financial community, 39
financial markets, xxv, 56, 173
financial reporting and auditing, xxv,
179-80, 192
financial services industry, xx, 68, 69—70
financing, global, xx
Fitzgerald, F. Scott, 111
flexibility
as leader attribute, 5, 43
nonprofit organizations and, 31-32
strategic principles and, 106
“flywheel for change,” 22, 140-41, 166
Fortune 500, 19, 20
forward-thinking perspective, 30-31,
36, 48-49, 128
Francis, J. Stuart, 171-74
freedom, individual, 181
free enterprise, 180, 181
free trade, 128, 129
Friedman, Thomas, 191
Future Shock (Toffler), 87

Gadiesh, Orit, 104-9
Gandhi, Mohandas, 54
Gateway, 59
Gault, Stanley, 19
GE. See General Motors
GE Capital, 70
gender
Level Five leadership and, 22
woman’s perspective and, 169
workplace diversity and, 63, 115
General Electric (GE)
financial services and, 70
great leadership of, 19, 187-88. See
also Welch, Jack
Internet and, xviii
leadership learning environment and,
79-81, 117, 214
leadership mentoring and, 46
as leadership source, 68
Level Five leadership of, 19
long-term perspective and, 173
“popcorn stand” training and, 117
Six Sigma and, 156-57
strategic principle and, 105, 106, 108
top-grading talent and, 83
General Motors (GM), xxiii, 202
Generation X, 8
Generation Y, 8-9
generosity of spirit, 53, 54
genomics, 124-27
geopolitics, xviii—xix, 36
Germany, xix, 94
Gerstner, Lou, 47, 150-51
GlaxoSmithKline, 126
Global Crossing, xix
globalization, 3-6, 46, 104, 173
continuing education and
networking as response to, 93-95
financial capital and, xx, 172
institutional investor’s role in, 191-92
issues impacting, Xviii—xix
leader characteristics and, 5-6
leadership and, 127-30
market competitiveness and, xxiii
opening of new markets and, 8, 121-22
private equity industry and, 186
recruitment considerations and, 183—
84



Global Learning Councils (Goldman
Sachs), 85
global marketplace. See globalization
global perspective, 16, 31, 70
global warming, xviii
GM. See General Motors
goal orientation, 131
goal setting, 27, 84
Golden, Bruce, 196-200
Goldman Sachs, 79-80, 84-85, 116
Goleman, Daniel, 6
good vs. great companies, 18-22
goodwill, xxiii, 54
Goodwin, James, 108
government regulation. See regulation
Graham, Katharine, 22
great vs. good companies, 18-22
growth platforms
business definition and, 59-60
talent arbitrage and, 57-58
GTE, 89
guidance, strategic change and, 137, 138

Hagel, John, 56-61
Hallowell, Edward, 54
Hamel, Gary, 50
Handy, Charles, 216
Harvard University, 34
Haseltine, William A., 124-27
Heidrick & Struggles, 63, 209
heroic leadership, 90
Honda, xxiii
honesty, 71, 189. See also integrity
Hong Kong, 132, 134
hope, 45
horizontal integration, xxiii
HR departments. See human resources
departments
human capital, xxii, 56-107, 109, 126,
161, 181
advocates for, 176
business definition and, 59-61
coaching and, xxii, 5, 6, 45, 46, 47,
60, 75, 88, 217
complementary talent development
and, 75-79
corporate anthropological
perspective on, 174-78

INDEX 247
customer relations as, 162
demographics and, xxii, 3, 8-9, 62
as differentiator, 39
downsizing and, 177
environment creation and, 72-75
executive development programs
and, 62

factors affecting management of, 3-9,
104

growing a business and, 86-90

holistic leadership and, 65-71

leader creation and support and, 96—
101

leadership innovation and, 62-65

learning environment creation and,
79-85

mentoring and, xxii, 5, 6, 43, 46, 47,
75, 88,178, 217

new hire integration and, 4344

People Operating Systems and, 209—
20

people strategies and, 42

performance issues and, xxii, 5, 9, 33

strategic people management and, 61

strategy integration and, 56—61

talent arbitrage and, 57-58, 60

talent assessment and, xxi, 24, 33, 63—
64, 73, 78, 144-45, 194

talent development and, xxii, 8, 9, 14,
33-34, 60, 68-69, 72, 86-87, 128

talent diversity and, 3, 31, 61, 62-63,
163,213

talent leveraging and, 58-59, 60, 69

teaching of leadership and, 90-93

“War for Talent” and, xviii, 10, 18,
88, 94, 100, 104, 117, 184, 193

workforce evaluation and, 156

See also employees; outsourcing;
recruitment

human gene consortium, 126-27

Human Genome Sciences, 124-26

human resources departments, 46, 64,

72, 88, 126, 176

People Operating Systems and, 211—
12, 219

strategic function of, 24, 61, 73, 83—
84, 120, 120-21, 153-54, 161, 183

talent assessment and, 63, 78



248 INDEX

human understanding, 10, 15, 37
humility, 21

Tacocca, Lee, 19
IBM, 46-47, 74, 121, 150-51, 152
Immelt, Jeffrey, xxi
incrementalism, intuitive, 123
incubator companies, 60
India, xviii, 116
individual freedom, 181
individual initiative, 181
inertia, organizational, xxiv
information
during crisis situations, 34—35
decision-making concerns and, 185
management systems, 88
New Economy and, 170
physical assets vs., xvii
sharing of, 85, 214
information technology, xx, 36. See also
Internet
initiative, individual, 181
innovation
competitive advantage and, 35-36,
112, 119
corporate venture capital and, 196—
200
diversity and, 213
fostering of, 8, 18, 37, 94
leadership, 62—65
as market factor, xxiii
organizational culture and, 18, 64,
112-17, 195
passion for, 215-19
People Operating Systems and, 210
promotion of, xxiv, 8
strategic principles and, 106, 107
insecurity, 32
inspiration, 9, 51
leaders’ use of, 6, 54-55, 160, 185
institutional investors, xxi, xxv, 67,
191-92
intangible assets, 5, 6, 87, 104
as board of directors’ concern, 207
differentiation by, 39, 40
management of, 109, 132, 152
integrity, xxv, 16, 35, 36, 53-54, 72, 115,
185, 189

intellect, 66, 193
intellectual curiosity, 11, 14
intellectual property, 6, 109, 125, 181
intelligence, 76, 146, 185, 189, 193
intelligence, emotional. See emotional
quotient
intelligence quotient. See IQ
intensity, as leader attribute, 12
interaction, 72
International Corporate Governance
Network, 192
International Masters Program in
Practicing Management, 91-92
Internet, xvii—xviii, 51, 53-55
collaboration utilizing, 170
customer relationship businesses and,
59
dotcom environment and, 176
email and, xviii, 25, 32, 35, 54, 82
outsourcing and, 58
as recruiting tool, 96
retailing, xviii
startup companies, 12, 26, 28-29
virtual markets and, 129
workforce networking and, 95
Internet banks, 69
interpersonal skills, 10-11, 36, 37, 76,
104, 193
intranets, 32
intuition, 66
intuitive incrementalism, 123
investors, Xxxv—xxvi, 27, 56
corporate venture capital, 196-200
institutional, xxi, xxv, 6-7, 191-92
private equity, 185-91
venture capital, xxv, 181-86, 187,
202
See also shareholders; stock market
IQ (intelligence quotient), 6, 11, 6566,
76
Iverson, Ken, 20

Janeway, Bill, 89

Japan, xix, 116

JDS Uniphase, xix, 183

John F. Welch Crotonville Leadership
Center, 79-80, 117, 214

Jordan, Michael, 13



JPMorgan Partners, 174
judgment, 36
Just in Time Training (Pfizer), 34

Katz, Jeffrey, 12, 13, 26-29
Kelleher, Herb, 108
Kerr, Steven, 61, 79-85, 212
Keynes, John Maynard, 181
Kimberly-Clark, 22
King, Martin Luther, Jr., 54
knowledge
board director’s need of, 203
as success factor, 93-94
See also education; information;
learning; training
knowledge management, 100, 176,
178
Kotter, John P., 12, 48-50
Krugman, Paul, xxv

Laden, Osama bin, xix
Lafley, A. G., 113-17
Lane, Ray, 137, 139, 141, 147-54
LANSs. See Local Area Networks
Latin America, 116
layoffs, xviii
Lazaridis, Mike, 122
leaders
advice for prospective, 16—17, 25-26,
36, 38-39, 47, 178
changing skill sets for, 46, 7677,
111-12
charismatic, xxvi, 12, 21, 67, 175
creation and support of, 96-101
in financial services industry, 70
intangible qualities of, 1014
key skills and attributes, 5-6, 27-28,
42-43, 48-49, 71, 76, 81-82, 90,
115, 14546, 152, 160, 168—69,
185, 187, 193, 215-19
next generation of, 35
self-introspection by, 43
surrounding of oneself with, 30
visible, 35
See also chief executive officers;
leadership; leadership
development
Leaders Forum (Oracle), 153

INDEX 249

leadership, xx, xxi—xxii, 10-55, 145

by boards of directors, xxi—xxii, 37,
173-74

changing aspects of, 151-52

“command and control,” 4, 15

company developmental-stage needs
and, 175

complementary talent development
and, 75-79

corporate anthropological
perspective on, 174-78

in crisis situations, 15-16, 25, 34-35,
113

in developing markets, 130-35

distributed, 4-5, 9, 48, 176

in dotcom environment, 26

in emerging industries, 124-27

empowerment’s importance in, 12,
23

environment creation and, 72-75

factors affecting, 3-9, 104

in global marketplace, 127-30

great, example of, 187-88

holistic approach to, 65-71

influence of, 11, 15, 43, 151

innovation in building of, 62-65

intangible qualities and, 10-14

leader creation and support by, 96—
101

learning environment creation by,
79-85

Level Five, 19-22

Level Four, 20, 21

long-term focus in, 179-81

management vs., 48, 49

narcissism and, 178

at nonprofit organizations, 29-33,
168-69

performance benchmarks, 117-18

philosophies of, 23, 26-27, 30-31, 33,
41, 45-46, 51-55, 62, 113-14, 130-
31, 145, 164-65, 192

as responsibility, 42—43

servant conception of, 123

soft skills needed for, 11-13, 92, 99—
100, 118, 152

stakeholder interest integration by,
171-72



250 INDEX

leadership (continued)

during strategic change, 142-43, 175

succession issues in, xxi, 65, 78, 108,

218, 219

teaching of, 90-93

team, 33, 35, 48, 76, 151

trends in, 47—48

woman’s perspective and, 22, 169
leadership development, xxi, 49-50

alternate career path options and, 25

at American Express, 17-18
at Bank of America, 68—69
best approach to, 96
candidate determination for, 97
at Celestica, 74-75
in developing markets, 132-33
at FedEx, 23, 24
framework for, 80-81
at General Electric, 79-81, 117, 214
growing a business and, 86-90
at IBM, 47
at Oracle, 153
People Operating Systems and, 214,
219-20
at PepsiCo, 62, 63, 65
at Pfizer, 34
“popcorn stands” and, 81, 117, 214
at Procter & Gamble, 116-17
at Unisys, 164
Leadership Institute (FedEx), 23, 24
Leading Change program (Pfizer), 34
Leading Edge Program (Pfizer), 34
learning
capacity for, xxi, 122
continuing education and, 94-95
creation of environment for, 79-85
knowledge management and, 100,
176, 178
leadership talent and, 215
from mistakes, 81, 97, 117, 193, 194,
214
on-the-job, xxii, 94

People Operating Systems and, 213—

14, 219-20
role of, 63
legal systems, 191-92
Level Five leadership, 19-22
Level Four leadership, 20, 21

Lewis, Kenneth D., 61, 65-71
Lexus and the Olive Tree, The

(Friedman), 191

Lincoln, Abraham, 54

listening skills. See active listening
Local Area Networks, 59—60
logistics, xx, 94, 128-30

Lotus 1-2-3, 204

loyalty, 54

brand, 107
customer, xxiii, 51, 52, 108, 162
employee, 51, 52, 55, 108

Lucent Technologies, xix, xx—xxi
luck, 22

management

board-of-director oversight of, 201-2

of change, 12, 13, 92-93, 136

in developing markets, 131-33

information systems, 88

of intangible assets, 109, 132, 152

leadership vs., 48, 49

philosophies of, 72, 76, 86, 154

private equity investors and, 187,
188-89

professional techniques of, 104

skills of, 43, 48, 49, 70

Mandela, Nelson, 54
manufacturing

China and, xviii, 8, 133-34
outsourcing of, 59, 134
technology’s impact on, xx

Manugistics, 39, 41-42
Manugistics University, 42
Marconi, xix

marketplace

competitive advantage in, xxii—xxiii,
7-8, 104-35

diversity of, 5-6, 63

dominance in, 204

emerging economies in, 115-16, 130—
35,173

human capital demands and, 56

opening of new markets in, 8, 121-22

virtual markets and, 129

See also globalization

Martin, Claude, 13, 29-33
mass customization, xx



Maxwell, David, 20
MBA programs, 91, 93, 213
McDonald’s, 198-99
McKinnell, Hank, 13, 33-36
McKinsey & Company, xxiv, 59, 89,
116, 139, 148, 211
McNealy, Scott, 50
mechatronics, 94
media, Xx
mentoring, xxii, 47, 88, 178
chief executive officers and, 5
as leadership role, 6, 46, 75
new hire integration and, 43
People Operating Systems and, 217
Merck, George, 19
Merck KgaA, 126
mergers and acquisitions, XiX, XX, XXiv,
153
adaptability issues and, 112
culture considerations and, 10, 73,
77-78, 143—-44
strategic change and, 143-47
talent assessment and, 73, 144, 194
See also buyouts
meritocracy, 72, 74, 156
metrics, business models and, 4
Meyer, Pearl, 104-7
Microsoft, 59, 89, 116, 204, 212, 213
midcap companies, 12-13
middle managers, 4, 99, 132
military, 23
minorities, workplace diversity and, 63,
115
Mintzberg, Henry, 61, 90-93
MIS. See management information
systems
mission, 130-31
mistakes, learning from, 81, 97, 117,
193, 194
Mitchell, Pat, 139, 141, 16569
mobilization, of people, 6, 26-27, 58, 60
Moltke, Helmuth von, 105
moments of truth, consumer, 113-14,
115
momentum, 207
strategic change and, 136-37, 138,
140, 143
Moore, Peggy, 65, 120, 212

INDEX 251

Morrison, Donald H., 121-23
motivation, 6, 9, 131
as leader attribute, 11, 39, 111-12,

152

Motorola, 157

multiculturalism, 31

multinational corporations, 8, 13, 132,
133

multitasking, as leader attribute, 12

Murray, Elspeth, 136-43, 173, 202-8

mybosssucks.com, 53

Napoleon, 45
Napoleonic codes, 192
narcissism, 178
Nasser, Jacques, 108
NBC, 157
negotiation, 111, 118, 178
of contracts, 5
Nestlé, 106
net-based exchanges, xviii
networks
alumni, 59
building of, xxiii, 9
CEO, 89-90
of contacts, 185, 203
emotional, 177-78
local area, 59-60
workforce, 95
See also Internet
New Economy, xvii, Xix—xx, 137,
169-70
employees and, 176-81
news media, Xx
NGOs (nongovernmental
organizations), 30
Nissan, xx
nongovernmental organizations
(NGOs), 30
nonprofit organizations, 29-33, 165-67
Nortel Networks, xix, 183
Novell, 59-60
Novo Mercado, 192
numbers orientation, 152

object thinking, 110
Ogilvy, David, 29
Old Economy, xvii, 137, 169-70



252 INDEX

O’Neill, Jim, 195
OneTouch Systems, 158
Onex, 194-95
on-the-job learning, xxii, 94
operating committees, 41
operating philosophy, competitive
advantage and, 104, 113-14
operational change, 137
optimism, 54
Oracle, 147-53
Orbitz, 26, 28-29
O’Reilly, Charles, 96
organizational culture. See culture,
organizational
organizational design, xxi
organizational inertia, xxiv
organizational structure, 37
flattening of, 4-5, 6, 8-9, 72, 104
orientation programs, 43
outsourcing, 58, 107, 194-95
of manufacturing, 59, 134
of noncore operations, 4, 109, 130
Owens, Gregory J., 13, 39-42

P & G College (Procter & Gamble),
117
Packard, David, 19
paradigmatic change, 137
Parker, James, 108
partnerships, xxiii, 9, 46, 111
emerging industries and, 125
general and limited, 181-82
public companies vs., 162—63
relationship building and, 5, 109-10
passion, 6, 54, 66, 116, 118
for creativity and innovation,
215-19
prospective leaders and, 36, 93
strategic change leadership and,
142
passive-aggressive behavior, 70-71
patents, 125
pay-for-performance programs, 104,
105-6
PBS Corporation, 165-67
Pearce, Terry, 51
Peer influence, 74
pensions, 104

People Operating System, 209-20
creation of, 210-11
development team, 211-12
key element identification by,
219-20
leadership talent attributes for,
215-17
responsibilities of, 212-14, 217-18
people skills. See interpersonal skills
PeopleSoft, 141, 157-58, 160
PepsiCo, 62-65, 117-21, 212
performance, 9, 33
appraisal of, 36
board of directors’ oversight of,
201-2
as business demand, 56, 58, 60
as compensation factor, 104, 105-6
as corporate value, 35
evaluation of, 5, 74, 83, 99
monitoring of, 43—44, 131
optimization of, 27
peer influence and, 74
People Operating Systems and, 210,
214, 217-18, 220
promotions and, xxii
rewarding of. See reward systems
strategic change and, 141-42
team, 27-28, 45-46, 74, 177-78
top-grading, 25, 44, 71, 74, 78, 82-83,
177
persistence, 6, 104, 160, 185
personal digital assistants, xviii
personal growth, 20, 122-23, 135
personal values, 16, 36, 43, 52-53
perspective, balanced, 40, 113
persuasiveness, xxi, 6, 145, 161
Pfeffer, Jeffrey, 61, 96-101
Pfizer, 34, 35-36
PG &E, 78-79
pharmaceutical industry, 125
physical assets, xvii, 5, 110
Pierer, Heinrich von, 61, 93-96
Pine Street Project (Goldman Sachs),
84-85
pluralism, 4, 31
Polistuk, Eugene V., 72-75
“popcorn stand” training, 81, 117, 214
Porras, Jerry, 18



POS. See People Operating System
positive reinforcement, 43
postal markets, 129
Pottruck, David S., 13, 50-55
Priceline, xvii
principles

leaders with, 185

strategic, 104-9
private equity capital, 185-91. See also

venture capital
private property, 181
problem-solving, xxiii, 44, 48, 182
Procter & Gamble, 46, 113-17
production, technology’s impact on,
xxiii

productivity, 4, 5, 88, 125
product prototyping, Xx, xxiii
profitability, 5
profit motive, 76
project planning, 94
promises, delivering on, 66
promotions, xxii
proper selfishness, 216
prototyping, product, xx, xxiii
psychological evaluations, 78
purpose, corporate culture and, 51-53

Qaeda, al, xix
quarterly earnings reports, 179-81
quarterly reviews, 155-56

R&D, 153
reality, facing of, 140, 158
recession, xviii, 28
recruitment, xxii, 13, 26, 27-28, 152,
182-84
in developing markets, 134-35
experience considerations in, 182
external hires and, 86, 87, 98-99
as leadership development key, 116—
17
at nonprofit organizations, 29-30,
167-68
outside of own industry, 43, 68
People Operating Systems and, 212—
13,219
by private equity firms, 189, 190
strategies for, 122

INDEX 253

team approach to, 72
via Internet, 96
reengineering, 4
regulation, xxiv, 56, 57, 217
in utility industry, 76-79
See also deregulation
Reinemund, Steve, 61, 62—65, 120, 212,
215
Reiner, Gary, 212
relationship building, 5, 9, 32-33, 104,
109-10
relationship capital, 109, 162
relation thinking, 110
Renault, xx
research and development, 153
Research in Motion, 121-22
resistance, to change, 70-71, 141
resource allocation, 105, 139—40
resources in place, 85
respect for people, 35, 46, 72, 115
responsibility
leadership as, 42—43
personal, 53
retailing, Internet, xviii
retention of talent, xxii, 13, 72, 73-74,
122-23
in developing markets, 134-35
in emerging industries, 126
employee training and education
and, 94-95
leadership skills and, 27-28, 36
People Operating Systems and, 218,219
in private equity industry, 189-90
turnover minimization and, 28-29,
195, 218
retrenchment, strategic principles and,
106-11
reward systems, 45, 63, 76, 97, 114-15
meritocracy and, 72, 74, 156
People Operating Systems and, 214,
217-18, 219
strategic change issues, 141-42
in turnaround situations, 159
Richardson, Peter, 136—43
risk, 66, 70
risk management, 77, 78, 79
risk-taking, 36, 113, 168
Roche, Gerard R., 10-11, 36-39



254 INDEX

role modeling

as corporate value, 35

during strategic change, 142
Roosevelt, Franklin, 38
root cause analysis, 99
Rubbermaid, 19
Rubenstein, David M., 172, 186-91
Russia, 115

Sadat, Anwar, 54

salaries, 74, 105, 122, 135, 167

Sanford, Linda, 13, 45-48

Sanofi-Synthelabo, 126

satisfaction, loyalty vs., 52

Sawhney, Mohanbir, 109-13

scale, 56, 112

Schering-Plough, 126

Schwartz, Gerald, 192-95

Scott, Peter, 29

Scott Paper, 19

security, 32

self-actualization, 216

self-awareness, 216

self-esteem, 83

self-faith, 168

self-introspection, 43

selfishness, proper, 216

self-regard, 216

Sempra Energy, 76-79

sensitivity, 10, 37

September 11 terrorist attacks, 11, 26,
28, 35, 106-7, 108, 113, 114, 127,
191

servant leadership, 123

service economy, 87-88

shared understanding, 137-38, 143

shareholders, 173, 179

employees as, 126, 172, 188, 194
impatience of, 6-7

shareholder value, 27, 171-74

ShareNet (database), 95

Sharpening the Edge program (Pfizer),
34

short-term orientation, impact of, xxv,
173, 180, 181

Siemens AG, 94

Singapore, 132

Six Sigma approach, 156-57, 213

Skilling, Jeft, xvii
SkyChefs, 195
Smith, Darwin, 20, 22
Smith, Frederick W., 13, 23-26
social skills, 82, 146, 21617
soft skills, 160-61, 207, 216
for leadership, 11-13, 92, 99-100,
118, 152
See also active listening;
communication; empathy;
negotiation
software
process automation and, 153-54
programmers, Xviii
Southern California Edison, 78
Southwest Airlines, 106, 108
speed
board of directors’ appreciation for,
204, 207
decision-making and, 104
execution and, 194
as leader attribute, 36
New Economy and, 170
strategic change and, 137-40, 143
as transformation concern, 160
spinouts, 198
stakeholders, xxv—xxvi, 27, 171-98
alignment of interests of, 171-74
board of directors’ responsibilities to,
200-208
corporate anthropological
perspectives on, 174-78
corporate governance concerns and,
xxi, 173, 179, 184, 191, 192, 200—
208
corporate venture capital and,
196-200
institutional investors as, xxi, xxv, 6—
7, 191-92
long-term focus importance to, 179—
81
private equity investors as, 185-91
venture capital considerations and,
xxv, 181-86, 187, 202
See also boards of directors;
customers; employees; investors;
shareholders
Standard & Poor’s (S & P) 500, xxiv



standards
of excellence, 44—45
technological, 170
startup companies, xxiii, 50
in China, 131-32
corporate venture capital and, 196-200
in emerging industries, 124-27
growing of, 86-87
human capital issues and, 182-84
Internet, 12, 26, 28-29
See also entrepreneurs
Stewart, Mac, 38
stock-based incentives, 104, 105-6, 135,
159, 184
stock markets, xxiv, 173, 192. See also
shareholders
straightforwardness, 71
strategic advisors, boards of directors
as, 205
strategic change and transformation,
xxiii—xxiv, 136-70, 175
implementation of, 13643
at Manugistics, 41-42
mergers and acquisitions and, 143—49
New Economy lessons for, 137,
169-70
in nonprofit organizations, 165-67
performance and, 141-42
transformation strategies and,
162-64
in turnaround situations, 10, 14751,
154-61
strategic planning sessions, 155-56
strategic principles, 104-9
strategic vision, 217
strategy
communication of, 39
establishment of, 45
role of, 27
street smarts, 66
stretch roles, 214, 217
structural advantage, 56-57
structural capital, 109
style, culture vs., 51
succession planning, 65, 78
boards of directors and, xxi
People Operating Systems and, 218,219
strategic principles and, 108

INDEX 255

Sun Microsystems, xix, 89

suppliers, xxiv, 9

supply chain management, 129, 130,
198-99

supportiveness, 45—46

sustainable competitive advantage, 5, 7—
8,28, 51, 97-99, 112-13, 116, 128

synchronization, 110-11

Sysco, 198, 199

tacit knowledge, 61
tactical skills, 43
Taiwan, 132, 134
Takeda Chemical Industries, 126
talent
arbitrage of, 57-59, 60
assessment of, xxi, 24, 33, 63-64, 73,
78, 144-45, 194
complementary, 75-79
corporate anthropological
perspectives on, 174-78
development of, xxii, 8, 9, 14, 33-34,
60, 68-69, 72, 86—87, 128
diversity of, 3, 31, 61, 62-63, 163,
213
executive development programs
and, 62, 63
external hires and, 86, 87, 98-99
factors impacting demand for, 56-57
leveraging of, 58-59, 60, 69
New Economy and, 176-78
People Operating Systems and, 209—
20
recruitment of. See recruitment
retention of. See retention of talent
top-grading of, 25, 44, 71, 78, 8283,
177
See also human capital; leadership
development
talent accelerators, 60
talent agents, 60
talent arbitrageurs, 60
Teachers Insurance & Annuity
Association-College Retirement
Equities Fund, 191-92
team building, xxi, 12, 36, 76, 145, 152
team leadership, 48, 151
team orientation, 5, 9, 97, 119, 145, 189



256 INDEX

team performance, 27-28, 45-46, 74,
177-78
teamwork, 54, 195
leading via, 33, 35, 76
in service-based economies, 87—88
by virtual teams, 95
technology, xxiii, 16, 179
communication and, 7, 44, 54, 170,
183
financial services industry and,
69-70
impact on business of, 7, 37, 51, 56,
57, 104, 129, 195, 202
information, xx, 36
Internet, xvii—xviii, 51, 53, 55, 129
productivity enhancement and, 4,
34
telecommunications industry, xix, 183
terrorism, xviii—xix, 3, 183
September 11 attacks, 11, 26, 28, 35,
106-7, 108, 113, 114, 127, 191
Tesco, xvii, xviii
TGV Software, 158
Thailand, 132
Thompson, John T., 10-14
TIAA-CREF. See Teachers Insurance &
Annuity Association-College
Retirement Equities Fund
Tian, Edward, 130-35
Toffler, Alvin, 87
tolerance, for differing styles, 43
top-grading, 25, 44, 71, 74, 78, 82-83,
177
toxic products, industrial, xviii
Toyota, xxiii
training, 80, 128, 163
cross-training and, 76, 78, 214
“dual system” concept of, 94
encouragement of, 78
MBA programs and, 91, 93, 213
People Operating Systems and, 214,
220
“popcorn stand,” 81, 117, 214
by private equity firms, 87, 191
transformation, strategic. See strategic
change and transformation
Travelers, xx
trust, 15, 32—-33, 54, 55, 71

trusted advisors, 37-38, 50, 89, 161-62

Turkey, xix

turnaround situations, 10, 99, 147-51,
154-61

Tyco International, xx

Tyson Foods, 198, 199

UCLA, 63
underdeveloped countries
capital and, 192
See also globalization
understanding
human, 10, 15, 37
shared, 137-38, 143
UNEP, 32
Unilever Company, 116
Unisys Corporation, 142, 162—-64
Unisys University, 163, 164
United Airlines, 108
United Kingdom, 184
United Nations Environment Program,
32
University of California, Los Angeles,
63
University of Santa Clara, 52
University of Virginia, 65
Unwin, Geoff, 138-39, 142, 143-49
urgency, sense of, 138-39
user groups, 59
utility industry, 76-79

value, shareholder, 27, 171-74
value-at-risk calculations, 79
value creation, 57, 86, 152
value proposition, xxiv, 86
values
corporate, 35-36, 51-52, 53, 61, 69,
96, 210, 211
personal, 16, 36, 43, 52-53
Vanguard, 106, 108
venture capital, xxv, 181-86, 187, 202
corporate, 196-200
vertical integration, xxiii
virtual markets, 129
virtual teams, 95
virtual workplace, xx
visibility, leaders and, 35
VisiCorp, 89



vision
articulation of, 27, 31, 48
communication of, 39, 42, 66—67,
161, 163
corporate, 4, 5
as leader attribute, xxvi, 5, 9, 36, 86,
111-12, 217
mobilization around, 2627, 140-41,
142, 158
shared understanding of, 137-38
strategic, 217
in turnaround situations, 158—59
vocational training, 94-95
Vodaphone, xix
voicemail, 54

Waitman, Andrew, 172, 181-86, 203

Walgreen, Cork, 20

Wal-Mart, 105, 106, 199

Wal-Mart.com, 199

Walton, Sam, 21

Wang, 204

“War for Talent,” xviii, 10, 18, 88, 94,
100, 104, 117, 184, 193

Washington Post, 22

Watergate affair, 22

water quality and supply, xviii

webs. See business webs

web shapers, 59

Webvan, xvii

INDEX 257

Weinbach, Lawrence A., 140, 142, 162—
65
Welch, Jack, xxi, 37, 50, 52, 75, 80, 81,
84, 105, 117, 156
leadership talent of, 19, 187-88
Wendt, Gary, 138, 139, 154-57
West, B. Kenneth, 173—-74, 200-202
Willingham, Deborah, 212
“window and mirror” perspective, 20—
21,22
winning conditions, for change, 143
women
Level Five leadership and, 22
management perspectives of, 169
workplace diversity and, 63, 115
WordPerfect, 204
workforce. See employees
World Trade Organization, xviii, 8,
134
World Wildlife Fund International, 13,
29-33
World Wrestling Federation, 29
WTO. See World Trade Organization
Woaurtzel, Alan, 20-21
WWE. See World Wildlife Fund
International

Yahoo, xvii

Zumwinkel, Klaus, 127-30



	Preface
	Contents
	About the Editors
	Foreword: Leading in the New Century: Storm Clouds and Silver Linings on the Horizon
	Introduction: Factors Affecting Leadership and Human Capital Management
	Chapter 1 Leadership
	John T. Thompson
	Kenneth Chenault
	Jim Collins
	Frederick W. Smith
	Jeffrey Katz
	Claude Martin
	Hank McKinnell
	Gerard R. Roche
	Gregory J. Owens
	Steele Alphin
	Linda Sanford
	John P. Kotter
	David S. Pottruck

	Chapter 2 Managing Human Capital
	John Hagel
	Steve Reinemund
	Kenneth D. Lewis
	Eugene V. Polistuk
	Stephen L. Baum
	Steven Kerr
	William Coleman
	Henry Mintzberg
	Heinrich von Pierer
	Jeffrey Pfeffer
	Pearl Meyer

	Chapter 3 Establishing Competitive Advantage in Today’s Market Environment
	Orit Gadiesh
	Mohanbir Sawhney
	A. G. Lafley
	Lucien Alziari
	Donald H. Morrison
	William A. Haseltine
	Klaus Zumwinkel
	Edward Tian

	Chapter 4 Strategic Change and Transformation
	Elspeth Murray and Peter Richardson
	Geoff Unwin
	Ray Lane
	Gary Wendt
	Craig Conway
	Lawrence A. Weinbach
	Pat Mitchell
	Michael Dell

	Chapter 5 The Stakeholder’s View
	J. Stuart Francis
	Dana Beth Ardi
	William Dale Crist
	Andrew Waitman
	David M. Rubenstein
	John H. Biggs
	Gerald Schwartz
	James Breyer, Bruce Golden, and Eli Cohen
	B. Kenneth West
	Elspeth Murray

	Epilogue: Optimizing Human Capital with a “People Operating System” Approach
	About the Contributors
	Index
	A
	B
	C
	D
	E
	F
	G
	H
	I
	J
	K
	L
	M
	N
	O
	P
	Q
	R
	S
	T
	U
	V
	W
	Y
	Z




