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About This Book

Why is this topic important?

As at no time in recent memory, the quality of our business leaders has been
thrust into the public’'s collective awareness. As a nation, we have been obsessed
with the myth of the senior executive and the power of these individuals to
overcome any obstacle and achieve outstanding results no matter what situa-
tion they face. But given recent events, we are forced to ask whether our lead-
ers have the capability to meet the challenges of today's competitive
environment. The news is full of stories of senior executives who have failed to
meet the expectations of Wall Street, stockholders, and employees. The dramatic
missteps of some of our most venerable companies, such as AT&T, Lucent, Xerox,
and Conseco, as well as the questionable behavior of leaders who ended up
destroying more than they built, like those at Enron, Global Crossing, Adelphi,
Worldcom, and Tyco, have caused us to take another look at common assump-
tions about what it takes to be an effective leader in today's competitive world.

What can you achieve with this book?

Our book differs from other leadership books in several important ways. We pro-
vide a more comprehensive model that incorporates what has been learned
about effective leadership in more than half a century of research. Our model
of flexible leadership builds on earlier leadership theories, and it incorporates
ideas from related areas of study, such as organization theory, strategic man-
agement theory, traditional management theory, and theories of change manage-
ment. Our model also includes insights provided by practitioner books and books
about famous leaders, but these insights are incorporated into the theoretical
framework. The model has a much broader range of leadership behaviors, includ-
ing some often regarded as examples of managing rather than leading. We
explain how management programs, systems, and structural features are rele-
vant for effective leadership in organizations.

We explain the key processes that determine organization performance
and what leaders at all levels can do to influence these processes and enhance



performance. The roadmap it provides will help leaders analyze their situations,
identify the leadership challenges, and understand what can be done to achieve
the desired results. Our model describes specific leadership behaviors that can
be used to influence people and indirect forms of leadership, such as improve-
ment programs, management systems, and changes in the formal structure of
an organization.

How is the book organized?

In the first chapter we review some of the myths of leadership and introduce a
model of flexible leadership. The book has a separate section for each of
the three performance determinants. Section | (Chapters 2 through 4) deals
with efficiency and process reliability. Section Il (Chapters 5 through 7) deals with
innovation and adaptation. Section Ill (Chapters 8 through 10) deals with human
resources and relations.

The first chapter in each section explains the underlying processes,
describes the conditions that make the performance determinant especially
important, provides examples of companies that have been successful or unsuc-
cessful in improving the performance determinant, and introduces ways lead-
ers can directly and indirectly influence it. The second chapter in each section
describes the direct leadership behaviors that are relevant for influencing the
performance determinant and includes examples of what these behaviors look
like, both when they are done well and when they are done poorly. The third
chapter in each section describes indirect forms of leadership that are relevant,
such as programs, management systems, and structural arrangements. The
leader's role in implementing these processes and making them successful is
also discussed.

The last section of the book has two chapters to integrate the different
components of the model. Chapter 11 explains how the three challenges
are interrelated, the tradeoffs among them, and how their absolute and rela-
tive importance can change. This chapter also describes other competing
demands that make it important for the leader to be flexible. Chapter 12 pro-
vides guidelines on how to be flexible and adaptive in balancing the perfor-
mance determinants and dealing with the other tradeoffs and competing
demands. This final chapter also has examples of individuals who were success-
ful in meeting these challenges.
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Preface

As at no time in recent memory, the quality of our business lead-
ers has been thrust into the public’s collective awareness. As a
nation, we have been obsessed with the myth of the senior exec-
utive and the power of these individuals to overcome any obsta-
cle and achieve outstanding results no matter what situation they
face. But given recent events, we are forced to ask whether our
leaders have the capability to meet the challenges of today’s com-
petitive environment. The news is full of stories of senior execu-
tives at some of our most venerable companies who have failed
to meet the expectations of Wall Street, stockholders, and
employees. Even worse are the stories of CEOs who ended
up destroying more than they built, as did those at Enron,
Global Crossing, Adelphi, Worldcom, and Tyco. These failures
have caused us to take another look at common assumptions
about what it takes to be an effective leader in today’s competi-
tive world.

The daily lives of millions of people are affected by the
actions of business leaders and the quality of their leadership. If
you picked up this book, you must have at least a passing interest
in the topic of leadership. Yet with all the books currently avail-
able on this topic, you must be wondering if there is anything
more to be said about it.

We believe there is much more to be said. Although much
progress has been made in learning about effective leadership,
most of the academic research and theory has a narrow focus on
one or two aspects of leadership. The theories are usually about

xi
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motivating individual followers and are unable to explain how
leaders can influence the financial performance of a business cor-
poration. Another limitation of currently popular theories is the
assumption that one type of leadership can be used for all situa-
tions. These theories do not provide the guidance needed by lead-
ers confronted with new types of challenges and changing
situations. Today’s organizations operate in a turbulent, highly
competitive environment and need flexible leaders who are able
to adapt their own leadership behavior as well as the organiza-
tion’s structure, programs and management systems to different
situations and conditions.

The leadership books written for practitioners usually have a
more strategic focus, but few are based on solid research. The
authors examine descriptions of events in successful companies
to see what leadership practices are used, and in a few cases suc-
cessful companies are compared to unsuccessful ones. These
authors usually provide a list of guidelines based on subjective
judgments about relevant aspects of leadership behavior, but they
do not provide a coherent theory to explain how the guidelines
are related to each other and to organizational processes that
determine success or failure. Many of the guidelines in these
books may be helpful, but they are presented without concern
for aspects of the situation that determine when the guidelines
are relevant. Also, the emphasis on newly discovered “leader-
ship secrets” in many of the books usually means that little or
no effort has been made to relate the guidelines to prior theory
and research.

Books about a celebrity leader, such as a CEO, general, or
politician, have even greater limitations. These books are based
on the leader’s recollections of earlier experiences and events, and
it is difficult to determine their accuracy. Even when past events
can be remembered clearly, they are likely to be filtered by
the celebrity leader’s desire to make a favorable impression. The
description of events will be questionable unless verified by other
people who have firsthand knowledge and can be trusted to
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describe the events objectively. Finally, it is difficult to derive
“best practices” or “lessons learned” from the experiences of a sin-
gle leader, however famous or successful. Some of these books
provide useful insights, but without a coherent theory it is diffi-
cult to determine how useful they will be for other leaders in dif-
ferent situations.

Our book differs from other leadership books in several impor-
tant ways. We provide a more comprehensive model that incor-
porates what has been learned about effective leadership in more
than a half-century of research. Our model of flexible leadership
builds on earlier leadership theories, and it incorporates ideas
from related areas of study, such as organization theory, strategic
management theory, traditional management theory, and theo-
ries of change management. Our model also includes insights pro-
vided by practitioner books and books about famous leaders, but
these insights are incorporated into the theoretical framework.
The model has a much broader range of leadership behaviors,
including some often regarded as examples of managing rather
than leading. We explain how management programs, systems,
and structural features are relevant for effective leadership in orga-
nizations. However, even though the model is more comprehen-
sive than earlier ones, it does not deal with all aspects of managing
a business. This book is about leadership, not management sub-
jects such as finance, marketing, and accounting,

We will explain what it takes to be a flexible leader and how
to enhance individual and organizational performance. The
model presented in this book describes the key processes that
determine organization performance and what leaders at all lev-
els can do to influence these processes and thereby enhance per-
formance. The roadmap it provides will help leaders identify and
understand the leadership challenges they face, and what can be
done to achieve desired results. The model describes specific lead-
ership behaviors that can be used to influence people and indi-
rect forms of leadership, such as improvement programs and
changes in the formal structure of an organization.
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A common tendency in leadership books written for man-
agers is to oversimplify the process by making leadership seem to
be nothing more than conscious rational choices from a list of
guidelines and best practices. However, effective leadership also
requires intuition, insight, experimentation, and learning from
experience. Just as possessing a set of good tools will not make
someone a skilled carpenter, understanding the potential uses and
benefits of different leadership practices will facilitate but not
ensure success as a leader. To become more effective it is neces-
sary to apply the model and learn from experience what forms of
direct and indirect leadership work best in various situations.
Over time, applying the insights and behavioral tools we provide
can help a reader to become a more effective leader.

This book is relevant for people at all levels of an organiza-
tion, from the CEO to a team leader or department head. We
emphasize effective leadership in business organizations, but the
book can be useful for understanding leadership in other types
of organizations as well. The book will be especially useful
for human resource professionals and consultants who are respon-
sible for the training and development of effective leaders in
their organizations.
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Chapter 1

The Nature of Effective Leadership

Within any industry some companies consistently outperform
other companies with similar opportunities and constraints. Even
when industry conditions are poor, some businesses are able to
remain profitable while others barely survive. Dell Computer and
Southwest Airlines are two examples of companies that have been
more successful than their competitors in the same industry in both
good and bad times.

Many factors could explain why companies like Dell and
Southwest are able to produce consistently superior performance.
One factor is competitive strategy. Dell decided to sell directly to the
consumer without the additional cost of an intermediary distribu-
tion network. Southwest focused on short-haul flights that were
point-to-point rather than the hub-and-spoke model that is used
by other major airlines. Another factor is operating costs. Dell devel-
oped an efficient production process that makes it possible to build
computers to a customer’s specifications and maintain very low
inventory. Southwest uses only one type of aircraft, the Boeing 737,
which is more economical to fly and enables them to maintain
lower inventory and maintenance costs. Unlike their competitors,
Southwest mechanics only have to learn and be certified on one
aircraft and only have to stock parts for one type of plane.

However, even after taking into account competitive strategy
and operating costs, companies like Dell and Southwest Airlines
have significantly better performance than their competitors. Why
these factors alone do not explain the superior performance of Dell
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and Southwest can be seen by comparing each company with a
similar but less successful company in the same industry.

Dell and Gateway Computers provide one such comparison.
Founded within a year of each other, they both use the same business
model—taking orders directly from customers, building PCs accord-
ing to their specifications, loading the software, then shipping the
machines directly to the purchaser. Both companies have been con-
fronted with the commoditization of their product and a slowdown in
demand. Yet Dell has consistently outperformed Gateway on all key
measures of performance. Dell’s return on assets (ROA), return on
equity (ROE), and return on investment (ROI) as of July 2003 were
15.44 percent, 47.78 percent, and 35.9 percent, respectively, while the
figures for Gateway were —15.44 percent, 31.58 percent, and —24.91
percent.! Dell had a 109.3 percent inventory turnover rate for the
twelve months ending July 2003; Gateway’s was 34.0 percent.?

Southwest Airlines and America West provide another com-
parison. Both airlines operate in the same market, having entered
it at roughly the same time. Both airlines fly only Boeing 737s.
Both airlines fly point to point, instead of on the more expensive
hub-and-spoke routes used by other major airlines. In the begin-
ning, America West looked as though it might outperform South-
west. The airplanes it used were newer, its ticketing and payment
system was more convenient for passengers, and there were assigned
seats (Southwest had open seating only). Yet year after year, South-
west’s profits have been higher, its on-time record has been better,
and it has had many fewer cancellations. Southwest has also been
the industry leader in customer satisfaction.’

Why are Dell and Southwest more successful than competitors
confronted with the same opportunities and constraints? Is it
merely a matter of good luck? We believe the key factor in explain-
ing the difference in company success is the quality of leadership and
how effectively it responds to a set of industry and competitive con-
ditions. Clearly some companies have leaders who demonstrate
greater flexibility. They adapt to changing situations, maintain effi-
cient and reliable operations, provide products and services that
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customers want, and maintain high levels of employee morale and
productivity. These leaders assess the situation, identify key deter-
minants of performance, and find a way to balance the tradeoffs
involved in meeting these challenges.

What leaders actually do to enhance the survival and prosper-
ity of companies such as Dell and Southwest has long been a sub-
ject of interest to scholars and practitioners. In this chapter we will
examine some popular myths about leadership and then introduce
a model that can provide a better explanation of the ways leaders
can influence organizational processes and performance.

Leadership: Fact and Myth

To say that leadership is important for the success of a company
does not mean that a chief executive can single-handedly deter-
mine the fate of the company, as suggested by some journalists and
leadership gurus. Consider these headlines from the business press:

e Pat Russo’s Lucent Vision: The new CEO must turn Lucent
around in the midst of a brutal storm. Can she deliver?

e Work your magic, Herr Dirmann; ABB faces meltdown—
so this CEO isn’t wasting time’

® Meet Mr. Nissan—is Carlos Ghosn a savior?®
¢ Can Jamie Dimon restore Bank One’s lost luster?’
¢ Ingram Micro’s future lies in new CEO’s hands.®

e The King of Storage—After fixing EMC’s service problems,
Michael Ruettgers put the company on a stellar growth path
and built it into an industry powerhouse.’

e Prada Goes Shopping: Patrizio Bertelli transformed Prada
from a stuffy family company into a fashion powerhouse. And
he’s just warming up.'°

By now we are so used to seeing corporate leaders described in
such terms that we hardly even notice anything odd about it. But
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when you stop to think about it, there is something a little askew
about the assumption behind these headlines and countless others
like them. Is it really Pat Russo alone who is going to turn Lucent
around? Did Patrizio Bertelli really transform Prada all by himself?
Does Ingram Micro’s future really depend entirely on the new
CEQ? If you work in an organization yourself, you know that any
transformation, any turnaround, depends on many people. The
future of a large organization does not depend on a single leader,
however powerful, clever, and visionary.

The Myth of the Heroic Leader

Organizations are complex social systems of patterned inter-
actions among people. In their effort to understand the causes,
dynamics, and outcomes of organizational processes, people
interpret results in simple, human terms. Stereotypes, implicit
theories, and simplified assumptions about causality aid people
in making sense out of events that would otherwise be incom-
prehensible. One especially strong and prevalent explanation of
organizational events is to attribute causality to the influence
of individual leaders.

Depicting a senior executive as a heroic individual is a dra-
matic, romantic notion of leadership, similar to that of other
stereotyped heroes in our culture, such as the lone cowboy who
single-handedly vanquishes the bad guys or the secret agent who
acts alone to save the world from nuclear destruction by terrorists.
These images have particularly strong appeal to people in a culture
of celebrity like our own. They also make excellent copy in the
business press. There is something satisfying about the fairy-tale
character of the knight on the white horse who will slay the
dragon and thereby ensure triumphant victory for the organization.
But like any fairy tale, this heroic conception of leadership does
not quite align with reality. It greatly exaggerates the influence of a
single leader on organization performance, and it has some nega-
tive consequences."
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One negative consequence is overreliance on the heroic leader
to make decisions and solve important problems. Because no sin-
gle leader has the necessary knowledge and expertise to solve diffi-
cult problems for an organization, it is essential to involve other
people with relevant knowledge and diverse perspectives. How-
ever, members are unlikely to become involved if they believe the
leader has superhuman abilities to singlehandedly find the right
path. Nor is high involvement likely to be encouraged by a leader
with an exaggerated self-image who wants to appear to have all the
answers. If there is strong reliance on the chief executive and
the culture reinforces obedience to directives from the top, then the
organization will be less likely to respond successfully to events in
the environment. As a result, it is not uncommon for an organiza-
tion with a string of earlier successes to suddenly experience a
major disaster."

[t is by no means clear that today’s employees really want to be
led by a figure on a white horse, except perhaps in a dire emergency
that requires a decisive leader who knows how to prevent a loom-
ing disaster. Many commentators have observed that people born
after World War II are much less willing to follow orders or accept
someone else’s ideas on how they should be doing their jobs. As an
article in Business Week puts it, “Saying ‘just do it’ no longer works
because a new generation of workers has been groomed to think
instead of react. The new CEOs, baby boomers themselves, under-
stand that.”” A survey conducted by the Families and Work Insti-
tute, a New York-based research institution, would seem to support
the idea that employees prefer more empowerment. The study
showed that workers’ perceptions of control over their jobs
increased significantly between 1977 and 1997. During those
twenty years, the percentage of workers who said they had the free-
dom to decide what they do on the job increased from 56 percent
to 74 percent.™

One commentator goes so far as to declare that, nowadays,
“Leadership is about following.”” That assertion may be a slight
exaggeration, but it seems clear that the old, paternalistic concept
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of leadership, with the leader as the strong father figure, needs to be
replaced. In today’s world, a model of leadership in which leaders
guide the organization through enlisting cooperation and consult-
ing with others, rather than making unilateral decisions, may be
more appropriate. Lee [acocca, who embodied the old ideal of the
charismatic, paternalistic CEO, was widely viewed as a great leader
until his much more accessible and consultative successor, Bob
Eaton, got dramatically better results at Chrysler. While lacocca
was effective in leading the company through the immediate crisis,
his style of leadership was not the best one for rebuilding the com-
pany and preventing a similar crisis in the future.

The Myth of the Born Leader

One of the dangers of viewing senior executives as heroic lead-
ers is that it makes leadership sound like a mystical quality, some-
thing innate to certain special people, rather than anything people
simply do. The business press frequently encourages this idea by
telling us, for example, that the “e-factor” (short for executive fac-
tor) is a “neuropsychologically determined propensity to lead.”

We are often told about the importance of that indefinable lead-
ership quality called charisma, as though some people are literally
born to lead others. The importance of having “the right stuff” is an
idea that many corporate leaders also appear to accept. The Yale
School of Management and the Gallup Organization recently sur-
veyed 130 prominent chief executives and found that 26 percent
of them felt that “great leaders are born and not made.”"’

For decades now, leadership scholars have been trying to define
exactly which traits are associated with effective leadership. Some
of the attributes that have been cited as prerequisites to great lead-
ership include unflagging energy, uncanny foresight, and great per-
suasive skill. But despite hundreds of studies over the past seventy
years comparing more and less effective leaders, researchers have
failed to identify any specific traits that guarantee leadership suc-
cess.'®” Moreover, studies of successful chief executives find that
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most of them do not have the type of personality characteristics or
superhuman image usually associated with charisma.?*

Although a charismatic figure at the top can help to enlist
enthusiastic support for a necessary change, it may be counterpro-
ductive to think of leadership in those terms. How do you acquire
charisma or become visionary? What does a visionary leader do to
inspire others, and what makes the vision compelling? To under-
stand the reasons for effective leadership, inherent traits and abili-
ties are much less useful than observable behavior and concrete
knowledge. A trait theory of leadership emphasizes inherent qual-
ities that are difficult to change, such as needs, temperament,
energy level, emotional stability, extroversion, and intelligence. In
contrast, a behavior theory emphasizes specific types of behavior
that, however difficult, can be learned by most people who desire
to become better leaders. When the focus of research is on what
leaders actually do, it is easier to understand the situational nature
of leadership and the importance of flexible leadership. We are not
saying that personality traits and inherent abilities are irrelevant for
understanding why some people want to become leaders or which
people are most likely to be successful as leaders, only that traits are
less useful than concrete behaviors for understanding what leaders
must do to be effective in a given situation.

The Myth of the Celebrity Leader

The cult of personality is so pervasive in depictions of organi-
zations that, according to a recent survey, CEOs now represent
45 percent of a company’s reputation.’? According to a study con-
ducted in 2001 by consulting firm Burson-Marsteller, 90 percent of
Wall Street analysts and institutional investors said they were more
likely to buy or recommend a stock based on a good CEO reputa-
tion. That figure was up from 70 percent five years before.” How
powerful is the impact of a celebrity CEO? Several examples over
the years would indicate that investors put a great deal of faith
in the CEO as savior. In 1996 shares of Sunbeam went up by half
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in a single day when Al Dunlap was hired. In 1997, $3.8 billion was
added to the value of AT&T’s stock when C. Michael Armstrong
was brought on board. In 2002, shares of Tyco International
increased 46 percent the day after a respected Motorola executive,
Ed Breen, was hired to lead the troubled company.**

However, in a company with a celebrity leader, a single highly
publicized mistake or misdemeanor by a senior executive can have
a catastrophic effect on a company’s profits. The case of Martha
Stewart, who built a lifestyle empire that includes magazines, cook-
books, television shows, designer sheets, and endorsements of other
domestic products, is a perfect example. When it was learned in
December 2001 that an insider-trading charge was being brought
against her for selling her shares in another company, her own
company’s stock plunged by 54 percent and profits declined by
45 percent in the third quarter of the fiscal year.””

Fortunately, there are not many high-profile cases of companies
spiraling downhill after their famous CEOs are accused of wrong-
doing. A more common problem is unrealistic expectations for the
CEO. When a celebrity leader is appointed the CEO for a troubled
company, expectations (and stock prices) are dramatically raised,
only to be rapidly deflated if no miracles occur shortly afterward.
Consider what happened when Gary Wendt was selected to
be the new CEO of the insurance company Conseco after a suc-
cessful tenure running GE Capital. When the appointment was
announced, Wendt was hailed as a savior for Conseco, and its stock
price rose by almost 50 percent. The stock rose even more dramat-
ically when he started issuing upbeat reports to investors. However,
just over two years later, Wendt stepped down, having failed to res-
cue Conseco from its doldrums. The stock sank by more than
99 percent from its high, and Conseco was left with the burden of
paying Wendt millions of dollars per year for the rest of his life.?

The idea that leadership is something provided only by those
at the top is dangerous for another reason. In today’s volatile busi-
ness environment, the need to be responsive to rapidly changing
conditions is too urgent to wait until all the information possessed
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by people at different levels of the organization filters up to the
senior executives and penetrates the cocoon in which many such
figures live. In an increasingly dynamic, competitive environment,
it is essential to understand what customers need, what competitors
can do, and how potential customers view a company’s products
and services. Front-line personnel and lower-level managers will
obtain much of this essential information long before it arrives in
the senior executive’s office. If people depend entirely on top man-
agement to identify emerging problems or threats or to recognize
promising opportunities, it may not be possible to make a timely,
successful response.

The Myth of Leaders and Managers

Many scholars and practitioners view leadership as a different
and more important process than management. Some writers?"*
contend that the two processes are mutually exclusive and cannot
occur in the same person, because the values and personality traits
essential for leadership are incompatible with those essential for
management. Managers value stability, order, and efficiency,
whereas leaders value flexibility, innovation, and adaptation. Man-
agers are concerned about how things get done, and they try to get
people to perform better. Leaders are concerned with what things
mean to people, and they try to get people to agree about the most
important things to be done. The idea that leaders and managers
are different kinds of people is taken to an extreme by writers who
offer a very negative stereotype of managers that portrays them as
controlling, micro-managing, “bean-counting” bureaucrats.

Other scholars”***'%? view leading and managing as distinct
processes or roles. Although this perspective does not preclude
the possibility that leading and managing can be done by the same
person, the two processes have some incompatible elements that
are difficult to reconcile. As noted by Kotter,” strong leadership
can disrupt order and efficiency, and strong management can dis-
courage risk taking and innovation. The popularity of books about
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leadership suggests that practitioners consider leading a more inter-
esting and relevant process than managing. The omission of effec-
tive managerial behaviors from the currently popular leadership
theories suggests that the theorists do not consider this process nec-
essary for understanding effective leadership.

A broader perspective is needed to understand how leaders can
influence organizational processes and outcomes. We agree with
Kotter,* who proposed that both processes are necessary for the suc-
cess of an organization. Strong management alone can create a
bureaucracy without purpose, but strong leadership alone can cre-
ate change that is impractical. To be effective, managers must also
be leaders, and leaders must manage. Misconceptions about leading
and managing have impeded progress in understanding how to inte-
grate the two types of processes and balance the inherent tradeoffs.

The Myth of Easy Answers

An astounding number of books about leadership sold each
year indicate the importance of this subject to people. Most of
these books take a relatively narrow approach to the subject, and
few of them are based on solid research. The best-selling books
usually offer simple answers for complex problems, such as “one
minute” actions or a list of “leadership secrets” that can be applied
in any situation. Books written by celebrity leaders (and their
ghostwriters) also sell well. Readers probably assume that, “If it
worked for a famous leader, it will work for me also.” The popular-
ity of leadership books seems to indicate a widespread belief that a
few best practices or secret remedies can easily transform the reader
into an effective leader. The appeal is not unlike many products
and services that promise to make people attractive, healthy, and
happy with minimal effort.

A similar situation can be found in fads surrounding the use of
management programs over the past three decades. Examples of
these programs include management by objectives, profit sharing
plans, quality circles, self-managed teams, re-engineering, multi-
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source feedback, and outsourcing. Every few years we see a new set
of programs that vendors and consultants claim will help managers
deal with important problems. The millions of dollars companies
spend each year on such programs with little or no proof they are
relevant suggests a strong belief in easy answers. The popularity of
the programs and other “remedies” such as downsizing and reorga-
nization may also reflect the desire of worried leaders to appear as if
they are dealing with the problem. Unfortunately, most manage-
ment programs and structural changes are difficult to implement
and require a significant investment of time and effort to have any
hope of success. Although some companies report success with
these programs or changes, in a majority of companies they fail
after a year or two and are abandoned, only to be replaced by the
next faddish remedy.

The reality is that there are few, if any, easy answers. Leadership
is difficult and demanding, and leaders need to be flexible because
the situation is constantly changing. What worked well last year
may no longer be successful. Problems that appear to have been
solved often reappear again in new form. Solutions to one problem
can create another that is much worse. What seems a minor prob-
lem may be only the tip of a deadly iceberg. The number of prob-
lems is endless, and they seem to appear out of nowhere, like waves
crashing on the shore. And like waves, they can drag you under if
you disregard them or underestimate the danger. Best practices,
improvement programs, and other remedies can be useful, but they
are only tools, not solutions. To be successful, leaders must under-
stand the challenges they face and the relevance of different
ways to meet these challenges. A good leadership model can be
immensely helpful to improve understanding and guide action.

Model of Flexible Leadership

The model of flexible leadership featured in this book provides a
comprehensive explanation of the challenges facing leaders and
the requirements for effective leadership. The core of the model is
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an explanation of the organizational processes that determine the
success of an organization and an explanation of the ways leaders
at all levels in the organization can influence these processes. The
emphasis is on behavioral aspects of leadership that can be learned,
not on mysterious gifts that only a few heroic leaders possess. Key
themes are (1) flexible leadership in response to continually chang-
ing situations, (2) the need to find an appropriate balance among
competing demands, and (3) the need for coordinated action by
leaders across levels and subunits. The model does not offer easy
answers, but it can help leaders understand complex challenges
confronting them and how to deal with them more effectively.

The different components of the model are depicted in Figure 1.1.
The first component is organization performance, which can be
measured in a variety of different ways. Some examples of perfor-
mance indicators include net earnings, profit margin, growth in
profits, increase in stock price, return on investment, or equity and
debt ratios. The second component is composed of three determi-
nants of organizational performance: (1) efficiency and reliability of
work processes, (2) timely adaptation to changes in the external envi-
ronment, and (3) strong human resources and relations. Each type of
performance determinant provides a unique leadership challenge.

Indicators of efficiency include employee productivity, direct
cost of operations, cost of sales, and return on assets (ROA). Indi-
cators of process reliability include number of product defects
caused during production, errors or omissions in providing products
or services, avoidable delays in production or delivery of products
or services, customer complaints, and accidents or injuries to
employees or customers. Indicators of adaptation include sales
growth, market share, customer satisfaction, percentage of sales
from repeat customers, research discoveries (e.g., patents, inven-
tions), number of new products and services, and percentage of
sales from new products or services. Indicators of human resources
include employee skills, job satisfaction, loyalty and commitment
to the organization, absenteeism, turnover, grievances or lawsuits
initiated by employees, and employee theft or sabotage.
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The third component of the model consists of the situational
variables that determine which challenge or challenges are most
important to the organization at any given time. Examples include
environmental uncertainty and the nature of the competition. The
last component consists of the direct and indirect forms of leader-
ship used to influence the performance determinants. Each com-
ponent of the model will be explained in more detail.

The Performance Determinants

The effectiveness of an organization depends on the three per-
formance determinants identified earlier, which we regard as dis-
tinct leadership challenges. Efficiency involves the use of people
and resources to carry out essential operations in a way that mini-
mizes cost without sacrificing established standards of quality and
safety. Process reliability involves the production and delivery of
products and services in a way that avoids unnecessary delays, errors,
quality defects, or accidents. Adapting to the external environment
involves responding in appropriate ways to threats and opportuni-
ties resulting from changes in technology, competitor actions, and
changes in customer needs and expectations. Adaptation also
involves finding ways to acquire necessary materials and resources
and doing things to increase the sale of products and services to
customers. Human relations and resources involve recruiting, devel-
oping, and retaining people with the skills and commitment to do
their jobs effectively and maintaining mutual trust and cooperation
in the performance of collective work.

Direct Leader Behavior

The three types of direct leadership behaviors are differenti-
ated by their primary objective, namely efficiency, adaptation, or
human resources. The behaviors are listed in Table 1.1. The “task-
oriented” behaviors are concerned primarily with improving effi-
ciency and process reliability. These behaviors include planning
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Table 1.1. Direct Leadership Behaviors

Task-Oriented Behavior

¢ Plan short-term operations

e Clarify roles and objectives

® Monitor operations and performance

e Solve operational problems

Relations-Oriented Behavior
e Provide support and encouragement

¢ Provide recognition for achievements and contributions

Develop skills and confidence among unit members

Consult with relevant people when making decisions

¢ Empower unit members to take initiative in doing their work

Build mutual trust, cooperation, and identification with the organization

Change-Oriented Behavior

® Monitor the external environment

Identify a competitive strategy relevant to core competencies and the
environment

e Articulate an appealing vision of what can be accomplished

Build internal and external support for necessary change

Implement necessary changes in the organization

¢ Encourage innovative thinking

Facilitate collective learning

how to use personnel and resources to conduct operations, clarify-
ing responsibilities and task objectives, monitoring operations and
performance, and taking decisive action to identify and resolve
problems that disrupt operations. The “change-oriented” behaviors
are concerned primarily with adaptation to the external environ-
ment. These behaviors include monitoring the external environment
to identify threats and opportunities, strategic planning, initiating
and leading change, encouraging innovative thinking, and facili-
tating collective learning. The “relations-oriented” behaviors are
concerned primarily with improving human relations and resources.
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These behaviors include developing individual skills and confi-
dence, providing recognition for contributions and achievements,
involving people in decisions that affect them, empowering people
to do their work better, and providing the support needed to make
the job satisfying to people.

Although each leader behavior can be categorized according to
its primary objective to improve efficiency, adaptation, or human
relations, a behavior can have implications for more than one of
these performance determinants. For example, clarifying behavior
may have a positive influence on employee task commitment as
well as on efficiency. Sometimes a leader behavior will influence all
three types of performance determinants. For example, when a
leader consults with team members about the action plan for
a project to be done for an important client, the possible benefits
may include more individual and team commitment to the project
(human relations), better use of available personnel and resources
(efficiency), and more effort to find innovative ways to satisfy the
client (adaptation).

The relevance of each behavior at any given time depends on
the leadership situation and the extent to which a performance
determinant can be improved. Some of the specific types of behav-
ior are more useful than others in a particular situation. The rele-
vance of the behavior also depends on the type of leadership
position. For example, some of the change-oriented behaviors are
used more by higher-level leaders than by lower-level leaders.

Indirect Leadership

Leaders can indirectly influence the performance determinants
with the use of formal programs, management systems, and aspects
of formal structure. Table 1.2 lists programs, management systems,
and structural features that have been widely used to influence each
performance determinant. CEOs and leaders of major subunits
often have the authority to implement such programs, but low-
level leaders seldom have this option. As with the specific types of
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Table 1.2. Formal Programs, Management
Systems, and Structural Forms

Efficiency and Reliability
e Goal setting programs (for example, MBO, zero defects)

e Quality and process improvement programs (business process
improvement, reengineering, TQM, Six Sigma)

e Cost reduction programs (downsizing, outsourcing, just-in-time
inventory)

e Performance management systems (goal setting, feedback, appraisal)

e Structural arrangements (functional specialization, formalization,
standardization)

® Recognition and reward systems (focused on reinforcing efficiency and
reliability)

Human Resources and Relations

e Human resource planning (talent management, succession planning,
recruiting and selection programs)

® Employee development programs (training, education subsidies,
mentoring program, 360-degree feedback, assessment centers)

e Empowerment programs (employee ownership programs, self-managed
teams, employee councils)

® Recognition and benefit programs (focused on reinforcing loyalty, service,
skill acquisition)

¢ Quality of work life (flextime, job sharing, child care, fitness center)

¢ Orientation and team-building programs (socialization and assimilation

programs, company events and celebrations, systematic use of symbols,
rituals, and ceremonies)

Innovation and Adaptation

¢ Innovation programs (intrepreneurship programs, formal goals for
innovation and commercialization, budgets for research and new
product development)

® Programs for understanding competitors (comparative product testing,
external benchmarking of competitor products and services)

® Programs for understanding customers and markets (market surveys, focus
groups, customer panels, customer relations teams)

¢ Knowledge acquisition (hiring consultants, joint ventures, importing best
practices from other organizations)

(Contined)
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Table 1.2. (Continued)

Collective learning programs (controlled experiments, after-activity

reviews)

¢ Knowledge management systems (expert directories and networks, best
practices forums, knowledge sharing data bases and groupware)

¢ Recognition and reward systems (focused on reinforcing innovation and
adaptation)

e Structural arrangements (small product/client divisions, product

managers, cross-functional project development teams, design of facilities
and work sites, R&D departments)

e Growth and diversification strategies (acquisitions, strategic alliances,
foreign subsidiaries)

leadership behavior, these formal programs and systems are likely
to have consequences for more than one type of performance deter-
minant. Some programs may improve more than one performance
determinant simultaneously. For example, a well-designed incen-
tive system may improve reliability, innovation, and employee sat-
isfaction. However, some programs used to enhance one performance
determinant can adversely affect another performance determi-
nant. For example, downsizing programs may improve efficiency at
the expense of employee satisfaction and commitment. Ensuring
that different programs are mutually compatible is another chal-
lenge facing top-level leaders in organizations.

Balancing Competing Demands and Tradeoffs

Talking about leadership in terms of what effective leaders do
rather than what they are is a good beginning, but it is not enough.
[t is important to remember that what works in one situation may
be less effective in a different situation or when circumstances
change. For that reason, leaders at all levels should determine what
types of behavior, programs, management systems, and structural
forms are relevant at any given time. Leadership has sometimes
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been defined as “doing the right thing”; but a better definition is
“doing the right thing at the right time.” Deciding to use a partic-
ular type of behavior or approach because it proved successful in
the past, or has proved successful for others, may not lead to the
desired results. Instead, it is crucial to assess each situation on its
own merits and act accordingly.

The key to flexible leadership is the ability to balance the com-
peting and sometimes contradictory demands related to the per-
formance determinants. A leader who puts too much emphasis on
efficiency and reliability may make adaptation more difficult to
achieve, and vice versa. An overemphasis on motivating employ-
ees may adversely affect operational efficiency and increase costs.
The most effective leaders understand that flexible leadership
starts with knowing what to do, how to do it, and when to do it.
Effective leadership requires skills in diagnosing the situation, eval-
uating the challenges, balancing competing demands, and inte-
grating diverse leadership activities in a way that is relevant for
meeting the challenges.

Origins of the Model

The model of flexible leadership reflects decades of research and
the convergence of related discoveries in several distinct areas of
study. In this section we will briefly describe the origins of the
model, how it evolved, and sources of supporting evidence.

A major obstacle to progress in learning about effective lead-
ership has been the narrow perspective taken in much of the the-
ory and research. Most leadership theories try to explain how a
leader can influence direct reports to be enthusiastic about the
work and accomplish more than they initially expected. Moti-
vating direct reports is important, but so too are aspects of man-
aging, such as selecting and developing capable employees,
organizing and coordinating work processes, obtaining necessary
resources and approvals, monitoring operations and performance,
tracking changes in the external environment, and finding a good
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competitive strategy. To understand effective leadership in organi-
zations requires a model that incorporates relevant aspects of both
leading and managing.

Another obstacle to understanding effective leadership behav-
ior has been a lack of agreement about how to classify behavior into
separate categories. In the past half-century there has been a bewil-
dering proliferation of models of leadership behavior, making it dif-
ficult to compare results from different studies. Sometimes different
terms have been used to refer to the same type of behavior, and at
other times, various theorists have defined the same term differ-
ently. Key concepts in one model are absent from another. The
many different models that have emerged from the research on
leading and managing make it difficult to translate from one set of
concepts to another. One way to reduce the confusion is to find
broadly defined “meta-categories” or “underlying dimensions” that
can be used to sort and classify specific types of behavior in a way
that is relevant for explaining effective leadership.”

The two meta-categories involving task-oriented and people-
oriented behavior were identified in the 1950s,’*” but something
important was still missing. The two meta-categories did not
include behaviors directly concerned with encouraging and facili-
tating innovation and change. By the 1980s, change-oriented
behavior was implicit in some theories of charismatic and transfor-
mational leadership, but it was still not explicitly recognized as a
separate dimension or meta-category. That discovery was made
independently in the 1990s by researchers in Sweden® and the
United States.”” With the three meta-categories, it was now possi-
ble to classify most leading and managing behaviors into a hierar-
chical taxonomy.® The meta-categories make it easier to find
general relationships between leadership and organizational
processes (to “see the forest for the trees”), but using them does not
mean that the specific behaviors can be ignored. Much of the
research on leader effectiveness indicates that for a given situation
some of the specific behaviors in a meta-category are more relevant
than others. Thus, to determine what form of leadership is appro-
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priate in particular situation, it is still necessary to study the specific
behaviors rather than merely looking at the meta-categories.
Having a better way to view leadership behavior was not suffi-
cient to explain how leaders can affect organization performance.
Two more things were needed to clarify this connection. First, it
was necessary to understand the internal processes and external
events that determine whether an organization will survive and
prosper. Second, it was necessary to understand how leaders are
able to influence these processes in a significant way. Insights about
these issues were provided by literature on organization theory,*
change management,”*# strategic management,*## and strategic
leadership.*°512

provided support for three key propositions of the model: (1) effi-

These distinct but overlapping areas of research

ciency, adaptation, and human relations are distinct but interre-
lated determinants of organization performance; (2) events in the
external environment can affect the importance of these perfor-
mance determinants; and (3) leaders at all levels can have a signif-
icant influence on the performance determinants. When the
different types of variables were considered together, it became
apparent that most of the direct leadership behaviors affect one
performance determinant more than the others and are more rele-
vant in some situations than in others. A similar pattern was found
for formal programs, management systems, and structural features.

Although the entire model is difficult to test in a single study,
evidence for the proposed relationships can be found in hundreds
of relevant studies conducted by scholars over the past half-century.
In addition, the model incorporates insights provided by our own
research and consulting over the past thirty years. Interacting with
teams and individuals in working sessions, feedback workshops, and
training programs has yielded useful insights about effective lead-
ership, and we have incorporated these insights into the book as
well. At various times we have analyzed data from the behavior
description questionnaires and behavior importance ratings used in
the feedback workshops, and these studies provide additional sup-
port for some of the proposed links between leader behavior and
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effectiveness.”***>¢°" Finally, many of the insights, guidelines, and
best practices found in practitioner books on effective leadership
also appear consistent with the theory.

Overview of the Book

In this first chapter we reviewed some of the myths of leadership
and introduced a model of flexible leadership. In the chapters that
follow, we will look in detail at each type of leadership challenge,
explain when it is most important, and offer practical guidance on
the specific processes and leader activities that are most useful in
meeting the challenge effectively. Examples of effective and inef-
fective behavior are used throughout the book to illustrate key
points. These examples come from industry and trade journals as
well as over thirty years of our own consulting work with a wide
variety of businesses in a range of industries.

There is a separate section for each of the three performance
determinants, and the organization of the three chapters in each sec-
tion is similar in terms of what is covered. Section I (Chapters 2
through 4) deals with efficiency and process reliability. Section II
(Chapters 5 through 7), deals with innovation and adaptation. Sec-
tion III (Chapters 8 through 10), deals with human resources and
relations. The first chapter in each section explains the underlying
processes, describes the conditions that make the performance deter-
minant especially important, provides examples of companies that
have been successful or unsuccessful in improving the performance
determinant, and introduces ways leaders can directly and indirectly
influence it. The second chapter in each section describes the direct
leadership behaviors that are relevant for influencing the perfor-
mance determinant and includes examples of what these behaviors
look like when they are done well and when they are done poorly.
The third chapter in each section describes indirect forms of leader-
ship that are relevant, such as programs, management systems, and
structural arrangements. The leader’s role in implementing these
processes and making them successful is also discussed.
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The last section of the book has two chapters to integrate the
different components of the model. Chapter 11 explains how the
three challenges are interrelated, the tradeoffs among them, and
how their absolute and relative importance can change. We also
describe other challenges that make it important for the leader to
be flexible, such as the need to balance short-term and long-term
objectives, stability and change, control and empowerment, and
competing demands from different stakeholders. In Chapter 12 we
provide guidelines on how to be flexible and adaptive in balancing
the performance determinants and dealing with the other tradeoffs
and competing demands. This final chapter also has examples of
individuals who were successful in meeting these challenges.

Conclusions

Despite the many years of research devoted to the study of leader-
ship, there is still a lack of consistency in how effective leadership is
defined. Among the many myths associated with the subject is the
belief that leaders are born not made, the belief that a single heroic
individual determines the fate of an organization, the belief that
leadership and management are mutually exclusive processes, and
the belief that effective leadership can be easily attained with a few
secret remedies. We believe that all of these myths are incorrect.

The model of flexible leadership we present in this book focuses
on behavioral aspects of leadership that can be learned. Key themes
are that flexible leadership is a response to continually changing sit-
uations, that leaders need to find an appropriate balance among
competing demands, and that leadership must be coordinated and
consistent across levels and subunits. The model is comprised of
four components: organizational performance, performance deter-
minants, situational variables, and direct and indirect forms of lead-
ership. Effective leaders understand what must be done to facilitate
performance by the organization. They use an appropriate pattern
of direct and indirect leadership, and they find ways to balance
competing demands and adjust to changing situations.
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Chapter 2

The Challenge of Improving
Efficiency and Process Reliability

The quality of a company’s products or services depends to a greater
extent on process reliability. Quality will suffer unless production and
delivery occur without defects, errors, or delays. A writer for one of
the leading business journals recently interviewed forty top business
leaders for a book he was working on, and not one of them men-
tioned quality as a major strategic challenge.! These forty business
leaders may have felt that, instead of thinking about reliability and
efficiency, they should be formulating an exciting vision, creating a
dynamic culture for their organization, negotiating lucrative acquisi-
tions, or reaching new markets at warp speed. In the past decade,
maintaining reliable, efficient processes to minimize costs and ensure
high quality of products or services has increasingly come to be seen
as responsibilities for “mere” managers rather than for leaders.
The lack of interest in the efficiency and reliability of production
processes as a strategic issue may reflect the belief that it is no longer
a problem. Roger Ackerman, chairman and CEO of Corning Inc.,
feels that quality has now become so deeply embedded in corporate
processes that we no longer even have to talk about it.” Clearly
there is a widespread feeling that the technical problems that
plagued manufacturing not so long ago have largely been solved.
The assumption, however, that quality problems have been
solved seems premature even for the manufacturing sector. Several
examples can be found in the automotive industry. Ford recalled
nearly one million Focus Taurus/Sables early in the fourth quarter of
2002 It also had to retrofit 350,000 Crown Victoria police cars with
reinforced fuel tanks in an attempt to prevent more accidents of the

27
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kind that burned to death at least ten police officers.* Both Firestone
and Goodyear have had highly publicized problems with defective
tires that caused grisly accidents and resulted in costly lawsuits.’

Even companies that manufacture products for the most vul-
nerable members of the population—babies—have been plagued
with quality disasters. In January 2001, for example, a leading man-
ufacturer of highchairs recalled about one million chairs following
reports that a number of babies had been injured when the chairs
collapsed or the restraints gave way.® Then there were the stuffed
kittens containing contaminated water that could make babies ill,’
toys that contained metal pieces and sewing needles in their stuff-
ing, jumper seats with springs that were likely to break, and mobile
walkers that had to be recalled because they were dangerous.®

The problems are not limited to manufacturing. America is pri-
marily a service economy—_80 percent of GDP is service,’ and, as
many consumers are willing to testify, the quality of service con-
tinues to decline. The American Business School’s American Cus-
tomer Satisfaction Index (ACSI), which measures the perceived
quality of U.S. economic output, has recorded consecutive annual
declines in service satisfaction since 1994. Airlines, banks, depart-
ment stores, fast-food outlets, hospitals, hotels, and phone compa-
nies all have below national average customer satisfaction ratings.'
Mystery shoppers hired by McDonald’s to make unannounced vis-
its found that restaurants were meeting speed of service standards
only 46 percent of the time and cited complaints of rude, unpro-
fessional, and inaccurate service.!! PC World’s annual survey of
29,000 subscribers also reveals growing frustration with service
quality. Overall, less than half the respondents said their problems
were resolved within five days, and only 53 percent said their prob-
lem was resolved the first time they called.!

The problems involving process reliability have not received
adequate attention in the management literature. As Larry Bossidy
and Ram Charan, co-authors of Execution: The Discipline of Getting
Things Done, observe, “The real problem is that execution just
doesn’t sound very sexy. It’s the stuff leaders delegate. Do great CEOs



THE CHALLENGE OF IMPROVING EFFICIENCY 29

and Nobel Prize winners achieve their glory through execution?
Well, yes, in fact, and therein lies the grand fallacy.” Fortunately
there are signs that some companies are beginning to appreciate
the importance of improving reliability in work processes.

In March 1999, Chung Mong Koo became CEO of Hyundai
Motor Co., a company that had a reputation for poor quality,
including problems that could be avoided easily, such as doors that
did not fit properly and frames that rattled. Within months of tak-
ing over, Chung established a quality control unit and appointed a
quality control Czar. These efforts have met with considerable suc-
cess. In 2001 J.D. Power & Associates reported that Hyundai’s
quality increased 28 percent over the previous four years compared
to 14 percent for the industry overall.”

Similarly, there seems to be a growing recognition in some
quarters that efficiency of organizational processes is also a worth-
while concern for leaders. A recent article in American Banker crit-
icized senior executives at major U.S. financial firms for not having
established any standards or benchmarks for measuring and evalu-
ating productivity, pointing out the fallacy (and danger) of the
notion that such measures are only relevant in manufacturing
industries."* Another recent article, this time in the Harvard Man-
agement Update, cited a study of forty Fortune 500 firms conducted
by the Center for Effective Organizations at the University of
Southern California and the management consulting firm Booz
Allen Hamilton. One conclusion was that “the CEOs whose com-
panies are best weathering the recent downturn are practicing old-
fashioned, pragmatic management by the numbers.” The same
article also quoted management expert Jim Collins and others as
saying that the most successful leaders are those who tend to such
nuts-and-bolts aspects of the business rather than leading through
charisma and vision."”

An article in the Journal of Leadership & Organizational Studies'®
argued even more forcefully for pragmatic management: “Many
outstanding leaders get along quite well without charisma by focus-
ing on the fundamentals of management. For the past two decades
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or so, executives produced impressive bottom-line results, even
under conditions of intense competition, by creating lean and effi-
cient organizations through reducing the size of staff departments,
de-layering hierarchies, outsourcing activities that can be carried
out more efficiently by vendors, and continually improving
processes and practices through re-engineering.” The message is
becoming clear: leaders of business organizations need to be con-
cerned about management issues such as efficiency and reliability.
To be a good leader, one must also be a good manager.

Examples of High Efficiency and Process Reliability

To better understand the importance of efficiency, it is helpful to
look at some companies for which these factors have been a major
determinant of successful performance. For these examples, and all
the examples in this book, we do not suggest that meeting a specific
challenge at a particular point in time is the only reason for a com-
pany’s success, just that it is an important one. Nor do we suggest
that the company will continue to be successful in the future. As
we have said before and will explain in more detail in later chap-
ters, continued success requires leaders who consistently and accu-
rately assess the situation and take appropriate action.

Sterling Autobody Centers

Sterling Autobody Centers has achieved success by doing for
auto repair what Home Depot did for hardware. Sterling brought
both efficiency and reliability to an industry that is famous for lack-
ing both those elements. The inspiration for Sterling’s revolution
came when its founder, Jon McNeill, experienced the typical frus-
trations of being a collision-repair customer. A neighbor had
backed into his wife’s Volkswagen Jetta in the summer of 1996.
When McNeill set out to have the car repaired, his insurance com-
pany demanded estimates from three different body shops. At the
shop that wound up doing the $1,600 repair job, delays were such
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that it was a full two months after the accident before the McNeills
finally got their Jetta back. McNeill, a former Bain & Co. consul-
tant, was smart enough to recognize an opportunity when he saw
one. In 1997, along with Bill Haylon, a former Bain colleague, and
longtime body-shop owner Bob Thompson, they founded Sterling
Autobody Centers."”

When Thompson converted his shop into the original Sterling
Autobody Center, he and the Sterling team analyzed the repair
process to identify the ways technicians could work both smarter
and faster. Their cycle time was about fifteen days, which was about
average for the industry. Not surprisingly, the biggest hold-up came
in waiting for car parts. Every time a part had to be ordered it added
2.9 days to a job. Thompson decided that to minimize delays it
would be necessary to make the damage estimates more accurate.
Rather than basing estimates on visible damage, which is what
repair shops usually do when insurers ask for multiple quotes, Ster-
ling adopted a policy of “tearing down the car.” A damage-analysis
manager removes all the damaged parts and decides what can be
repaired and what needs to be replaced. When technicians have a
clear sense of the extent of the damage, unexpected repairs are
much less likely to be needed once the process is underway, and it
is easier to predict when the repair work will be finished. Sterling
now averages less than one reorder per repair and is able to guar-
antee the delivery date for completion of a repair job. “Before, our
on-time delivery was about 68 percent,” says Thompson. “Now
we're at 95 percent.”s

Technicians are encouraged to improve the workflow continu-
ally and to share their ideas with the other shops in the chain.
Rather than focusing on individual productivity, the staff’s goal is
to get more cars out the door faster, which makes for happier cus-
tomers and happier insurers. “We’re not doing anything fancy,”
McNeill says. “We're doing what Henry Ford did one hundred
years ago. I've told our guys that in five years, | want to be able to
have the bulk of our repairs done in one day. You can’t do that by
just showing up and doing things the same old way.”"*
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Dell Computers

Dell Computers has become a byword in its industry for efficiency
and reliability and is one of the great American success stories. The
founder, Michael Dell, spent his time in college cutting classes and
building PCs in his dorm room. When he started marketing his com-
puters, the competition regarded him as just another cut-price reseller.
However, his build-to-order model and elimination of the retailer rev-
olutionized the business. Manufacturing PCs that had already been
purchased and eliminating virtually all inventory enabled him to
unseat such giants as Digital and Compaq from the top of the heap.

The Dell model of dealing with customers directly through the
Web or on the telephone saves both money and time. Costs are fur-
ther reduced by the company’s inventory practices. Dell has no ware-
houses to store parts; instead parts are delivered straight to the factory
only when needed to fill specific orders. Because each PC or other
product is assembled by one person, direct accountability helps to
keep quality high. Finally, Dell spends much less than its competitors
on product research and development—a mere $440 million a year,
compared to Hewlett-Packard’s $4 billion. Dell’s many patents tend
to be for manufacturing processes, which is an indication of the
importance placed on both efficiency and process reliability.?

The production, distribution, and marketing practices at Dell
have provided a 10 percent cost advantage over competitors,
enabling it to make a profit on far slimmer margins than competi-
tors. Even in lean times, when all its competitors were suffering, the
company could keep its prices low and still make money. While Dell
competes primarily on the basis of price, the made-to-order market-
ing strategy in combination with flexible manufacturing techniques
also makes it possible for customers to satisfy their varying needs.”!

Southwest Airlines

A significant part of Southwest Airlines’ success can be attrib-
uted to stressing efficiency in its operations. As we noted earlier,
the company operates one type of plane, which reduces training,
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maintenance, and inventory costs, increases efficiency in crew and
flight scheduling, and speeds up pre-flight checks and ground crew
preparation. The airline does not offer hot meals, so no time is
wasted on the ground loading pre-cooked meals onto planes. There
are no seat assignments, which reduces cost and enables quicker
boarding. At several airports Southwest installed underground fuel-
ing systems at its gates so that workers would not have to use fuel
trucks to transport fuel to airplanes. These changes reduced labor
costs and turnaround time for aircraft at the gate. As a result,
Southwest has been able to fly its planes about 15 percent more
than the industry average. The increased use of aircraft reduced
Southwest’s fleet size relative to competitors, thereby lowering its
capital requirements.*

Another major difference between Southwest and other carri-
ers is that Southwest has many more direct flights to destination
cities, rather than relying so heavily on transfers at a hub airport.
As a result, fewer gates are needed and operating costs are lower.
Labor costs were reduced by paying less than industry average and
including stock options as part of the compensation package for
regular employees. Southwest pilots also fly more hours per week
than do pilots for most other airlines, which increases productivity
and reduces labor costs.”

Southwest also makes use of technology to increase efficiency
and process reliability. The airline gets more than half its customer
revenue from its online booking site, which makes the cost of sales
lower than that for most other airlines. Southwest also uses tech-
nology to enhance its maintenance operations. Southwest uses
computer programs to keep track of scheduled maintenance for the
carrier’s 390 planes, which eliminates the huge paper trail each air-
plane repair creates and minimizes the time required to enter and
sort through reams of data. In addition, there are required checks
and inspections depending on the time each plane spends airborne.
Because Southwest is able to readily access data on the scheduled
maintenance for each plane, checks and maintenance can be coor-
dinated to avoid unnecessary visits to the hangar.*
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Wal-Mart
In 2002, Wal-Mart had $217.8 billion in sales and employed

1.3 million people, making it the largest company in the world. Sam
Walton started Wal-Mart with one store in 1962, and today the
company has over 3,500 stores worldwide. By holding fast to the
founding principles of customer satisfaction and low prices, Wal-
Mart has ascended to one of the top-ranked companies in the world.

Wal-Mart focuses on the efficient operation and execution of
strategy in every facet of the business. Walton’s growth-oriented
strategy of placing stores in areas that were a few miles outside of
towns and allowing suburban expansion to come to the store,
described as “stretch out and back fill,” allowed Wal-Mart to save
money on startup costs. As it grew larger, Wal-Mart upgraded its
technology to stay organized and efficient. By linking inventory in
stores across the nation to suppliers, manufacturers can plan pro-
duction and delivery schedules, allowing efficient and reliable sup-
ply to the Wal-Mart stores. The application of technology has been
vital to the survival of the ever-growing company.”

In addition, since Wal-Mart controls such a huge portion of the
retail market, it has gained the ability to press suppliers for the best
possible prices to uphold the “everyday low prices” promise. Wal-
Mart asks its vendors to help reduce costs so that they can be passed
on to the consumer. When Wal-Mart began selling groceries in the
mid-1990s, its ability to lower prices made it possible to quickly
capture a large share of this market. Although the margins on food
sales are low, by offering substantially lower food prices, Wal-Mart
attracts new customers who buy more of Wal-Mart’s higher-priced
items while shopping for food.?”

Conditions Affecting Efficiency
and Process Reliability

[t seems self-evident that no business can ever afford to ignore the
matter of efficiency and reliability in its operational processes. Yet,
although both are important objectives, their relative importance
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for any given business will depend on specific situational factors
such as the type and nature of the business, its competitive strategy,
and the conditions faced in the external environment.

Efficiency is especially important when the competitive strat-
egy of the organization is to offer its products and services at a lower
price than competitors. This strategy is most common for products
and services that are viewed as commodities (steel companies,
paper companies, supermarket chains, airlines, consumer electron-
ics products). Efficiency is also important for businesses that com-
pete in industries that experience downward price pressure due to
market share wars (beer producers, fast food restaurants), a high
degree of cyclicality creating a mismatch of supply and demand
(petrochemical companies), or the demands of a few large cus-
tomers that dominate the market.

Although it is desirable for all organizations to keep costs low,
it is relatively less important when high costs will not affect the net
earnings of an organization, because it is able to pass the costs along
to customers by increasing prices. Examples include companies that
have cost-plus contracts with a sole client, such as the federal gov-
ernment, to provide a unique product or service and organizations
that are the exclusive provider of a product or service customers
cannot do without. Likewise, an organization that is highly subsi-
dized by government or a wealthy patron has less need to maintain
a high level of efficiency.

Reliability in the processes used to provide products and ser-
vices is especially important when it can affect the health and
safety of employees (injury or death from accidents or exposure
to harmful substances), it can result in financial loss (mistakes
in contracts, stolen or misappropriated funds), or it can result in
damage to expensive equipment or other property. Process relia-
bility is also more important when the quality of a product or ser-
vice is dependent on the procedures used to provide it, and quality
defects or mistakes can have serious consequences for the health
and safety of customers or can result in costly lawsuits. Obvious
examples of organizations for which service reliability is crucial
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include hospitals, medical labs, airlines, nuclear power plants,
financial services companies, and auditing firms.

The impact of unreliability cannot be overemphasized, and
the most dramatic examples can be seen almost daily on the
news, such as the teenage girl who died after surgeons mistakenly
transplanted a heart and lung with the wrong blood type. “This
particular incident is as horrendous an error as one can imag-
ine,” said Thomas Murray, president of the Hastings Center in
Garrison, New York, a medical ethics think tank. “I was quite
shocked to know that there were not multiple independent checks
of things as critical as blood type before organs were accepted
for transplant.”

In another example, John Moares, the director of nuclear gen-
eration support at British Energy, criticized the company’s opera-
tional record, pointing to a high loss of functionality. Unplanned
station shutdowns for BE were at 12 percent of capacity, as com-
pared to only 2 percent for the most efficient companies in the
world. He also criticized the company’s poor systems for checking
the equipment in nuclear stations and claimed that BE does not
have a full picture of safety risks needed to guide the maintenance
of plants.?

Then there was ConAgra’s recall of 18.6 million pounds of
meat in July of 2001 because of concern about E. coli. Health offi-
cials in several states blamed the recalled meat for forty-seven ill-
nesses and one death.”

Ways to Improve Efficiency and Process Reliability

Leaders can affect efficiency and reliability in a number of different
ways. One approach is with the use of direct leadership behaviors.
Behaviors that are most likely to be useful in improving efficiency
and reliability of an organization’s operational processes include
operational planning, clarifying roles and objectives, monitoring
operations, and solving operational problems in a timely way. Like
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most leadership behaviors, they may take different forms, depend-
ing on whether they are being used by a senior executive, a middle
manager, or a manager of front-line employees such as customer
representatives or sales people.

Leaders can indirectly affect efficiency and process reliability
through the design, implementation, and support of improvement
programs, management systems, and structural features. Examples
of quality and process improvement programs include business
process improvement, re-engineering, total quality management,
and Six Sigma. Examples of widely used cost reduction programs
include downsizing and outsourcing. Examples of management sys-
tems include performance management systems and reward systems.
Examples of structural features to facilitate efficiency and reliabil-
ity include formalization of rules and procedures, and standardiza-
tion of facilities, technology, and processes.

Conclusions

High levels of efficiency and process reliability are relevant for the
continued success of any organization, and we believe that paying
attention to efficiency and reliability is an important responsibility
for leaders at all levels in an organization. Efficiency is especially
important for a business that provides products or services that are
basic commodities and has a competitive strategy that requires
minimizing costs and keeping prices low. Process reliability is espe-
cially important for organizations when product defects and poor
customer service will strongly affect sales, or when mistakes and
accidents can endanger the health and lives of employees, cus-
tomers, or other people. Many products continue to have defects
caused by unreliability in the production processes, and poor cus-
tomer service can often be attributed to inadequate practices and
procedures. Direct and indirect forms of leadership that can be used
to improve efficiency and process reliability will be described in the
next two chapters.






Chapter 3

Leadership Behaviors
to Enhance Efficiency

As we saw in Chapter 2, some leader behaviors are primarily con-
cerned with organizing and facilitating work to improve the effi-
ciency and reliability of operations. These task-oriented behaviors
include operational planning, clarifying roles and objectives, mon-
itoring operations and performance, and solving operational prob-
lems. In this chapter we will examine these behaviors in more
detail and provide guidelines for using them more effectively.

Operational Planning

Operational planning includes determining short-term objectives
and action steps for achieving them; determining how to use per-
sonnel, equipment, facilities, and other resources efficiently to
accomplish a project or initiative; and determining how to sched-
ule and coordinate activities among individuals, teams, and work
units. Planning can improve efficiency by facilitating the organiza-
tion and coordination of related work activities, preventing opera-
tional delays and bottlenecks in work processes, avoiding
duplication of effort, and helping people to set priorities and meet
deadlines. By identifying and addressing potential problems that
could lead to accidents, errors, and erratic performance, planning
serves to increase reliability of work processes.

Operational planning is especially useful when the work unit is
carrying out large, complex projects over a period of months or
years; when there is a need to meet difficult deadlines and stay
within tight budgets; when the work unit performs several different

39
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types of tasks; and when interdependent work units need to ensure
close coordination. The more initiatives you have to manage, and
the more complex they are, the more essential planning becomes.
Operational planning increases a leader’s ability to manage several
initiatives simultaneously, especially when they involve shared use
of facilities, equipment, and personnel.

Systematic planning is necessary to manage complex activities,
but leaders frequently rely on an informal approach limited pri-
marily to their own subunit or area of responsibility. An informal
approach may work for smaller projects that are confined to one
work unit, but it is almost never effective for handling complex ini-
tiatives that require coordination among different people in the
same unit, or between activities in different units. For example,
when a large New York-based mutual insurance and financial ser-
vices company reorganized and became a publicly held company, it
soon became obvious to the senior management team that they
would not meet their mid-term performance targets or the expec-
tations of Wall Street analysts. To help improve the organization’s
performance on two key measures—return on investment and
operating income—each division head focused on cutting expenses
for his or her own division. However, because of recent acquisitions
and reorganization, each manager began this work without really
understanding how other parts of the organization would be
affected. Attempts to save money included recommendations to
eliminate certain support services that were in fact critical to
another division’s success. As a result, the other division would
have had to obtain the services themselves, and there would be no
actual saving to the company.

The advantage of a systematic approach to operational plan-
ning can be seen in the events involving the relocation of a car
rental company. Soon after the car rental company was acquired by
a holding company that owns several travel-related businesses, the
decision was made to relocate its headquarters from New York to
New Jersey. During the transition, the goal was to maintain morale
and productivity so that the field offices (the car rental stations in
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airports and hotels) and customers would receive uninterrupted ser-
vice during the move.

The vice president of human resources was charged with plan-
ning and coordinating both the physical move to New Jersey and
the separation and outplacement of employees who decided not to
relocate. It soon became apparent that there was no plan specify-
ing the necessary action steps or the timing of key events. As a
result, decisions were being made incrementally, and potential
problems were not being identified in advance. For example, when
the person responsible for the relocation was ready to announce the
schedule for the move, it was discovered that the person responsi-
ble for the outplacement plan was not prepared to communicate
the details of that plan. Clearly, these two events had to be coordi-
nated. Once the lack of internal coordination was identified, the
solution was straightforward. The vice president of human
resources and other key stakeholders came together and developed
a broader, integrated plan that aligned the key milestones of both
initiatives. This broader plan was then used to guide the more
detailed plans for each initiative.

As this example illustrates, when there are several interrelated
projects or initiatives, it is important to ensure that they are mutu-
ally supportive and carefully coordinated. During the initial plan-
ning stage, the people who are accountable for these projects should
meet to jointly review their plans and ensure that interrelated activ-
ities are scheduled in appropriate ways and shared resources (e.g.,
people, equipment, facilities) will be available when needed.

In addition to ensuring compatibility in the early stage of the
planning, work activities must also be coordinated during imple-
mentation. The early completion of a project or activity, a missed
deadline, or the inability to complete an activity successfully, may
cause problems for another team and require revisions of their plan.
For example, during a merger of two large pharmaceutical compa-
nies, the research and development unit had plans for a reduction
in force and a reorganization. When there was a delay in the merger
announcement, both plans had to be adjusted and realigned. In
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addition, decisions about resource allocation may also need to be
revised as plans unfold.

Even the most detailed and thoughtful plan will encounter
unanticipated problems that threaten its successful completion. By
definition, plans deal with an unknown future state. When develop-
ing them, we make assumptions about a set of future conditions and
determine actions based on those assumptions. As plans are imple-
mented, we learn more about actual conditions and the accuracy of
our assumptions. Not having a plan causes activities to be frag-
mented and incremental, but having a plan that is too rigid is just as
bad. Because they are oriented toward an unknown future, effective
plans need to be used as flexible guidelines and should be adjusted
in response to new information or changing conditions. Table 3.1
outlines the components of effective operational planning.

Although action plans are generally recognized as a primary
tool for operational planning, it is surprising how many leaders do
not use this tool regularly. Sometimes they feel that the project
is too small to warrant developing a plan, or that things are mov-
ing too fast, or that there are too many uncertainties to make a plan
feasible. All these explanations miss the point; action planning is
a necessary process for determining how to implement a strategy or
carry out a project in an effective manner, regardless of the condi-
tions under which the plan is being implemented. In addition, the
availability of computer software planning tools that facilitate
and simplify the development, monitoring, and revision of com-
plex plans makes excuses not to develop detailed action plans
even harder to justify. Table 3.2 outlines the steps for developing

Table 3.1. Guidelines for Operational Planning

Ensure the efficient use of facilities, equipment, and personnel

Determine the appropriate allocation of resources across projects and
initiatives

Ensure plans are compatible across projects, units, and levels

e Review operational plans at appropriate times and revise them as needed
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Table 3.2. Key Steps for Action Planning

Develop an implementation goal and project standards

Identify the sequence of necessary action steps for a project

e Estimate the time needed to carry out each action step and develop
a schedule

e Determine accountability for each action step

Estimate the cost and necessary resources for each action step

Identify potential problems and determine how to avoid or minimize them

high-quality action plans that can be used to monitor projects and
ensure deliverables are provided on time and on budget.

Operational Planning at Different Levels

Although it may look somewhat different, operational plan-
ning is as important for a senior executive as it is for a first-line
supervisor. The crisis period of the New York-based mutual insur-
ance company mentioned earlier provides an example of opera-
tional planning at the senior level. Part of the problem was that,
although individual departments and work units had developed
specific objectives, they were unaware of the objectives and prior-
ities for the overall company. This lack of context made it difficult
for the leaders to develop operational plans that were compatible
across the organization or to coordinate the day-to-day activities
required to achieve overall business objectives. To resolve this
problem, the CEO worked with his executive team to develop per-
formance targets for the overall business and identify cross-orga-
nizational initiatives that were priorities for the entire company.
A broad overview, including objectives, resource requirements,
and key milestones, was developed for each cross-organizational
initiative. Then each divisional leader identified the specific goals
and initiatives for his or her division that would support the
achievement of corporate objectives and initiatives. The person
who was assigned accountability for each divisional initiative took
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responsibility to ensure that a specific action plan was in place for
it. The divisional objectives and plans were then reviewed by the
CEQO and his leadership team to ensure they would be mutually
supportive and compatible.

An example of operational planning at the middle level can be
found at Dow Chemical Company, which developed a planning
process specifically designed to control costs in a highly cyclical
industry. Dow’s “bottom-of-the-cycle planning” is geared to reduce
processing costs by increasing capacity utilization, cutting layers of
management, and eliminating unnecessary staff. Since prices in the
chemical industry are extremely volatile, annual performance is not
an accurate reflection of how well a business is controlling costs.
Dow focused instead on the bottom of the next cycle. A return-on-
assets target was established for each business, to be achieved at the
next bottom; and that figure is used to drive targets for annual cost
reductions. Managers are not asked to predict the timing of the
next bottom; they are only expected to forecast what the price will
be at that new low, something they feel fairly confident about being
able to do. In its initial stages, the plans cut processing costs by
30 percent. Planning and implementation efforts are overseen by
Dow’s corporate manufacturing function, which sees to it that
operations managers remain focused on cost control and that their
annual improvement plans are sufficiently demanding to produce
real results. To reflect Dow’s capital-intensive cyclical businesses,
the measure of profitability on which the plans are based is eco-
nomic profit, a measure that incorporates the cost of capital in each
business and discourages managers from bringing processing costs
down by making excessive capital investments.'

For lower-level managers, operational planning is usually
focused on developing and implementing action plans for a specific
project. For example, as part of their strategy to enhance their
worldwide consulting practice, a global human resource consulting
firm, headquartered in Philadelphia, decided to provide a standard
set of consulting processes and solutions throughout the entire
organization. For the initiative to have the intended impact, field
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consultants would need to have a high degree of commitment and
ownership of results. Therefore, rather than trying to implement
the initiative at the corporate level, the head of each field office was
asked to take responsibility for the development of specific action
plans for each element of the initiative, including training consul-
tants to use and deliver the solutions, ensuring that local salespeo-
ple were familiar with each solution so they could align them with
client needs, and developing marketing plans. In this way, the
unique needs of each location could be taken into account and
the timing of events could be coordinated with other activities that
were already planned for that location.

Clarifying Roles and Objectives

Clarifying is the communication of responsibilities, role expec-
tations, and performance objectives to direct reports, peers, and
outsiders who make an important contribution to work unit perfor-
mance. Clarifying behavior includes setting specific task objectives,
explaining duties and responsibilities, explaining priorities among
different tasks or objectives, describing expected results, setting
clear standards against which performance will be compared, set-
ting specific deadlines for completion of a task, and explaining
standard procedures that must be used and when they are appro-
priate. At higher levels of management, clarifying of expected
results tends to emphasize the performance of the direct report’s unit
rather than aspects of his or her individual performance. Table 3.3

Table 3.3. Guidelines for Clarifying
Work Roles and Responsibilities

Clearly explain an individual’s duties and responsibilities
e Agree on expectations for activities involving shared responsibilities

e Set priorities among different responsibilities

Clarify rules and standard procedures that should be followed

Confirm understanding and agreement about work responsibilities
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provides guidelines that are relevant for clarifying work roles and
responsibilities.

Research on leadership indicates that clarifying is an important
leader behavior because it improves employee satisfaction and per-
formance by removing ambiguity related to roles and priorities.’
Clarifying also improves results, motivation, and commitment by
ensuring that people know what to do and how to do it to meet
expectations. Clarifying helps people understand how their work
supports the organization’s goals and relates to the work of others.
To perform at a high level, people need to clearly understand their
responsibilities and roles, their performance goals, the expected
results for a task, and when it should be completed. People also
need to know and understand the relative priority of the different
tasks and activities for which they are responsible.

In today’s complex, rapidly changing business environment,
success often depends on cooperation and coordination among
people and across teams and organizational subunits. The team
does its work more efficiently and the output is of higher quality
when people are clear about who should be involved in decisions
and activities and the nature of that involvement. Inadequate
clarification can result in conflicts among team members or
departments and key responsibilities that “fall through the cracks”
because each party believes that the other party is responsible
for them.

Clear policies, rules, and standard operating procedures are
sometimes necessary to ensure that people understand how to keep
their actions consistent with contractual agreements, legal require-
ments, quality standards, mandated procedures, and ethical prac-
tices. Policies and standard procedures may also be needed to help
people understand when and how to involve others appropriately
to get the work done efficiently. For example, to help turn Hyundai
Motor’s quality problems around, Kim Sang Kwon, the quality con-
trol Czar, and his team produced a quality control manual that clar-
ified who is responsible for each manufacturing step, what outcome
is required, and who checks and confirms performance levels.
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Clarifying is especially useful when the work is complex, mul-
tiple performance criteria are involved, and people are confused
about what is expected of them. Such confusion is more likely
when the nature of the work or technology is changing, when there
is a crisis and people do not know how to respond, and when
employees are new to the job and lack relevant prior experience.
Clarifying is more important when work unit operations are fre-
quently affected by changes in policies, plans, or priorities deter-
mined by higher management or clients. Since clarifying is a way
to communicate plans, the situations where planning is especially
important also apply to clarifying, for example large, complex tasks
performed by multiple individuals or teams. Finally, clarifying is
important for avoiding accidents or mistakes that are likely to have
serious consequences in terms of product quality, customer satis-
faction, injuries to people, and lawsuits against the company.

There are several reasons for the lack of adequate clarifying.
One is the common assumption that others will understand what
you want to have done without a detailed explanation. Another
reason is the fear of insulting a person’s intelligence or of looking
stupid by stating what is already obvious. Some leaders may think
they are too busy to spell things out, without realizing the possible
consequences of failing to do so. This attitude can lead to unfortu-
nate misunderstandings that are often costly for the organization.

Examples of Effective and Ineffective Clarifying

General Motors is a good example of a company in which
employees are given a clear sense of the company’s goals and their
role in achieving them. At GM, an ambitious employee communi-
cations initiative aims to ensure that every employee will under-
stand where he or she fits into the automaker’s long-term strategy, as
well as how goals and targets for each plant are specifically designed
to meet the demands of the highly competitive automotive market-
place. Says Steve Harris, GM’s vice president of communications,
“It’s all about giving our employees a context of where their jobs



48 FLEXIBLE LEADERSHIP

relate within GM, within the auto industry, and within the global
economy. It’s a dialogue we never had with our employees until now,
and it’s a way to provide meaning to GM’s overall strategy so each
person can understand his place within that strategy.™

Unfortunately, not all companies provide employees with ade-
quate clarity about their responsibilities and how they relate to
business objectives. In the early 1990s, Sears, Roebuck & Company
experienced a rash of complaints about its automotive service busi-
ness in over forty states. The company was accused of misleading
customers and selling them unnecessary parts and services, from
brake jobs to front-end alignments. What had happened was that
Sears had tried to boost flagging revenues by establishing new goals
and incentives for its auto center employees. Minimum work quo-
tas were increased, and productivity incentives were introduced for
mechanics. The automotive service advisers were given product-
specific sales quotas—sell so many springs, shock absorbers, align-
ments, or brake jobs per shift—and paid a commission based on
sales. Since failure to meet the new quotas could lead to a transfer
or a reduction in work hours, the pressure on employees to produce
was intense, and some desperate employees resorted to unethical
practices. As one commentator put it, “Management’s failure to
clarify the line between unnecessary service and legitimate pre-
ventive maintenance, coupled with consumer ignorance, left
employees to chart their own courses through a vast gray area, sub-
ject to a wide range of interpretations.” The total cost of settle-
ments with consumers was estimated at $60 million.’

In another example, a U.S.-based, wholly owned subsidiary of
a Japanese pharmaceutical company found its growth objectives
threatened because of role ambiguity and the resulting conflicts
among members of its R&D function. When the company was
smaller, each therapeutic head had been able to carve out a com-
fortable niche for his or her area, a practice that continued as the
company grew larger. Each manager acted as if his or her develop-
ment projects had the highest priority. As a result, they frequently
competed for scarce resources, ignored a colleague’s request or deci-
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sion if they disagreed, and seldom worked with colleagues to coor-
dinate activities that required shared resources, such as clinical tri-
als and the timing of regulatory submissions. As a result, many
projects were behind schedule and the leaders in Japan were losing
confidence in the teams’ ability to deliver on their commitments.
Although individual conversations were held with each member of
the R&D team to encourage more cooperation, there remained a
fundamental difference of opinion about appropriate roles and
responsibilities. The solution was to hold a meeting during which
the managers listed the goals, decisions, and activities for which they
shared accountability. Using that list as a starting point, the man-
agers discussed and agreed on the authority and degree of involve-
ment each person needed to have in making key decisions to
ensure work was done efficiently, on time, and in a high-quality
manner. The agreements were then documented and distributed to
each manager’s department so the behavior of direct reports would
be consistent with the agreements reached by the managers.

Goal Setting

Setting specific performance goals or task objectives is also an
important form of clarifying for leaders, and it is a subject about
which there has been extensive research. Specific, challenging
objectives offer several benefits. They focus on important activ-
ities and responsibilities; they encourage people to find more effi-
cient ways to do the work; and they facilitate constructive
performance evaluation by providing a benchmark for compari-
son. Performance improves because specific objectives guide
effort toward productive activities, and challenging objectives tend
to energize a higher level of effort. Table 3.4 outlines guidelines
that are relevant for clarifying work objectives.

A common problem is clarifying objectives for easily measured
aspects of the work such as quantitative outputs or sales, but not for
important aspects that are more difficult to measure, such as service
quality or customer satisfaction. To set objectives for less tangible
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Table 3.4. Guidelines for Clarifying Objectives

Ensure objectives are set for primary responsibilities and tasks
e Ensure objectives are specific, challenging, and realistic
e Confirm an individual’s understanding and acceptance

e Ensure objectives are compatible and coordinated across projects, levels,
and units

aspects of the work, remember that although some goals may be dif-
ficult to quantify, all goals can be verified. For example, the extent
to which service quality goals are being met can be verified by
comparing actual service to an agreed-on set of standards that
define quality service (e.g., responsiveness, handling of problems,
on-time performance, availability of products).

When the objectives of one person or group are at odds with
the objectives of another, efficiency and reliability will suffer. Pic-
ture the likely conflicts and inefficiencies when one group is work-
ing toward reducing costs while another group is focused on
bringing state-of-the-art products and services to market. These
objectives can coexist, but it will not happen easily if things are left
to run their own course. Compatible and mutually supportive
objectives need to be developed in a thoughtful and explicit man-
ner. One approach is to develop a set of broader, collective objec-
tives for a team or work unit, review the task objectives for specific
individuals or groups, and ensure that they are consistent with and
mutually supportive of the collective objectives.

For example, to set the stage at the beginning of the year, the
chief technology officer of a large brokerage firm and his boss iden-
tify the ten critical objectives for the organization as a whole.
These are goals that reflect the mission of the organization and are
necessary for the overall success of the business enterprise. The
extended management team briefly reviews the goals, and then in-
depth work is done to ensure that each will be accomplished.
Cross-functional teams discuss the goals in concurrent sessions to
clarify, fine-tune, and determine what it will take to ensure their
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accomplishment, including key deliverables, required assistance,
mileposts, key stakeholders, and so on. Following these discussions,
the individual with primary accountability for a particular goal
reports on the overall plan, identifies areas that require problem
solving, and explains how progress and success will be monitored
and communicated throughout the year. After all the goals have
been discussed, possible overlaps, synergies, tradeoffs, and barriers
are highlighted and resolved. The process results in clarity among
members of the extended team on priorities, resource allocation,
and role expectations.

Monitoring Operations and Performance

Monitoring involves gathering information about work activities,
checking on the progress and quality of the work, and evaluating
individual and unit performance. Monitoring can take many dif-
ferent forms, such as following up to make sure a request has been
carried out, walking around to observe how the work is going,
checking on the quality of the work (inspecting it, monitoring
quality reports, reviewing complaints from customers or clients),
meeting with people to review progress on a task or project, check-
ing work progress against plans to see if it is on target, and evaluat-
ing how well a major activity or project was done.

Few people will argue with the statement that a leader needs
timely information about work unit operations and performance.
Simply said, leaders must know what is happening in their units and
how well it is performing its mission. Internal monitoring is the way
leaders gather information about the operations of the work unit,
the progress of the work, the quality of products and services, the
success of projects and programs, and the performance of individu-
als. Appropriate monitoring makes it possible to identify potential
problems early, prevents disruptions in work-unit activities and ser-
vice to customers, and ensures that people are accountable for the
quality of their work. This information is then used to formulate and
modify objectives, strategies, policies, and procedures. In addition,
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monitoring provides the information needed for problem solving
and decision making, for evaluating task performance, recognizing
achievements, identifying performance deficiencies, assessing train-
ing needs, providing assistance, and allocating rewards such as pay
increases or promotions.

The appropriate degree of internal monitoring depends on
aspects of the situation such as the nature of the work and the peo-
ple doing it. Monitoring is most important when employees are
inexperienced or apathetic about the work. Monitoring is also
important when the operations are prone to accidents or disrup-
tions of the workflow caused by equipment breakdowns, materi-
als shortages, or personnel shortages, and leaders need to detect
emerging problems quickly to deal with them effectively. Likewise,
monitoring is essential when mistakes or delays have serious con-
sequences for the success of a project and must be quickly reme-
died. Tight deadlines and difficult contractual obligations increase
the need for monitoring, as do interdependent tasks that need to
be closely coordinated. In this type of situation, the failure to meet
deadlines or achieve goals would seriously disrupt the activities and
results of others.

Opver the past decade, the emphasis on empowerment has led
some people to conclude that monitoring, with its connotations of
command and control, is no longer an essential leader behavior.
[ronically, empowerment actually brings with it the need for
increased monitoring. People are taking on new roles and responsi-
bilities; they are using new skills and working in new arenas; and
they are making and implementing decisions that can have a pow-
erful effect on an organization’s success. When monitoring is done
appropriately, it is not like micromanaging. The primary purpose is
not to increase control but to facilitate performance of the work by
others. For all the talk about how people need to be coached
instead of supervised, it is difficult to know when to offer coaching
or what type of coaching is required without analyzing and evalu-
ating their performance. A key to effective monitoring is to involve
people in developing meaningful measures of performance and
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progress, then show people how these measures can be beneficial to
them as well as to the organization.

Examples of Effective and Ineffective Monitoring

Inadequate monitoring is a major reason for some costly disas-
ters at organizations. For example, failure to carefully monitor the
activities of the rogue trader Nick Leeson brought about the com-
plete collapse of the distinguished, long-established Barings Bank.
Operating out of Barings’ Singapore office, the relatively junior
Leeson built up almost unbelievable trading obligations in his
employer’s name. When the balloon finally burst and Barings was
forced into bankruptcy, Leeson had outstanding futures positions
of U.S. $27 billion, whereas Barings’ actual capital totaled only
$615 million. Leeson hid many of his unauthorized trades in an
errors account—he sold $7 billion worth of Nikkei options, for
example, without the knowledge of Barings London—but just as
many of his transactions were included in published data. As one
commentator put it, “Theoretically Leeson had lots of supervisors,
in reality none exercised any control over him.”

A more recent example of inadequate monitoring is provided
by The New York Times, America’s most prestigious newspaper,
which published hundreds of fraudulent stories by staff writer
Jayson Blair. Using a cellular phone and a laptop computer to
obscure his actual whereabouts, Blair sent dispatches that pur-
ported to be from the scene of significant events all over the
United States, when in fact he was most often at home in New
York, either concocting scenes or plagiarizing stories in other
newspapers and wire services. Blair’s pattern of deceit could have
been detected by senior editors had they monitored his perfor-
mance and behavior. During five months as a national correspon-
dent, Blair filed articles claiming to be from twenty cities in six
states, yet he did not submit a single receipt for a hotel room,
rental car, or airplane ticket. After “covering” the October 2002
sniper attacks in the Washington area, where he had supposedly
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collected hot “scoops” in interviews with area law enforcement offi-
cials, Blair submitted receipts from New York for dates when he
should have been in Washington. As the Times itself reported after
Blair’s pattern of fabrication was finally discovered: “Five years’
worth of information about Mr. Blair was available in one building,
yet no one put it together.” As a result of its neglect in proper mon-
itoring and the ensuing scandal about its reporter’s fraudulent jour-
nalism, the paper now suffers what Times publisher and chairman
Arthur Sulzberger, Jr., calls “a huge black eye.”

Monitoring Operations

Guidelines for monitoring operations are outlined in Table 3.5.
The performance indicators that are most relevant will depend on
the nature of the work and the factors that determine success. It is
a common mistake to focus on a single indicator when information
about other indicators is essential to evaluate overall effectiveness.
Examples of potentially relevant indicators for efficiency and reli-
ability include employee productivity, operational costs, inventory
turnover, customer complaints, time required to respond to cus-
tomer requests, on-time deliveries, total availability of systems,
downtime of equipment due to unplanned maintenance, and num-
ber of quality defects.

The processes used to produce outcomes should be measured as
well as the outcomes themselves. By measuring essential steps in
operational processes, a leader can gain a better understanding of

Table 3.5. Guidelines for Monitoring Operations

Identify and measure key indicators of performance

Monitor work processes as well as the outcomes

e Assess performance relative to previous levels and similar units

Develop independent sources of information

e Observe operations directly when feasible
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the causal relationships that determine efficiency and reliability.
For example, quality problems can be dealt with more effectively
by identifying the critical steps in the production or service process
where most defects and mistakes occur. Continuous measurement
of those processes makes it easier to eliminate common mistakes,
detect deficient materials before they are used, and correct any
defects immediately. Measures of the personnel, equipment, and
resources involved in each step in the production process make it
easier to analyze the processes and find ways to simplify procedures,
avoid delays, and reduce unnecessary costs.

There are two primary sources of standards for evaluating the
performance of an activity. Prior performance of the same type of
activity by an individual or unit provides a basis for setting stan-
dards for future performance under similar conditions. However,
even when performance by a unit improves, it may remain well
below the performance of similar units in competing organizations.
Thus, a second source of standards is the performance of similar units
within or outside the organization. When information about
the performance levels of competitors is not available, it is often
possible to develop standards of performance based on customer
expectations of service and quality, safety and other government
regulations, generally accepted standards of conduct (ethical
behavior, fairness, respect for individuals), and internal standards
of quality and effectiveness.

Monitoring Performance

In addition to monitoring the overall operations of the work
unit, it is also important, in most cases, to monitor the performance
of direct reports and people you depend on to carry out key support
activities for your unit. Guidelines for monitoring performance are
shown in Table 3.6.

A common method for monitoring progress on assignments
and projects is to obtain an update or status report from the per-
son who is performing the task or is responsible for managing the
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Table 3.6. Guidelines for Monitoring Performance

e Determine appropriate reporting requirements for a task or project
e Conduct progress review meetings at appropriate times

e Measure progress against plans, target dates, and budgets

o Ask specific questions about relevant aspects of the work

¢ Encourage reporting of problems and mistakes

project. The type of information and level of detail in progress
reports should be agreed on when a new project is initiated or a
new assignment is made. Establishing clear reporting requirements
in advance is also a form of clarifying, and it helps managers avoid
monitoring too closely and thereby communicating a lack of trust.
The frequency and nature of the follow-up will depend on the
complexity of the task or project; more detail is appropriate for
a complex, important task than for a simple, short one. The report-
ing requirements should also reflect the experience and capability
of the individual or group responsible for the result. More frequent
reporting is appropriate for people who are inexperienced or unre-
liable. Follow-up and reporting could take the form of written
reports and formal progress review meetings, or they could be more
informal discussions.

Although you can obtain information about the operations of
the organization with reports and progress review meetings, there
is no substitute for direct observation. Walking around to observe
operations and talk with employees is essential, especially for mid-
dle managers and senior executives, who tend to become isolated
from day-to-day activity. If the visit to a work site is announced in
advance, people will try to make a good impression and it will be
difficult to obtain accurate information about the way things are
normally done. If the leader brings a group of assistants with
notepads, employees at the site are likely to be intimidated about
what they say. The visit should begin with observations of what-
ever operating employees are doing at the time, and the leader
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should ask employees what they are doing and why. A meeting
with the facility manager should occur last rather than first. Start-
ing at the operating level shows employees that the leader recog-
nizes their importance.®

Soon after Chung Mong Koo took over as CEO of Hyundai
Motor Co., he paid a surprise visit to one of the plants. Employees
at the plant were not only surprised to be visited by the CEO
(employees rarely saw any of Hyundai’s previous CEOs), but were
also surprised when Chung walked onto the plant floor and
demanded a look under the hood of a Sonata sedan. Hyundai was
having quality problems at the time and Chung did not like what
he saw—Iloose wires, tangled hoses, bolts painted different colors.
Chung ordered immediate changes, telling his plant chief that the
company had to get back to basics and raise their quality to the
level of their key competitors.’

The success of monitoring depends on getting accurate infor-
mation from people who may be reluctant to provide it. For exam-
ple, people may be hesitant to inform their boss or a senior manager
about problems, mistakes, and delays. It is difficult to obtain the
information needed to execute effectively if people withhold or dis-
tort information about problems. Even a person who is not respon-
sible for a problem may be reluctant to report it if concerned about
becoming the target of an angry outburst (the “kill the messenger”
syndrome). Therefore, it is essential that the reaction to informa-
tion about problems be constructive and non-punitive. For exam-
ple, a leader can express appreciation for accurate information even
if it is negative, respond quickly to a problem with specific actions
to deal with it, and help people learn from mistakes rather than
punish them.

Effective leaders also use their knowledge about technology,
products, services, and procedures to ask specific questions and
obtain vital information about the work when observing operations
or holding progress review meetings. Questions should be open-
ended and non-evaluative to encourage people to respond and pro-
vide a more complete picture of the situation. The questions should
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communicate the leader’s concerns and expectations to people, in
addition to obtaining information from them.

Solving Operational Problems

Solving operational problems involves identifying work-related
issues, analyzing them in a systematic but timely manner, and act-
ing decisively to implement solutions. Problem solving occurs in
response to an immediate disturbance of normal operations, such
as equipment breakdown, a shortage of necessary materials, a cus-
tomer with a complaint, a mistake in the work, an accident, an
unusual request by higher management, or direct report or col-
league actions that jeopardize the success of a mission. The solution
to an operational problem may or may not involve innovative
ideas, but any changes are incremental rather than major.

As with operational planning, problem solving involves pro-
cessing information, analyzing, and deciding. However, there are
some important differences between the two leadership behaviors.
Problem solving often involves crises or disturbances that cannot
be ignored, in contrast to planning, which is more likely to be stim-
ulated by the discovery of an opportunity to be exploited, or by the
anticipation of a future problem to be avoided. Problem solving is
a reactive behavior with a short-term perspective, whereas plan-
ning is a proactive behavior with a longer-term perspective. Just as
the time perspective varies, so does the typical duration of the deci-
sion process. Due to the pressure of time, problem solving typically
occurs more quickly than planning. Some information seeking,
analysis, and consultation may occur, but there is usually much less
than with planning.

Leaders face an endless stream of problems and disturbances in
their work, and solving operational problems was found to be
related to leader effectiveness in many survey studies.'® The descrip-
tive research on leader effectiveness suggests that effective leaders
take responsibility for dealing with problems in a timely way. In
contrast, ineffective leaders attempt to avoid responsibility for a
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problem by ignoring it, by trying to pass the problem off on some-
one else, by involving more people than necessary in making the
decision to diffuse responsibility, or by delaying the decision for as
long as possible (e.g., form a committee to study the problem and
write a detailed report, send an invention or new product back for
more testing)."!

Research on crisis management suggests that effective leaders
quickly identify the cause of the problem and take decisive action
to direct the work unit’s response to it.'*" In a situation where nor-
mal operations by the organization are disrupted (e.g., by a serious
accident in the workplace, a natural disaster, severe weather, elec-
trical power failure, a terrorist incident, or a labor strike in a related
industry), people will be anxious and will want their leaders to
explain what has happened and what is being done to deal with the
situation. In the absence of timely and accurate information, harm-
ful rumors are likely to occur, and people may become discouraged
and afraid. A leader can help prevent unnecessary stress for people
by interpreting threatening events and emphasizing positive ele-
ments rather than leaving people to focus on the negatives. When
feasible, it is helpful to provide short, periodic briefings about
progress in efforts to deal with the crisis. Steps to help guide lead-
ers in effectively solving operational problems and dealing with a
crisis situation are presented in Table 3.7.

Because there are always more problems than a leader has time
to address, it is important to look for relationships among them

Table 3.7. Guidelines for Solving Operational Problems

Take responsibility for identifying problems that need attention

Make a quick but systematic diagnosis of a problem before acting

Identify connections among related problems

Deal with problems in a confident and decisive manner

Keep people informed in a crisis situation

Develop contingency plans for predictable emergencies and rehearse them
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rather than assuming they are distinct and independent. A broader
view of problems provides better insights for understanding them.
Relating problems to each other and to strategic objectives makes
it easier to recognize opportunities for dealing with several related
problems at the same time. Finding connections among problems
is facilitated if the leader is able to remain flexible and open-
minded about the definition of a problem and actively consider
multiple definitions for each problem.'*

[t is also important to seek a balance between careful analy-
sis of the problem and quick, decisive action to solve it. Effective
leaders move quickly to deal with an immediate threat or prob-
lem. Nevertheless, it is essential to make an accurate diagnosis
of the problem and to identify relevant remedies. Kepner and
Tregoe® found that many leaders implement solutions that are
ineffective because they fail to use a systematic, logical analysis
to identify the cause of a problem. Solving the wrong problem
can make things worse instead of better. To facilitate a rapid,
effective response when there is a predictable accident or dis-
ruption, it is useful to have contingency plans prepared in
advance. To ensure that people understand how to execute pro-
cedures for coping with an emergency that could result in serious
injuries or loss of life, leaders should conduct periodic rehearsals
with employees.

Relationships Among the Behaviors

As you have probably realized already, operational planning, clar-
ifying, monitoring operations, and problem solving are closely
intertwined and should be used together in mutually supportive
ways. Monitoring provides much of the information needed to for-
mulate and modify objectives, plans, policies, and procedures.
Clarifying is an essential process for communicating plans to oth-
ers. Operational plans help determine what work processes need
to be monitored and provide guidance for evaluating progress by
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indicating when key action steps should be initiated or completed.
Problem solving helps ensure that operations are not disrupted for
too long and that the implementation of plans stays on track.

An example that illustrates the interrelationship of the effi-
ciency-oriented behaviors involves a Japanese-owned pharma-
ceutical company that developed a blockbuster drug targeted to
deal with problems associated with aging. The high demand for
this drug put tremendous strain on the company’s manufacturing
facilities. The vice president of operations realized that it would
take a highly organized effort to ensure that enough of the drug
was available to meet the aggressive sales projections coming out
of the field. The vice president worked with his leadership team to
set specific productivity and quality goals for the year and to iden-
tify the actions required to make those goals a reality. The team
recognized the importance of establishing detailed production
schedules so that everyone understood what to do, why it had to
be done, and when it had to be done. After the goals and plans
were formulated for the operations unit, they were translated into
specific actions for each department and reviewed to ensure inter-
departmental coordination. The people in each department set
their own individual targets for the year, aligning them with the
department’s and the company’s overall objectives. Periodic meet-
ings were held to review progress, solve problems, and identify
opportunities for the continuous improvement of production and
work processes. Production quality and quantity were monitored
on a daily basis to ensure targets were being achieved. If any devi-
ations from established standards were discovered during these
daily meetings, the team mobilized immediately to identify the
cause and develop solutions to get production or quality back on
track. The vice president of operations also kept in constant con-
tact with the sales organization, to ensure he had the most recent
forecasts and organizational commitments. In this way, adjust-
ments to production levels and quality could also occur on a
planned basis.
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Conclusions

The four leader behaviors that have the greatest impact on effi-
ciency and reliability are operational planning, clarifying roles and
objectives, monitoring operations, and solving operational prob-
lems. Although these behaviors are often described as examples of
managing rather than leading—recent events at companies like
Ford, The New York Times, and K-Mart, to name a few, have shown
us the danger of ignoring these behaviors. A challenge for leaders
is to determine the appropriate mix of the task-oriented behaviors
to enhance efficiency and reliability. In doing so, leaders must also
determine how to use both direct and indirect approaches in a
complementary way. The indirect approaches will be described in
the next chapter.



Chapter 4

Programs and Management
Systems for Improving Efficiency
and Process Reliability

Efficiency-oriented behaviors can be used by leaders at all levels,
but most leaders at the senior level can also implement programs,
management systems, and structural arrangements designed to
improve efficiency and reliability. The challenge is to determine
which approaches are appropriate and how to implement them in
ways that will increase the likelihood of success. Widely used pro-
grams include quality and process improvement programs, cost
reduction programs, formal management systems, structural forms,
and incentive programs. Each type of approach will be described
and evaluated briefly in this chapter.

Quality and Process Improvement Programs

Despite the fact that business process improvement (BPI), re-engi-
neering, total quality management (TQM), and Six Sigma tech-
niques have been available for improving operational efficiency
and reliability for more than a decade, many leaders are still con-
fused about the differences among them. We will describe each
type of program briefly.

Business Process Improvement

Business process improvement (BPI) is a way to make opera-
tional processes more efficient by eliminating unnecessary steps,
transactions, and controls. It is effective for gaining incremental
refinements and efficiencies with current processes, rather than

63
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creating a new process from scratch. For a BPI initiative to succeed,
the support of the work unit’s leader is essential. This support can
be demonstrated by attending the same training as the team, by
holding joint project and steering committee meetings, by enforc-
ing strict adherence to the project schedule, and by ensuring
resources are available to the project team.! In many cases, tech-
nology can also be used to enhance the efficiency and reliability of
work processes. However, good technology can only do so much for
a weak work process. Overlying technological solutions on a poorly
designed work process leads to disappointing results, despite large
investments of time and dollars.

Re-Engineering

Re-engineering is about inventing new approaches and new
models of organizing work. It involves scrapping old processes and
recreating new, more efficient ones. On a larger scale, re-engineer-
ing can be an organization-wide transformation that means greater
risks and more disruption for the business. In many organizations
today, the term carries a negative connotation. Ironically, one of
the reasons re-engineering lost its appeal as a management tool was
its popularity. In the 1990s, the concept of re-engineering became
widely popular for improving operations, but many senior leaders
lacked a clear understanding of what re-engineering was and how
it should be implemented. Many companies that tried re-engineer-
ing were disappointed by the results, and some suffered serious set-
backs that have been attributed to a weak, poorly implemented
program. Research conducted by IMA Inc. indicates that only
30 percent of firms are successful in implementing a re-engineering
project.? Hershey, the famous candy maker, was among the compa-
nies hardest hit by re-engineering problems during an ERP imple-
mentation. The company reported a 19 percent drop in profits year
to year in the third quarter of 1999 that Hershey’s CEO, Kenneth
Wolfe, attributed to lost sales and costly inventory backups due to
a failed implementation of new business processes.’
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Despite these types of failures, when used properly re-engineer-
ing can still be an effective tool for organizations striving for greater
operational efficiency and process reliability. As leaders have come
to understand that implementing enterprise resource planning
(ERP) and customer relationship management (CRM) systems are
about changing processes, not installing software, re-engineering
and business process improvement are once again being seen as
processes that can help organizations increase efficiency and relia-
bility.* For example, at GE Capital Fleet Services, executives sim-
plified the customer interface and improved the old processes
before implementing a CRM system.’

So what does it take to ensure that a re-engineering initiative
will be successful? As research conducted by McKinsey, the man-
agement consulting firm, demonstrates, the leader must play a very
visible role. McKinsey identified five factors that contributed to a
successful program: (1) set aggressive re-engineering goals that span
the entire organization to ensure sufficient breadth, (2) commit
from 20 to 50 percent of the chief executive’s time to the project,
(3) conduct a comprehensive review of customer needs, economic
leverage points, and market trends and use this as a driver for the
process redesign specifications, (4) assign additional senior execu-
tives to spend at least 50 percent of their time on the project dur-
ing implementation, and (5) conduct a comprehensive pilot of the
new design to test overall impact and build enthusiasm for the
implementation.® Clearly, as with business process improvement,
the amount of time devoted to these initiatives and how that time
is used are important factors for success.

Total Quality Management

Total quality management (TQM) has been defined in a vari-
ety of ways by various authors and is acknowledged to be a notori-
ously imprecise term.” Like business process improvement and
re-engineering, TQM is a program for improving efficiency and reli-
ability. TQM generally means a quest for excellence in efficiency,
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reliability, and customer satisfaction and involves creating the right
attitudes and controls necessary to prevent defects and errors.®

TQM is an approach that assumes the most effective means of
improvement is to use the people who actually do the job to iden-
tify and implement appropriate changes. The quality circle teams
at Jowa-based Grain Processing Corporation provide an example.
The teams decided to find some way to reduce the high expense of
replacing seventy air filters every two weeks in the plant’s flash dri-
ers. The teams conducted their own research and found that the air
filters could be replaced with a permanent self-cleaning unit that
would save the company $400,000 in equipment and labor costs
over five years.’

Six Sigma

Six Sigma is a disciplined, data-driven approach for eliminat-
ing defects in highly specialized manufacturing and service-
related processes. For most organizations, the term Six Sigma
refers to a measure of quality that is used to reduce variation in
performance through the application of process improvement
projects. The Credit Division at John Deere applied the Six
Sigma methodology to the process used to prepare quarterly budget
forecasts in two of its locations, and the cycle was reduced from
eighty days to thirty days.'

Other companies have used Six Sigma to streamline manufac-
turing processes and ensure greater reliability of product. For exam-
ple, the architectural and functional coatings (AFC) unit within
the specialty chemicals company of Rohm and Haas was able to
streamline its manufacturing processes and technical support
processes for an important product line while at the same time
increasing consistency. Habib Siddiqui, the Six Sigma manager for
the project, reported that they were using older methods that were
not very reliable, and without good measurement systems it was dif-
ficult to determine whether performance was improving or how it
compared to that of competitors. Six Sigma enabled Rohm and
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Haas to improve the measurement system and achieve significant
cost savings."

Six Sigma programs have been used effectively in many com-
panies. However, like other programs for improving efficiency and
reliability, there is no guarantee that one will be successful. While
former GE chief Jack Welch, an early champion of the process,
cited Six Sigma as the most important initiative GE had ever
undertaken, other companies that embraced it in the 1990s have
not fared as well. Kodak, Xerox, and Polaroid are three prominent
examples of organizations that had little success with Six Sigma."

Programs imposed by chief executives often fail, says Mike
Beer, professor of business administration at Harvard Business
School. “It is the fallacy of programmatic change,” he says. “You
don’t change a large company all at once. You have to go out unit
by unit and get real buy-in from the organization.”” How, then, can
a leader increase the likelihood that Six Sigma, or any quality or
process improvement program, will have the intended impact on
efficiency and reliability? Dick Smith and Jerry Blakeslee, partners
in the Six Sigma practice of Price WaterhouseCoopers, suggest four
things leaders can do to create the cultural conditions that support
the effective use of Six Sigma: (1) ensure that all leaders are in
agreement about the need to drive the implementation of Six
Sigma approaches at all levels of the organization; (2) develop
an understanding of statistical analysis and process redesign
and cascade that capability to other levels inside the organization;
(3) increase employee engagement in Six Sigma projects and prac-
tices by using a variety of communication techniques and incen-
tives; and (4) integrate Six Sigma approaches into the organization’s
business planning and implementation processes.!

Cost Reduction Programs

Downsizing and outsourcing are examples of programs that have
been widely used to reduce operating costs in companies and pub-
lic sector organizations. The focus of a cost reduction program
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should be to improve operational efficiency and process reliability,
not just to reduce employee costs. When used appropriately, down-
sizing and outsourcing can help an organization achieve these
objectives without adverse consequences that exceed the benefits.

Downsizing

Although no common definition of downsizing has emerged,
Freeman and Cameron® offer a broad definition: organizational
downsizing constitutes a set of activities, undertaken on the part of
the management of an organization, designed to improve organiza-
tional efficiency, productivity, and/or competitiveness. It represents
a strategy that affects the size of the firm’s workforce and the work
processes used. Downsizing refers to more than the traditional lay-
offs that have affected workers for decades, particularly in eco-
nomic downturns. While layoffs are a function of economic or
organizational decline, they are often used as a short-term remedy
for an immediate problem. In contrast, downsizing can also be an
effective tool during times of growth. A downsizing program can be
used to improve efficiency by surgically eliminating redundant
employees who perform unnecessary functions or who lack the
skills and motivation to perform necessary functions.'®

To slim down successfully, leaders should resist simplistic
remedies such as across-the-board layoffs. After firing 12,000 employ-
ees, Delta Airlines found itself short of baggage handlers, main-
tenance workers, and customer-service agents to provide vital
services.'” Rather than randomly dismissing employees from
all organizational levels, a company should engage in workforce
planning, training, and skills assessment. General Electric, for
instance, uses a grading performance system to rank employees.
When it comes time to cut, the employees most likely to go are
the ones with the lowest performance scores. This approach allows
GE to keep talented people and cross-train them to perform
important but understaffed functions.'®
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Outsourcing

Outsourcing refers to the contracting of business processes to
an external service provider. Transferring responsibility for a busi-
ness process to a vendor or supplier makes it possible to reduce
operating costs or improve reliability of operations. By turning rou-
tine operations over to specialists, a company can fully utilize an
external supplier’s investments, innovations, and specialized pro-
fessional capabilities that would be prohibitively expensive or even
impossible to duplicate internally.”

Companies have started to outsource a wide array of tasks and
functions, including manufacturing, human-resources functions, mar-
keting, accounting, sales, building maintenance, machine operators,
company cafeterias, payroll processing, the movement of inventory
and goods, and help desks. However, despite these trends, the most
commonly outsourced activities are still IT services and contract elec-
tronics manufacturing. For example, JPMorgan Chase signed a seven-
year contract with IBM Global Services (totaling in excess of
$5 billion) to outsource major portions of its data-processing-
technology infrastructure, including mainframe operations, data cen-
ters, help desks, distributed computing, data networks, and voice
networks. As part of this relationship, JPMorgan Chase is leveraging
[BM’s On-Demand Computing to lower costs and improve flexibility.

Companies can also use outsourcing to move many types of risks
and unwanted management problems onto suppliers. For example,
Gallo, the largest producer and distributor of wines in the United
States, outsources the growing of most of its grapes, pushing the
risks of weather, land prices, and labor problems onto its suppliers.
Argyle Diamonds, one of the world’s largest diamond producers,
outsources virtually all aspects of its operation except the crucial
steps of separation and sorting of diamonds. It contracts all its huge
earth-moving operations (to avoid capital and labor risks), its hous-
ing and food services for workers (to avoid confrontations on non-
operating issues), and much of its distribution (to De Beers to
protect prices, finance inventories, and avoid the complications of
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worldwide distribution). In addition, by outsourcing to best-in-class
suppliers, Gallo and Argyle further ensure the quality and image of
their operations.”

Outsourcing, like any business practice, has potential dangers.
Many firms that use outsourcing look primarily at short-term savings
from lower costs, not at long-term consequences. The savings from
outsourcing can prove illusory when there are unanticipated conse-
quences or when the outsourcing creates expensive new problems.
For example, long-term contracts may not include adequate provi-
sions for the possibility of drastic changes in prices. Deloitte &
Touche had to help a retail client renegotiate a $170 million con-
tract. The company received a one-time 20 percent cost savings
when it signed an information-processing deal, but technology
prices then fell so fast that the retailer wound up paying far more
than it would cost to do the work in-house.” In contrast to Ameri-
can companies, Japanese companies, which pioneered outsourcing,
use it primarily to improve long-term quality and efficiency, and
this strategy has resulted in bigger cost savings over time.*

Another danger of outsourcing is that customers may blame the
company for mistakes made by the vendor. Harvard Business
School professor Lynda Applegate points out that customers are
not able to determine who is responsible when things go wrong,
and the company whose name is on the product or service is likely
to be blamed for any quality problems. In 1995 when several Amer-
ican and Japanese car manufacturers were forced to recall eight mil-
lion vehicles, the carmakers took the blame when it was in fact
Japan’s Takata that had supplied the defective seatbelts.”

Management Systems and Structural Forms

Formal management systems and some types of structural forms are
widely used in organizations to improve efficiency and process reli-
ability. Examples include performance management systems, work
rules and standard operating procedures, functionally specialized
subunits, and standardization of facilities and equipment.
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Performance Management

The primary purpose of a performance management program is
to clarify task objectives, ensure individual objectives are aligned
with broader business strategies, and help people understand how
they are doing relative to performance standards and role expecta-
tions. These systems help leaders to coordinate the efforts of people
with interrelated jobs, avoid wasted effort, avoid duplication of effort,
and ensure that essential functions are not overlooked. The systems
also facilitate coordination between different levels of management
in an organization, as goals and plans are developed through a cas-
cading process from top to bottom, and then back up again.

Most performance management systems include a formal
process for performance planning (which includes setting perfor-
mance goals), progress reviews, and formal appraisal with performance
feedback. Management by Objectives (MBO) is an example of an
early performance management system.

Performance management systems have a mixed record of suc-
cess. All too often, the performance management process degener-
ates into a bottom-line mentality with exclusive emphasis on costs
and profits. The process can easily became an excuse for managers
to dictate a series of financial targets to be met by direct reports. In
such cases, instead of fostering better communication and problem
solving, the performance management process merely becomes
another bureaucratic control mechanism that perpetuates and
intensifies hostility, resentment, and distrust between a manager
and his or her direct reports.*

Work Rules and Standard Operating Procedures

Another approach for achieving efficient, reliable operations is
the use of formal rules and standard procedures. They are more
effective when used for repetitive operations in which mistakes are
likely and for complex, multi-step tasks that are difficult to learn
without clear instructions. Rules and procedures are more likely to
improve efficiency if they are based on prior lessons learned about
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effective ways to conduct work operations and avoid mistakes.
Examples of standard operating procedures and work rules can be
found in the flight preparation and takeoff checklists used by cock-
pit crews and the procedural checklists used by surgical teams. In
addition, standard operating procedures are documented and used
in the pharmaceutical industry for a range of complex procedures,
from developing new molecules to submitting a filing to the FDA
for a new drug.

Rules and procedures are least useful for improving efficiency or
reliability when the work involves unique rather than repetitive
tasks and when effective performance requires employee initiative
and problem solving rather than application of predetermined pro-
cedures. For this type of task, guidelines can be helpful for diagnos-
ing causes of a problem, but employees should have more discretion
in determining how and when they are used.

Unfortunately, the imposition of new rules and controls is a
common way of responding to a prior failure, especially when the
paramount concern of leaders is to avoid blame for another failure,
rather than finding an effective way to improve reliability. For
example, when there was a scandal involving one or two employ-
ees who improperly used funds to purchase supplies or services from
vendors, New York imposed a tedious reporting procedure on thou-
sands of state employees, including many who did not even have
any purchasing responsibility. It was not clear whether this require-
ment would prevent future incidents of improper behavior, but the
agency administrators could claim that they took some action to
avoid future incidents.

When rules and procedures are overused, there may be nega-
tive side-effects for employee satisfaction and commitment. It is
the opposite of empowerment when leaders attempt to control
every action of employees by specifying many detailed rules and
procedures that must be followed. Complying with excessive con-
trol procedures detracts from performance of regular work, and it
makes many employees resentful that they are not trusted to do
their jobs properly.
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Standardized Facilities and Equipment

An approach that can be used by businesses that have many
similar facilities, stores, offices, or operations is to standardize
their design. Standardization can reduce costs for the design and
construction of facilities, the purchase and operation of equip-
ment, and the selection and training of employees. Retailers,
such as The Gap and Best Buy, and fast-food chains, such as
McDonald’s and Burger King, have long recognized the advan-
tages of standardization. General Motors is creating standardized
manufacturing equipment packages for its assembly plants,
which will allow the company to buy equipment at higher vol-
umes and save money.”

As we explained in Chapter 2, Southwest Airlines gains
increased efficiency by flying only one type of airplane, and a trend
toward standardization of aircraft is emerging in the airline indus-
try in general. Smaller carriers are banding together to design and
purchase identical planes. In the past, carriers avoided fleet stan-
dardization, fearing it would dilute their brand. But in today’s finan-
cial environment, efficiency through cost containment has become
an industry priority. When more airlines use the same airplane,

there may also be an increase in the resale value.?*”

Functional Specialization

By designing jobs and organizing them into subunits, leaders
can indirectly improve efficiency. The benefits of functional spe-
cialization have been evident for a long time, and this principle can
be applied to the design of jobs and to the grouping of jobs into sub-
units. In a functionally specialized subunit, the employees may
have identical jobs, or they may perform different roles as part of a
team that is collectively responsible for one basic step in the pro-
duction or delivery of a product or service. For example, a manu-
facturing organization may have functional subunits such as
purchasing, engineering, production, distribution, maintenance,
sales, and personnel. A hospital may have separate departments for
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different medical specialties such as internal medicine, pediatrics,
anesthesiology, radiology, surgery, psychiatry, gynecology and
obstetrics, pharmacy, and medical labs.

Grouping jobs together on the basis of function has several
potential advantages. The interaction among similar specialists
facilitates mutual assistance and sharing of ideas. There is likely to
be more development of individual expertise, more focus on effi-
cient ways to do the work, and a better matching of actual and
required skills when making job assignments. Economies of scale
can result from having greater specialized personnel perform larger
amounts of similar tasks with special-purpose equipment. There
may be less duplication of effort and unused resources if similar
tasks are performed in one unit rather than being distributed
throughout many different subunits of the organization.

However, there are also disadvantages of functional special-
ization in comparison to other ways to design subunits, such as
by product, customer, or location. Members of functional sub-
units tend to have a narrow focus on issues that are important to
their specialization. Members may identify more with their func-
tional specialization and the needs of their subunit than with the
needs of customers, other units, or the larger organization. As a
result, it will be more difficult to achieve coordination and coop-
eration among interdependent functional subunits. Moreover,
members may resist innovative ideas or changes that would
require sacrifices by the subunit to help the organization respond
to changes in the external environment.

Recognition and Reward Systems

Incentive and reward programs are widely used in the United
States to improve efficiency and reliability. Many different types of
indicators can serve as the basis for determining rewards, including
individual productivity, cost management, completion of projects
on schedule or under budget, attainment of production or sales
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goals, accident-free performance, defect-free performance, and hav-
ing the highest productivity among competing groups. Some
awards are based on individual performance, and some are based on
team or subunit performance. A common form of efficiency reward
is the use of an incentive or bonus based on productivity, the
amount of work output for a given time period, or the completion
of a defined project on time and under budget. Another type of
reward program (sometimes called a Scanlon Plan) consists of a
bonus based on reductions in the cost of operations for a unit
resulting from higher productivity and improvements in work pro-
cedures. The bonus is received by all members of the unit and,
unlike with profit sharing, it depends primarily on performance
rather than on external economic conditions. Some organizations
also use formal rewards to improve process reliability, such as a
bonus for error-free performance or an award for zero accidents in
the operation of equipment or vehicles.

Incentive programs have a long history, and they can take
many different forms, as the following examples demonstrate.
DPR Construction pays cash bonuses of up to 20 percent of base
salary to individuals and teams upon completion of a project if
they meet five critical success factors that involve efficiency and
reliability (estimating accuracy, scheduling, safety, zero defects,
and project completion).” At an air freight company, container
utilization increased from 45 percent to 95 percent after a program
of feedback and recognition was implemented for employees who
load the containers. A beverage company in New York signifi-
cantly reduced accidents by its delivery truck drivers by imple-
menting a reward program for accident-free deliveries. The
rewards included free lottery tickets and the opportunity to win
prizes or vacations.

The feasibility of an incentive program for improving produc-
tivity or process reliability depends on accurate measures of perfor-
mance and the absence of obstacles that would prevent employees
from improving their performance, such as inadequate supplies,
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faulty equipment, or insufficient work to be performed. The feasi-
bility of an incentive program also depends on characteristics of the
employees, such as their desire for the rewards offered and their
belief that rewards are allocated fairly. Feasibility and effectiveness
also depend on the magnitude of the rewards and the cost of the
program. Tangible rewards must be large enough to motivate
improved performance by employees, but the program should not
be so costly that it exceeds the economic benefits.

There are many examples of successful incentive programs,
and research confirms that tangible reward programs can improve
productivity.” However, incentive programs can also result in
spectacular failures when used in inappropriate ways. Failure is
likely if rewards are based on one aspect of performance without
regard for other essential aspects that may be less obvious or more
difficult to measure.”® Employees are likely to focus their efforts on
the aspect of performance that is rewarded (for example, quan-
tity) and neglect the unrewarded aspects (for example, quality,
equipment maintenance, efficient use of resources). In an effort
to obtain the reward, some employees may try to use detrimental
shortcuts and unethical practices unless this type of behavior is
expressly prohibited and monitored closely. The cost of the unin-
tended consequences may exceed any benefits from the program.
An example is provided by a large bank that offered bonuses for
originating new loans without any provision for assessing the
quality of the loans. The program increased the number of loans,
but they included many risky loans that should not have been
made, and eventual losses from them far exceeded any benefits
from the program.

Conclusions

Leaders can indirectly influence efficiency and process reliability
through the use of improvement programs, management systems,
and formal aspects of structure, such as formal operating proce-
dures, specialized subunits, and standardization of facilities. Qual-
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ity and process improvement programs include business process
improvement, re-engineering, total quality management, and Six
Sigma. Cost reduction programs include downsizing and out-
sourcing. Management systems include performance management
and work rules and standard operating procedures. Structural
forms include functional specialization and standardization of
facilities and equipment. Reward and recognition programs are
also widely used to improve efficiency. Although each of these
approaches can potentially add value and help an organization
enhance its performance, the success depends on whether an
approach is appropriate for the situation, whether it is imple-
mented effectively, and whether it is supported by leaders at all
levels in the organization.
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Chapter 5

The Challenge of Adapting

to the External Environment

Adaptation to the external environment is essential if an organiza-
tion is to grow and remain competitive. In a world where change is
the only constant, being able to respond in a timely way to emerg-
ing threats and opportunities is crucial to any organization’s ability
to thrive. Adaptation involves changes made to cope with exter-
nal threats and exploit opportunities created by new technology,
changing markets, and the shifting needs and expectations of cus-
tomers. All organizations are faced with periods during which they
must adapt or perish. For some organizations these periods of crisis
only occur infrequently, but for many others, there is a need for
continuous change and adaptation.

The idea that organizations must be innovative to adapt to
changing circumstances has become almost a truism in the recent
literature on leadership, and business executives also acknowledge
the importance of innovation. In a survey based on annual reports
and speeches by top management, 90 percent of the large organi-
zations surveyed indicated that they were committed to innova-
tion.! Yet employees of these companies overwhelmingly indicated
that innovation was more rhetoric than reality. The gap between
word and action may reflect the lack of a clear and accurate model
of innovation as an organizational capability.

There is a tendency to view innovation primarily in terms of
improvements in an organization’s products and services, but leader
efforts to encourage and facilitate innovation may also be an
attempt to improve another performance determinant, such as effi-
ciency or human relations. For example, operational procedures

81
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can be made more efficient and reliable by importing best practices
from other organizations, experimenting with new procedures, and
reviewing work processes to identify potential improvements.
These same learning practices can also be used to improve human
resources and relations in the organization. Better efficiency or
more talented, committed employees may, in turn, enable the orga-
nization to compete more effectively in external markets. Thus, in
our view of organizational effectiveness, adaptation is the key per-
formance determinant rather than innovation. Like collective
learning and understanding of the environment, innovation is an
essential process for enhancing adaptation, but it is a means to
an end, not the end itself.

Conditions Affecting the Importance of Adaptation

Adaptation is more important when the external environment is
turbulent and uncertain than when it is relatively stable and
benign. Uncertainty is greater when there is rapid technological
change, political and economic turmoil, or new threats from com-
petitors. In these situations, innovation is usually necessary to
develop an appropriate response to emerging threats and opportu-
nities. Examples of organizations that face uncertain environ-
ments include telecommunications companies, computer products
companies, research laboratories, military combat units, and
recently deregulated industries such as financial services and
energy utilities.

Another condition that makes adaptation more important
for the organization is a competitive strategy that emphasizes
unique, leading-edge products or services designed to satisfy the
changing needs of customers and clients. For this strategy to be
effective there must be frequent innovation and rapid response
to threats and opportunities. Examples of organizations that
need to be very responsive to changing customer preferences,
new technology, and new initiatives by competitors include fash-
ion clothing, pharmaceutical companies, medical equipment
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companies, computer companies, advertising agencies, and the
entertainment industry.

Skechers, a maker of fashion footwear, depends on innovation
and constant design evolution to stay ahead of competitors. The
company has a team of forty designers who are responsible for
eleven distinct categories for men, women, and children. When-
ever an idea for a shoe comes up, they do not wait for a particular
season, but put it in the line immediately.?

Another example is provided by Samsung, the South Korean
manufacturer of consumer electronics, which has become the third
largest producer of wireless telephones. In order to maintain rapid
growth in this highly competitive market they must continually
add innovative features. Samsung has developed cell phones with
colored screens, global positioning systems, multiple ring tones,
instant messaging capabilities, and voice-activated dialing.’

Adaptation is relatively less important when there is little or
no competition for a product or service that has strong demand.
This situation occurs when a company has a patent on a unique
product (e.g., miracle drug), or is the only source of a service
or product in a protected domestic market. Examples include fed-
eral, state, and local government agencies and government oper-
ated or regulated industries, such as subway and bus systems,
public schools, and public utilities (in some countries). There is
less pressure to improve customer service or adapt to changes in
customer needs and preferences when there is little or no compe-
tition, or in some cases large subsidies. Adaptation is also less
important when marginally adequate service or a very slow
pace of innovation will not seriously jeopardize the survival and
prosperity of the organization, as in the case of monopolies and
most government agencies. However, the trend in most devel-
oped, democratic countries toward privatization, deregulation,
and reduced government subsidies for organizations means that
few leaders today can enjoy guaranteed markets. Likewise, the
increasing pace of technological change and political trends such
as increased terrorism have made even protected organizations
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more dependent on detecting new threats and opportunities in the
external environment.

Examples of Failure in Adaptation

Although the importance of innovation and adaptation to envi-
ronmental change seems clear to a majority of leaders, many orga-
nizations are not doing it successfully. In this section we will
describe some unsuccessful efforts to respond to external threats
and opportunities. Some companies provide examples of the diffi-
culties in adapting to changes in the external environment are

AT&T, Lucent, McDonald’s, and Philips.

AT&ET
In 1996, AT&T was faced with major challenges, including

changes in government legislation that would allow regional Bell
operating companies to enter the long distance market, the com-
moditization of the long distance voice market, and the dramatic
increase of data traffic. In response then-CEO Michael Armstrong
tried to take the initiative by creating a new network that would
bring direct broadband access into every home. Unfortunately,
AT&T had to abandon the plan before it could be fully imple-
mented due to a number of interrelated factors. AT&T paid top
dollar for cable networks, which involved high financial risk for
the company. The aggressive expansion of bandwidth created a
bandwidth glut and price erosion, which in turn caused a decline
in AT&T’s revenues, profits, and stock price. Investors became
concerned and pressured management to rethink the new strategy.
The company eventually backed off the riskier strategy, but not
before its service quality was tarnished by the purchase of infe-
rior cable networks and by cost cutting in traditional services. In
addition, as AT&T was struggling during the transition, competi-
tors grabbed market share in the new broadband, optical, and
Internet markets.*
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Lucent

When Lucent was spun off from AT&T in 1996, the new com-
pany also faced significant change in the external environment. At
the outset it seemed that the Telecommunications Act of 1996
would be a boon for Lucent as customers decided to modemize their
networks while they still had access to their monopoly revenues.
These companies turned to Lucent for new equipment because
Lucent had provided their existing telecom equipment (when it was
still part of AT&T), and much of it would work only with upgrades
from the original manufacturer. Despite this apparent advantage,
Lucent ran into problems. The company failed to adapt to significant
changes in the industry, including the shift from electrical to optical
switching, the shift from voice to data networks, and the shift from
specialty to commodity markets. Lucent was aware of these
changes but was not able to respond as quickly as new competitors.’

McDonald’s

McDonald’s entered the new millennium with declining prof-
its in seven out of eight straight quarters, culminating in the first
operating loss of its forty-seven-year history. In 1996, same-store
sales had declined for four straight quarters and McDonald’s had
lost market share to Burger King and Wendy’s. Both competitors
scored higher than McDonald’s in customer satisfaction surveys.
Jack Greenberg, then head of McDonald’s USA, decided to make
an innovative change to recapture a larger share of the fast-food
market. Believing that customers wanted more customized prod-
ucts, he overhauled the company’s entire food preparation system
by introducing a project called “Made for You.” Instead of serving
pre-cooked meals, as they had always done in the past, McDonald’s
began cooking burgers to order—complete with freshly toasted
buns. Kitchens were outfitted with expensive new equipment: Pen-
tium III computers to coordinate the orders, “rapid toasters,” and
temperature-controlled “launching zones” to replace the old heat
lamps and holding bins.
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However, the reality was that people eat fast food because it
is fast, not because it is personalized to individual tastes. The
“Made for You” process, not surprisingly, slowed down service and
increased customer waiting time to double or triple what it had
been previously. In the words of one McDonald’s franchisee:
“When the factory across the street blows the whistle and one hun-
dred people walk in, you’ve got to have some food ready. ‘Made for
You’ doesn’t allow that.” Unfortunately, Greenberg and his leader-
ship team failed to recognize that fact, even after many people both
inside and outside the company tried to bring it to his attention.
When two mutual fund managers informed Greenberg that the
new system was slowing service, he arranged for them to work
behind the counter of a McDonald’s in their area to witness for
themselves the benefits of “Made for You.” Instead, their feelings
about the service problems were confirmed. Along with many
other fund managers, they decided against investing in the stock.
The failure of the new strategy at McDonald’s shows the dangers of
implementing a change based on an inaccurate assessment of cus-
tomer preferences.

Phillips

One of the biggest product failures in business history can be
attributed, in large part, to not paying enough attention to cus-
tomers. When Philips, the giant Dutch electronics group, decided
to develop a combination video machine, music system, game
player, and teaching tool, it was confident that it could conquer the
U.S. market. It dedicated its world-class research staff and billions
of dollars to the project, only to wind up with a spectacular flop.
What happened? For one thing, Philips priced itself out of the mar-
ket. Although American marketing people warned that pricing
would be important, the Dutch executives adamantly refused to
accept the idea that they would have to sell the players at a loss and
make their money on the software instead. The new game (called
the CD-I) provided many more functions than games sold by Sega
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or Nintendo, but it cost more than twice as much and consumers
were generally reluctant to spend that kind of money. Perhaps an
even worse obstacle was that the system was so complicated it
required a thirty-minute demonstration before people could use it.
[t is not clear how much Philips wound up losing on the CD-I, but
estimates start at $1 billion.’

Examples of Successful Adaptation

Four organizations that provide examples of successful adaptation
include Southwest Airlines, Dell Computers, Maxygen, and IBM.

Southwest Airlines

Southwest Airlines continually demonstrates its flexibility and
ability to respond as industry conditions warrant. The company
does not hesitate to make tactical changes without losing sight of
its core competencies or disrupting its image. For the first time
since its founding, Southwest is facing basic changes to its opera-
tional style. The airline’s route map, for instance, is not just grow-
ing, but is evolving. Long known for its basic short-run flights,
Southwest now offers nonstop transcontinental service, from Los
Angeles to Baltimore. The push into longer flights was initiated in
reaction to increased federal travel taxes (which represent a bigger
share of short-haul fares) and delays resulting from changes in air-
port security procedures.®

Another change caused by increased airport security was the
switch from reusable plastic boarding cards to printed boarding
passes. Although this change may not seem significant, the plastic
boarding cards gave the ground staff more time for complex station
service. In response, check-in-only kiosks are being introduced.’
Even Southwest’s famously cheerful employee culture is able to roll
with the punches. The terrorist attacks on September 11, 2001, put
President Colleen Barrett in the position of telling her jocular
employees to cool it. “For the first time ever since our inception,
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believe, [ actually put out a request that we needed to basically
squash our humor for a while. My feeling was that emotions were
very raw and not receptive to Southwest’s style,” Barrett said.'

Dell Computers

Dell Computers has been able to modify its business model
in response to changes in the external environment while con-
tinuing to leverage its core competency. Although focusing on
process improvement may keep Dell ahead of its rivals, it is
unlikely to drive the kind of revenue growth the stock market has
come to expect from the company. Faced with a mature PC mar-
ket, the computer maker has extended its products to include net-
working switches, handheld computers, and printers. Dell has
even expanded its definition of semi-custom “commodities” to
encompass enterprise computing and professional services. Dell
believes the attention to processes that has worked so well in
manufacturing can be extended to these services. “We are in
effect commoditizing services,” he says. “There is no reason why
this can’t occur.”"! Dell has also demonstrated a willingness to
adopt best practices that deviate from its basic strategy of selling
its wares through its website or over the phone. In 2002 the com-
pany supplemented this marketing strategy by opening sales
kiosks at malls, supermarkets, airports, and retail chains. The kiosk
idea was successfully used by Dell in Japan, then adopted for use in
the United States."

Maxygen

Maxygen, a biotech company that was spun off from a Glaxo
Wellcome subsidiary, provides another example of successful adap-
tation. Maxygen is part of an industry where the frequency and the
speed of change make adaptation a critical capability for survival.
Researchers have a result in mind, but rather than trying to engi-
neer an outcome, they let the results emerge. In its search for mol-
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ecules that might be suitable for commercial applications, Maxy-
gen breeds a whole population of biological molecules, and using
their state-of-the-art technology, the molecules are screened to
select the ones that perform the best according to the criteria that
were set. Maxygen'’s business model is similar to its evolutionary
research model, and top management has remained opportunistic
and adaptive in terms of its business strategy. Rather than setting
out to capture a specific market, they let the market determine
where their scientific capabilities and core technology should be
applied. Their highly adaptive approach (called “planned oppor-
tunism”) describes an organization that is always alert to change
and ready to respond.”

IBM

As the external environment changes in significant ways, a
company may find that it is necessary to emphasize a different core
competency or develop new ones. IBM appears to be succeeding
in its attempt to transform itself from a producer of computer and
software to a one-stop provider of all the information technology
needs of its clients. The new CEO, Sam Palmisano, feels confident
that there is a unique opportunity to help clients integrate the IT
processes of their divisions and link them to suppliers, partners,
and customers. Instead of just selling computers to customers, IBM
now provides IT services as needed, on a variable, pay-as-you-go
basis, sometimes from remote locations. Such Fortune 500 firms as
American Express and JPMorgan Chase have already signed on for
the service.

Reasons for Success and Failure

Adaptation usually requires implementing a large-scale organiza-
tional change. Implementing major change is difficult, and there
are several reasons why an organization may be unable to do it
successfully.
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Lack of Innovative Ideas

One reason for poor adaptation by an organization is an inabil-
ity to develop innovative ideas. Responding to external threats and
opportunities often requires the organization to come up with a cre-
ative approach. Identifying creative ideas is essential, and many
organizations have difficulty getting their members to “think out-
side the box.” Creative ideas, however, are not enough. They must
also be relevant for the challenge facing the organization. Without
a clear vision of desired outcomes and a good strategy to attain
them, it is unlikely that an organization will be able to adapt suc-
cessfully to a turbulent environment full of external threats.

While most organizations at least pay lip service to the impor-
tance and benefits of innovation, their very nature often creates
barriers to innovation rather than fostering and encouraging it. A
global research project conducted by Accenture surveyed more
than eight hundred executives in the private, public, and nonprofit
sectors and found that the majority of them considered innovation
the key to the overall success of their organizations, but only
40 percent of the executives thought their organizations were suf-
ficiently innovative. The study also found that 75 percent of exec-
utives blamed the lack of innovation on internal structural
problems, 71 percent of executives said aversion to risk and fear of
failure stop people from acting like entrepreneurs, and over half the
executives admitted that their organizations lack entrepreneurial
role models and that leaders do not encourage taking risks."

Innovation takes time to come to fruition, and it generally
involves some form of trial and error, rather than yielding results
right from the start. To determine the feasibility of a new approach,
it may be necessary to support costly, time-consuming efforts with-
out seeing any payoff for some time. With the fierce competition
for scarce resources that is the norm within many corporations and
the culture of hoarding rather than sharing knowledge that fre-
quently exists, innovative ideas can wither for lack of support. “The
way we do things around here” syndrome that prevails in so many
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organizations has probably defeated more innovators than the tech-
nical problems they faced.

Failure to Implement Innovations

After relevant creative ideas are identified, they must be
implemented, and this essential second step can be a major obsta-
cle for organizations. A study of 1,000 U.S. and European compa-
nies found that, although many managers expressed satisfaction
with their operating abilities, they were dissatisfied with their abil-
ity to implement change.'® In addition, an extensive global study
by Clayton Christensen,'” author of The Innovator’s Dilemma, found
that many important innovations that originated in established
organizations were not commercialized in those organizations. A
classic example is Xerox and its Palo Alto Research Center (PARC).
The graphical user interface (GUI) and the Ethernet were devel-
oped there, but they were not considered promising businesses for
Xerox, which was focused on high-speed printers and copiers. The
technologies languished inside Xerox only to be commercialized by
other companies such as Apple Computer.'®

Another example of failure to implement innovations is pro-
vided by Bowmar. Although it developed the first handheld calcu-
lator, Bomar was unable to improve the product or mass-produce it.
The market for calculators was soon dominated by other compa-
nies that could adapt more rapidly.”

Poor Timing in Implementing Innovations

When a company introduces an innovative product or service
helps to determine whether it is a success or a failure. There are
risks in “rushing to market” with a new product, but there are
also risks in waiting until competitors “test the waters.” By waiting
a company may lose the potential advantage of being the one to
define how customers perceive the product or service. For example,
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Motorola resisted going from analogue to digital cellular phones
and lost its commanding lead in this market.?

On the other hand, if a company moves too quickly it may not
be possible to incorporate necessary technical features in the design
of the product. One example of the dangers of innovation is pro-
vided by Sony’s dismal experience with the Beta format in video-
tapes.”! Another example is Kodak’s experience with digital
photography. In 1996 Kodak was faced with the threat digital pho-
tography presented to its core business in film photography. George
Fisher—the CEO at the time—invested more than $2 billion in
R&D for digital imaging. Unfortunately, Fisher and his team were
so worried about the threat posed by the new technology they
spent much of the money before they knew how the market would
develop. Competitors were more successful, because they devel-
oped products based on home storage and home printing capabili-
ties that drove the development of digital photography.?

Inadequate Assessment of the Market

Some innovations fail because the company did not adequately
assess demand and determine the needs and preferences of poten-
tial customers. Motorola’s Iridium cell phone system provides an
example of the risks of entering a new market without an accurate
assessment of market demand. Motorola spent $5 billion to launch
sixty-six satellites that would enable users to make a call from any-
where in the world. Unfortunately, as one commentator observed,
“It was solving a problem that not many of us had.” In addition, the
phone weighed three pounds and cost $3,000. Users also needed a
clear line of sight between the phone and one of the satellites,
which meant it could not be used indoors. In 1999, Iridium went
bankrupt, costing Motorola nearly $45 billion. The investment
group that purchased Iridium was able to reposition the satellite
cell phone as a secure communication device for military use, but
this market was considerable different from the one initially envi-
sioned by Motorola.”
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Another failed innovation was the effort by Webvan Group
Inc. to sell online groceries for home delivery. The new dot-com
startup spent more than $1 billion to build distribution centers and
implement its strategy of quickly expanding to serve a national
market, only to file for bankruptcy in July of 2001. The company
greatly overestimated market demand for e-groceries. Around the
time Webvan was ramping up service, a study by the research firm
Greenfield Online found that nearly 80 percent of all shoppers
were ruled out as potential customers. Moreover, given the distrib-
ution problems and extra costs associated with home delivery of
groceries, in order to achieve an acceptable profit margin Webvan
needed to find a retail partner that could buy groceries at high vol-
ume prices.”

Poor Strategic Fit

A key factor that affects an organization’s ability to adapt is the
match between its core competencies and the external opportuni-
ties, which is sometimes called strategic fit.” The right strategic fit
can take different forms, and it is not just a matter of finding a
niche market for unique products or services. A good strategic fit
may involve the company’s ability to deliver a standard type of
product or service at a price that is much lower than any competi-
tor, without any decrease in quality or customer service. For exam-
ple, the products sold at Wal-Mart are no different from ones found
at other retail store chains, but the prices are usually lower.

The importance of a good strategic fit can be seen when com-
panies attempt to develop new products for which they lack the
requisite competencies or try to enter markets they do not under-
stand. Significant financial loss is the likely result.?*” When Nasser
was the CEO of Ford, his intense interest in the Internet seemingly
made him forget that the company’s historical strength was in mak-
ing cars and trucks that people would want to buy. Instead of focus-
ing on the strengths and resources at its command to adapt to
customer needs and marketplace changes, he appeared determined
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to transform Ford into a different kind of company. After Bill Ford
replaced Nasser as CEO, most of the new ventures Nasser launched
were divested in order to focus the company on its core competen-
cies. In a similar move, one of Ghosn’s first actions when he took
over at Nissan was to divest non-core businesses.”

Strategic fit has implications not only for successful adaptation
to the environment, but also for human relations and resources. It
is the basis for developing a compelling vision that will attract
employees and keep them motivated to attain the vision. People
want to feel that they belong to a company with a strong identity,
and only then can they feel real commitment to its goals. So main-
taining strategic focus while adapting to changes in the environ-
ment is yet another balancing act that leaders need to perform. As
an article in the Harvard Business Review phrased it, “It may sound
paradoxical, but rapid change requires that companies have a sta-

ble center.””

Resistance to Change

Attempts to implement an innovative strategy or process
within an organization often fail because there is strong resistance
to change by some members of the organization, which may
include some of the leaders. When a major change is proposed, it
will elicit strong emotions, including enthusiasm from some people
and resentment or anxiety by others. Although often unpleasant,
resistance is a normal human reaction that gives people time to
psychologically regain balance and a sense of control. People need
the opportunity to express their negative feelings about the dislo-
cation and disruptions of change. The emotions do not disappear
simply because they are not expressed, and they are likely to surface
later as even bigger obstacles to change. There are many reasons for
resisting change, and it is easier to deal with resistance if you can
determine the reasons for it.

Resistance to a proposed change is more likely when the cur-
rent way of doing things has been successful and there is no clear
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evidence of serious problems with it. The signs of developing prob-
lems are usually ambiguous at the early stages, and it is easy for peo-
ple to ignore or discount them. Even when a problem is finally
recognized, the usual response is to make incremental adjustments
in the present strategy and do more of the same things, rather than
doing something different. Another basic source of resistance is dis-
trust of the leaders who proposed the change. A change may be
resisted if people imagine there are hidden, ominous implications
that will come to light at a later time. Mutual mistrust may encour-
age a leader to be secretive about the reasons for change, which will
further increase suspicion and resistance.

A proposed change may also be resisted not because it is seen
as unnecessary but because it seems unlikely to succeed. Radical
change to the way things are done is often seen as not just difficult
but impossible. If earlier change programs have failed, people are
even more likely to feel cynical about the new one. Even a change
with obvious benefits entails some costs. Regardless of how a
change is likely to benefit the organization, there may be resistance
from people who might suffer personal loss of income, benefits, or
job security. Resources necessary to implement the change may be
diverted from other uses, including support for traditional activi-
ties. Concerns about costs in relation to benefits may foster resis-
tance, especially when it is not possible to estimate costs and
benefits with any accuracy.

On the personal level, change makes some expertise obsolete
and requires learning new ways of doing the work. People who lack
self-confidence will be reluctant to trade procedures they have mas-
tered for new ones that may prove too difficult to master. In addi-
tion, major changes in organizations invariably result in some shift
in relative power and status for individuals and groups. New strate-
gies often require expertise not possessed by some of the people cur-
rently enjoying high status as problem solvers. People responsible
for activities that will be cut back or eliminated will lose status and
power, making them more likely to oppose the change. Any
change that appears to be inconsistent with strong values and
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ideals is also likely to be resisted. Threats to a person’s values arouse
strong emotions that fuel resistance to change. Some people resist
change because they do not want to be controlled by others, and
attempts to manipulate them or force them to change will elicit
resentment and even hostility.

Inadequate Support by Top Management

Some change initiatives fail because top management has unre-
alistic expectations about the cost and time needed to implement
major change. Leaders frequently underestimate how long a major
change will take and how difficult it is for people to endure the
stress of the change. When unexpected delays and difficulties are
encountered, many change initiatives get derailed. According to
Schneider and Goldwasser,* studies of major change efforts found
that 70 percent of the initiatives were judged not to have met ini-
tial expectations. In many cases, senior management underesti-
mated how difficult it would be to implement a successful change.
While they spent a lot of time and money on planning change, not
enough was spent on successful implementation of change.

Ways to Enhance Adaptation

The many difficulties involved in fostering adaptation in large orga-
nizations make it essential to have a culture with firmly embedded
values and beliefs that support innovation and change. Relevant val-
ues include flexibility, continuous improvement, initiative, and a
quest for excellence. Instead of viewing adaptation as an infrequent
reaction to dramatic, one-time events, it is better for people to view
it as a continuous process of adjustment that involves a combina-
tion of many, frequent incremental improvements and occasional
major changes. In organizations with this type of culture, new ideas
are nurtured and promoted, information is widely and freely shared,
and people and systems are flexible and ready to respond to changes
when they occur.
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Collective learning should also be a key value in the organiza-
tion culture. In “learning organizations” there is a high level of
activity to develop and refine shared conceptual tools and mental
models for understanding how things work, how to adapt to the
environment, and how to achieve the organization’s objectives. In
addition, resources are invested to promote individual learning
and skill development at all levels. The importance of innova-
tion and learning is reflected in the reward and appraisal systems.
People at all levels are empowered to deal with problems and find
better ways of doing the work. Top management creates and sus-
tains processes to nurture ideas and support changes initiated by
people at lower levels in the organization. Knowledge is diffused
and made available to anyone who needs it, and people are encour-
aged to apply it to their work.

Leaders can influence the organization culture over time by the
values they espouse and by their actions, including what they pay
attention to, what they recognize and reward, and how they react
to problems and mistakes. To create a culture in which innovation
and learning are genuinely respected and rewarded, leaders at all
levels need to demonstrate in their own behavior an openness to
new ideas, a willingness to take risks, and a total commitment to con-
tinuous learning.

In addition to their influence on organizational culture, leaders
can use specific behaviors to facilitate innovation and adaptation.
These behaviors include monitoring the environment and analyz-
ing events and trends, strategic planning, envisioning change,
building support for change, implementing change, encouraging
innovative thinking, and facilitating collective learning. As with
the other leadership behaviors discussed in this book, they may
take different forms, depending on whether a senior executive, a
middle manager, or a lower-level leader is using them, but their
essential nature remains the same.

Leaders also use programs, management systems, and structural
features to determine what types of changes are desirable and to
facilitate innovation and collective learning. Examples of widely
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used approaches include intrapreneurship programs, external bench-
marking, programs to assess customer preferences, rewards and
recognition for innovation, programs to facilitate collective learn-
ing, and knowledge management systems. Structural arrangements
include facilities designed to encourage innovative thinking and
the use of cross-functional teams for product development. Exter-
nal initiatives to facilitate growth and diversification include acqui-
sitions and strategic alliances.

Conclusions

The challenge of adapting to changes in the external environment
is a complex, multi-faceted one. There are many pitfalls, and fail-
ure to adapt in a timely way is usually fatal for the organization.
Leaders at all levels have an important responsibility to encourage
and facilitate processes essential for adaptation, such as recognition
of threats and opportunities, collective learning, and innovation.
As leaders help an organization adapt to the environment, they
must also determine how to adapt their own behavior to the ever-
changing demands of the situation. Direct and indirect forms of
leadership that can be used to improve adaptation will be described
in the next two chapters.



Chapter 6

Leader Behaviors to
Enhance Adaptation

Some types of leader behaviors are especially relevant for facilitat-
ing an organization’s adaptation to the external environment.
These behaviors include monitoring the environment, strategic
planning, envisioning change, building support for change, imple-
menting change, encouraging innovative thinking, and facilitating
collective learning. In this chapter we provide guidelines for using
these behaviors more effectively.

Monitoring the Environment

Monitoring the environment involves collecting and analyzing
information about opportunities and threats in the external envi-
ronment and identifying trends and opportunities to enhance busi-
ness performance. The focus of external monitoring should be on
the sectors of the environment on which the work unit is highly
dependent (e.g., clients and customers, suppliers, competitors, and
government agencies). A summary of guidelines for effective exter-
nal monitoring is shown in Table 6.1.

The appropriate amount of external monitoring depends on
the amount of change and turbulence in the external environment.
More external monitoring is appropriate if the work unit is highly
dependent on the actions of clients, customers, suppliers, subcon-
tractors, or joint venture partners. Likewise, more external moni-
toring is needed when conditions are rapidly changing and hard to
predict, and when the organization faces severe competition or
other external threats. Monitoring the environment is especially

99
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Table 6.1. Guidelines for Monitoring the External Environment

Identify relevant types of information about the environment

e Monitor events in diverse sectors of the environment

Identify independent sources of information about the environment

® [earn what clients and customers need and want

Learn about the products, services, and activities of competitors

relevant when the business climate is changing rapidly and strate-
gies and tactics need to be continually reassessed and adjusted to fit
newly evolving conditions. External monitoring is also important
when the organization is entering a new market or developing a
new product or service for a highly competitive market.

Monitoring of the environment is often assumed to be the
province of top executives, the people who are in direct contact
with customers, such as sales representatives and customer service
representatives, often learn earlier about changes in customer needs
or competitor actions. Thus, environmental scanning and inter-
pretation of events should not be left entirely to the CEO and
other top executives. When leaders at all levels are helping to
monitor the environment, the organization will be better able to
identify threats and opportunities.'

George Devlin’s experience at Compagq illustrates this point.
Before the company was acquired by Hewlett-Packard, Devlin
was managing director and vice president for Compaq’s opera-
tions in Scotland. At that time competition from Dell was
increasing, and Devlin realized that customers would not con-
tinue to pay a premium for Compaq’s quality, reliability, and ser-
vice. Increased sales volume was masking an increase in costs, and
Devlin was not successful in convincing top management at
Compaq headquarters in Houston that the company must take
steps to reduce costs and improve quality. He decided he had to
take action anyway and replaced the traditional assembly line sys-
tem with cell manufacturing, which has teams of people respon-
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sible for a product from start to finish. This change was very suc-
cessful in raising productivity.?

Many important environmental events must be monitored,
and the abundance of available information about the environ-
ment presents a dilemma. Collecting too much information can
be costly, and the amount of information that is available can be
overwhelming to people who are trying to make sense of it. On
the other hand, a narrow focus is likely to overlook important
trends and developments. One approach is to start each scanning
cycle with a broad perspective that examines all sectors to detect
relevant trends, identify the issues in each sector that will have
an impact on the organization, then monitor and analyze these
issues more closely during the year. Involving others in the process
of gathering and interpreting the information can reduce the bur-
den and difficulty of monitoring the external environment and
sorting through the data, while also increasing the likelihood of
accurate interpretation. Members of the organization who have
contact with clients, customers, suppliers, and other important
outsiders should participate in collecting and analyzing data and
identifying appropriate actions to respond to trends and develop-
ments. This participation will help develop an orientation to con-
tinuously evaluate and improve the organization’s products, services,
and processes.

As in the case of monitoring operations, it is best not to rely on
a single source of information about an important aspect of the
external environment. To avoid personal bias in the selection and
interpretation of information and the distortion of information by
others to influence decision making, it is helpful to use indepen-
dent sources of information and remain alert for new sources.
External monitoring is facilitated by a network of people who can
provide timely and relevant information about events that may
affect the organization.

[t is essential to learn about the specific needs of customers and
clients and how these needs are likely to change in coming years.
The reaction of customers and clients to the company’s products
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and services should be assessed on a regular basis. This information
can be collected in several ways, including the use of customer sur-
veys, focus groups, customer panels, and the use of cross-functional
teams that meet with customers and clients to get ideas for product
or service improvements. Sometimes it is also useful to invite rep-
resentatives from major customers and clients to visit your facilities
and participate in problem-solving meetings with design and pro-
duction personnel.

[t is not unusual for people in an organization to focus on the
positive features of their own products or services and assume they
are better than those of competitors. External monitoring can be
used to obtain comparative information about the products and ser-
vices of competitors, and this information can be used to identify the
strengths and weaknesses of your own products and services. Some
ways to get this information include using a competitor’s products
and services yourself to identify strengths and weaknesses; talking to
salespeople, researchers, and product managers who are likely sources
for this type of information; conducting comparative testing of prod-
ucts or services from different companies; visiting the store or facili-
ties of competitors to identify strengths and weaknesses; and
subscribing to online data services, newspapers, and industry publi-
cations to learn about changes in competitor products or services.

Strategic Planning

Strategy is a plan or blueprint for carrying out the organization’s
mission and attaining long-term objectives. It involves decisions
about the type of products and services to offer, the markets in
which to compete, ways to influence customers and clients, and
ways to obtain financial resources for the organization (e.g., stocks,
bonds, loans, donations, sales of assets). A relevant strategy takes
into account changes in the external environment, and it is realis-
tic in terms of the organization’s strengths and weaknesses.

Some examples of competitive strategies for business corpora-
tions include: (1) selling products and services at the lowest price;
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(2) having superior quality at a moderate price; (3) providing a
unique product or service in a segment of the market ignored by
competing organizations (niche strategy); (4) providing excep-
tional customer service; (5) having the most innovative products
or services; and (6) being the most flexible in customizing products
or services to meet each client’s needs. It is feasible to pursue a mix
of strategies at the same time, such as providing the least expensive
standard product or service as well as the best customized versions.
However, mixed strategies usually create more problems in manag-
ing and coordinating operations. A competitive strategy may also
involve the way the product or service is produced, delivered, mar-
keted, financed, and guaranteed.

Strategic planning is the process of determining where you are,
where you want to be in the future, and how you will get from here
to there. The process includes setting strategic objectives, identify-
ing tactics and actions for attaining them, and determining the
resources and actions needed to implement the strategies. While
senior management drives the process and takes the ultimate
responsibility for the final strategic decisions, the most successful
leaders find ways to involve people throughout the organization in
the strategic planning process. This wider participation aims to
ensure that the formal plans truly reflect the realities of the mar-
ketplace and have the full understanding and support of people at
all levels.

Strategic planning is one of the most difficult responsibilities of
leaders. There is no simple answer on how to do it effectively, and
it is beyond the scope of this book to provide a detailed description
of how to do it. With that in mind, however, we have provided, in
Table 6.2, a summary of guidelines for effective strategic planning
based on a review of the practitioner and academic literature on
the topic.

A review of the research on strategic planning found support
for the idea that it improves an organization’s performance.’ The
researchers also found that strategic planning was more important
as the complexity and ambiguity of the environment increased.
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Table 6.2. Guidelines for Strategic Planning

Determine long-term objectives and priorities

e Assess current strengths and weaknesses

Identify strategies that capitalize on core competencies

Evaluate the need for a change in strategy

Determine the likely benefits and costs of a new strategy

However, a new or revised strategy will not improve organizational
performance unless it is relevant and feasible. The likelihood an
organization will be able to achieve a competitive advantage is
determined, in part, by its ability to identify and leverage its core
competencies—the knowledge and capability to carry out a partic-
ular type of activity. A core competency usually involves a combi-
nation of technical expertise and application skills. For example, a
core competency for Gore is their expertise with a special type of
material (Goretex) and their capability to discover and exploit new
uses for this material. Core competencies provide a potential source
of continuing competitive advantage if they are used to provide
innovative, high-quality products and services that cannot be eas-
ily copied or duplicated by competitors.

The competitive advantage to be gained from current strengths
depends on how long they will last and how difficult they are for
competitors to overcome or duplicate. For example, a pharmaceu-
tical company that has a new, patented drug that is better and
cheaper than any alternative has a strong competitive advantage
that will likely continue for several years. In contrast, a service
company that devises a new promotion such as special discounts
may only enjoy its competitive advantage for as long as it takes
competitors to imitate it. An organization that is first into a market
has an advantage, but only if it is difficult for competitors to follow
quickly. A product or service that is very costly to develop but easy
and cheap to duplicate offers little advantage if competitors can set
a lower price and quickly dominate the market. Capabilities should
be evaluated together, not in isolation. A unique resource, such as
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an improved product or process, may offer no competitive advan-
tage if organizational weaknesses or external constraints prevent it
from being used effectively.

Core competencies can be the key to the future success of an
organization that is already prosperous; they help it remain com-
petitive in its current business and enable it to diversify into new
businesses. Canon’s core competency in optics, acquired as a pro-
ducer of quality cameras, enabled the company to become a suc-
cessful producer of copiers, fax machines, semiconductor lithographic
equipment, and specialized video systems, while continuing to be a
successful producer of cameras and the first to develop a micro-
processor-controlled camera. Honda’s competence in engineering
and production of engines enabled the company to be a success-
ful producer of automobiles, motorcycles, lawnmowers, and offroad
vehicles. Competence in display systems, which involves knowl-
edge of microprocessor design, ultra-thin precision casing, mate-
rial science, and miniaturization, has enabled Casio to be successful
in such diverse businesses as calculators, miniature television
sets, digital watches, monitors for laptop computers, and automo-
tive dashboards.*

[dentification of core competencies is especially important for
the revitalization of an organization with declining performance.
When Michael Eisner took over as the CEO of Walt Disney, the
company was faltering and in danger of a takeover. Under his lead-
ership, Disney identified the core competency of its unique combi-
nation of creative, engineering, and marketing skills involved in
bringing to life the fantasies of people in different forms of enter-
tainment, such as film, music, toys, and theme parks, and built a
new strategy around them to become an international entertain-
ment powerhouse.’

Sometimes it is necessary to redefine the mission of the organi-
zation to include new activities that are relevant for the environ-
ment and the organization’s core competencies. For example, the
DeVilbiss Company began at the turn of the century as a maker of
perfume atomizers. Had they continued to define their business as
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such, they would have been out of business by now. However, they
were able to broaden their definition of their product to encompass
several uses of the basic spray technology. DeVilbiss now produces
equipment used in automobile factories to paint cars, as well as
components for compressors and respirators.® Even when a major
change in strategy is not necessary to deal with a crisis, flexible
leaders should continue to look for opportunities to improve the
organization. Effective organizations exploit opportunities to
enhance core competencies and use them to enter new businesses.
Even the most carefully formulated strategic plans change and
evolve as they are tested for their strategic fit with customers and
markets. A strategic plan is based on hypotheses about what will
happen in the future. These hypotheses are tested and revised
based on feedback from customers and new information about
developments in the market environment. The actions and reac-
tions of competitors also affect the feasibility of strategic plans. Out
of this testing process, new strategies evolve. As front-line employ-
ees interact with customers and find new ways of responding to
their needs, these discoveries can then evolve into more formal
strategies. In this sense, strategy involves action as well as planning,
and sometimes the doing comes before the planning.” Effective
leaders avoid the trap of developing strategies that are merely reac-
tive, and they are able to uncover new possibilities that may ulti-
mately transform their companies and even their industries.

Envisioning Change

Painting a vivid, appealing picture of what you want to accomplish
or become helps to communicate the desired outcomes of a change
initiative in a way that is understandable, meaningful, and inspiring.
Having a clear, appealing picture of a potential future outcome
increases the likelihood it will be achieved. Envisioning change is
about putting opportunities and threats to the organization in con-
text and clarifying how the organization needs to be different and
why. A variety of elements may be included in the vision, such as
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strategic objectives, key values for the company, general approaches
for attaining the vision, slogans and symbols, and a description of
what it will mean to people when attained. Table 6.3 outlines the
actions leaders can take to envision and communicate change.

[t is extremely difficult to develop a compelling vision of
change, and it cannot be generated by a mechanical formula.
Envisioning change is the joint product of experience, personal
interests, intuition, and circumstances that create a window of
opportunity.® To develop a compelling vision, it is essential to have
a solid understanding of the dynamics of the business and the fac-
tors that determine its performance (its operations, products, ser-
vices, markets, competitors, and social-political environment), its
culture (shared beliefs and assumptions about the world and the
organization’s place in it), and the underlying needs and values of
employees and other stakeholders. In order to prepare a clear and
concise message that will help people understand why change is
necessary and beneficial, it is helpful to consider the following
questions: What will change? What events and trends are driving
the need for change? Why is this change important to make?
What are the anticipated benefits of this change? How is it consis-
tent with the organization’s strategy! What impact will it have on
day-to-day activities?

To engage people with a vision, it is essential to link it to their
ideals, values, and aspirations. However, gaining this insight can be
difficult because people may be unwilling or unable to explain what
is really important to them. Leaders can become more aware of

Table 6.3. Guidelines for Envisioning Change

e Develop a clear picture of what the organization can accomplish or
become

e Link proposed changes to ideals, values, and aspirations
e Articulate the vision with enthusiasm and vivid language

e Express optimism and confidence that the vision can be achieved
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employee needs by being accessible to people at all levels of
the organization, observing employee behavior, participating in
discussions with employees, and attending to more subtle clues
(e.g., “water cooler” conversation, body language, and facial reac-
tions). Even better is to involve people at all levels in developing
the themes that will be the core of the vision. When people par-
ticipate in formulating the vision, they are much more likely to
embrace it and strive to make it happen.

The work Gary Hamel did with Nokia in 1997 demonstrates
how a leader can involve people in envisioning change. He
involved hundreds of people at all levels of the organization in
imagining “what could be.” Hamel asked them to respond to ques-
tions about how to serve new customer needs, how to change the
economics of the industry and how to use Nokia’s competencies in
a different way. Senior management then reviewed all the ideas
and tried to find broad themes that could be used to give overall
direction to the company. Three main themes came out of this
exercise. One theme was how to humanize technology and make it
more user friendly. Another theme was how to create seamless solu-
tions, such as offering telephone companies an integrated package
of mobile phones, the software, and network hardware necessary to
provide desired services. A third theme was how to think about the
phone as a virtual presence that would enable it to serve many pur-
poses, such as a credit card or security device. Over the next six
years Nokia focused on these three themes, and its people were able
to develop very innovative ways to use the phone.’

In times of great change, people look to the leader for direction
and signs that the organization has selected the right course of
action. Therefore, it is essential to communicate personal confi-
dence that the vision can be achieved and the benefits will be
worth the short-term sacrifices. Leaders can convey a message of
confidence and optimism through the type of language they use
and by consistent actions to demonstrate their conviction and sup-
port of the vision.



LEADER BEHAVIORS TO ENHANCE ADAPTATION 109

Building Support for Change

Although most people would agree that change is essential if an
organization is to adapt, grow, and remain competitive, change
often produces anxiety and resistance. For people to support change,
they must see it as necessary and feasible. Leaders build support for
change by explaining the urgent need for change, building a broad
coalition of supporters, identifying likely opponents and reasons for
their resistance, and taking action to deal with resistance.

The complex task of persuading people to support major change
in an organization is too big a job for a single leader. It is essential
to build a coalition of supporters inside and outside the organiza-
tion. The external members could include labor union leaders,
important clients, officials of government agencies, or executives
of financial institutions. To succeed in gaining approval and sup-
port for a proposed change, a leader needs to understand how peo-
ple perceive it and feel about it and whether they are likely to be
supporters or opponents. Guidelines for building support for change
are provided in Table 6.4.

To build support for proposed changes and overcome resistance,
it is essential to explain why they are necessary and to create a
sense of urgency about them. For example, it is sometimes useful to
explain why not changing will eventually be more costly than
changing now. The head of one of Pfizer’s U.S. Global Research
and Development sites was faced with the need to gain support for
change quickly. Not only was Pfizer acquiring Pharmacia, but Hank

Table 6.4. Guidelines for Building Support for Change

Explain the urgent need for change

Identify the necessary approvals for a proposed change

Identify likely supporters and build a broad coalition of supporters

Identify likely opponents, the reasons for resistance, and ways to deal with
resistance
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McKinnell, Pfizer’s CEO, was asking the global R&D group to dou-
ble productivity. In order to help people understand the urgent
need for this change, the site head shared the business case with her
team during a planning meeting. She started by describing how the
economics of the pharmaceutical industry were changing and
would affect the development of new compounds and the organi-
zation’s expectations for R&D productivity. She then extended the
scenario and described how both success and failure would affect
each of them personally in terms of job security and compensation.
This information made it unmistakably clear why Pfizer needed to
approach the business differently and what the benefit would be to
them personally.

At Intel, in order to help people understand the urgency of the
need to decrease the heat generated by a computer chip as it got
smaller, Pat Gelsinger, vice president and chief technology officer,
used metaphors and symbolic language to help make his point. He
informed people that the amount of heat generated by a chip now
was as much as a hot plate. As he extrapolated trends in size reduc-
tion, he compared the amount of heat that would be generated to
familiar objects (nuclear reactor, rocket nozzle, the sun’s surface).
The message was clear. If Intel could not figure out a radically dif-
ferent way to build chips, progress would come to a stop.'°

People who like the traditional way of doing something and are
skeptical about a controversial new approach may be willing to par-
ticipate in an experiment on a small scale to evaluate it. For exam-
ple, a new process can be implemented on a small scale in one
division or facility on an experimental basis. If successful, a change
that is carried out in one part of the organization can help stimu-
late similar changes throughout the organization, even when it is
necessary to adapt the changes to the unique needs of each subunit.

Andersen Corporation, a U.S. window manufacturer, wanted
to change from a functional structure to a product structure to
shorten material flow and move to continuous flow manufactur-
ing. Because this was such a dramatic change from the way people
were used to doing things, rather than implementing the idea
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across the plant they experimented in two areas: fabrication and
assembly. The hope was that a limited initiative would provide an
understanding of the benefits as well as the extent of change the
whole company would have to make. The experiment achieved its
objective, and it also provided people experience in implementing
the concept.!

To help overcome resistance and build support for change, it
must be introduced through candid and continuous communica-
tion. Many leaders find that a key factor in building support is
holding formal and informal meetings throughout the change
process to ensure that two-way communication is constant and
ongoing. Charles Bennett, a Mobil production foreman on a
drilling platform off the Gulf Coast, is an example of a front-line
manager who saw the need for change and helped his team pre-
pare for it through continual communication. In the face of lay-
offs due to Mobil’s poor cost position, Bennett repeatedly shared
information with his crew about how management saw the busi-
ness, its actual cost position compared to the competition, and
what they could do to affect those indicators. Using hard data and
showing how cost savings equaled jobs, he was able to motivate his
team to focus on becoming the lowest cost producer in order to
take business away from competitors.

Implementing Change

Implementing large-scale change involves a process of experimen-
tation and learning, because it is impossible to anticipate all the
problems or prepare detailed plans for how to carry out all the
aspects of the change. A change program is less likely to be suc-
cessful if a top-level leader tries to dictate in detail how it will be
implemented in each part of the organization. Authority to make
decisions and deal with problems should be delegated to the lead-
ers who are responsible for implementing change in their subunits.
After the process of change is underway, the primary leadership role
for top management is to provide encouragement, support, and
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necessary resources to other leaders who are serving as change
agents and to guide and coordinate change efforts across different
subunits of the organization. Direct leadership behaviors that facil-
itate implementation of change include filling key positions with
competent change agents, preparing people to adjust to change and
cope with the pain of making a transition, providing opportunities
to celebrate early successes, keeping people informed about the
progress of the change, and ensuring that leaders at all levels
demonstrate continued commitment to the change. Guidelines for
implementing change are summarized in Table 6.5.

The objectives of a change are more likely to be achieved if the
people who will be affected and who have relevant knowledge are
involved in developing a plan for implementing the change. For
example when a large Eastern U.S.-based pharmaceutical company
needed to improve overall operating efficiencies and reduce costs,
top management decided to sell or close some of their manufactur-
ing facilities. It was uncertain whether they would be able to find a
buyer for one plant in New York, which placed them in a quandary.
They had to keep production levels up to fulfill their commitments
to internal clients, but it was only fair to let employees know that
their jobs might be in jeopardy. In the pharmaceutical industry,
production quality is obviously critical. People have to follow strict
protocols and maintain high standards. The challenge facing the
company was to let people know they might need to look for new
jobs soon, yet retain key employees and maintain high levels of
morale and productivity during the transition. To address this issue,

Table 6.5. Guidelines for Implementing Change

Fill key positions with competent change agents

Prepare people to adjust to change and cope with the pain

¢ Provide opportunities to celebrate early successes

Keep people informed about the progress of change

¢ Demonstrate continued commitment to change
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the top management developed a plan that allowed for the possi-
bility of either selling the plant or closing it, while still maintain-
ing production levels. Once this plan was formulated, a series of
meeting were held. The first meetings were with the next level of
managers to get their commitment to the plan and clarify what
they needed to do to ensure its success. The next set of meetings
was to communicate the plan to the rest of the plant’s employees,
clarify the likely implications for them, and make clear their role in
maintaining quality and making the plant look desirable for sale.

The “change agents” who are responsible for implementing
change must support it with their actions as well as their words.
They should be people who are committed to the vision for the
change and have the ability to communicate it clearly. Whenever
people in key positions are unwilling to implement a change after
it has been approved, they should be replaced. If left in place, these
opponents may go beyond passive resistance and use political tac-
tics in an effort to block additional change. Pockets of resistance
can acquire sufficient strength to prevent the new strategy from
being implemented successfully. Acting quickly to remove oppo-
nents who symbolize the old order also signals that you are serious
about the change.

Making sure people experience successful progress in the early
stages of the new project or change initiative can increase their con-
fidence and optimism. Also, skeptics are likely to become supporters
after they see evidence of progress in initial efforts to do things a new
way. To help ensure there will be evidence of early success, a complex
and challenging activity can be broken into small steps with short-
term goals that do not appear too difficult. People are more willing to
undertake an activity if they perceive that their efforts are likely to be
successful and that the cost of failure would not be great. As the ini-
tial steps or goals are accomplished, people experience success and
gain self-confidence. Then they are more willing to try for larger
wins and to invest more resources in the effort.”

When a new strategy does not require many visible changes in
the early stages of implementation, people will begin to wonder
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whether the effort has died and if things are going back to the way
they were. People will be more enthusiastic and optimistic if they
know that the change initiative is progressing successfully. One
way to convey a sense of progress is to communicate what steps
have been initiated, what changes have been completed, and what
improvements have occurred in performance indicators. Hold cer-
emonies to announce the inauguration of major activities, to cele-
brate significant progress or success, and to give people recognition
for their contributions and achievements. These celebrations pro-
vide an opportunity to increase optimism, build commitment, and
strengthen identification with the organizational unit. When
obstacles are encountered, explain what they are and what is being
done about them. If the implementation plan must be revised,
explain why it is necessary. Otherwise, people may interpret any
revisions to the plan or schedule as a sign of faltering commitment.

Even enthusiastic change agents are not immune from the dif-
ficulties experienced in a long-term change effort. Alternating suc-
cesses and setbacks may leave people feeling as if they are on an
emotional rollercoaster ride. Ambiguity about progress and the
recurring discovery of new obstacles increase fatigue and frustra-
tion. These negative aspects of change are easier to deal with if
people expect them and know how to cope with them. Rather
than presenting change as a panacea without any costs or prob-
lems, it is better to help people understand what adjustments will
be necessary. One approach is to provide a realistic preview of
some typical types of problems and difficulties people can expect.
For example, ask people who have experienced a similar change
to speak about their experiences and what they did to get through
the change successfully.

Although responsibility for guiding various aspects of the
change can be delegated to other change agents, the leader who is
identified as the primary proponent or sponsor of the change must
continue to provide the attention and endorsement that signal a
commitment to see it through to the end. People look to their lead-
ers for signs of continued commitment to the change objectives
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and vision. Any indication that the change is no longer viewed as
important or feasible may have ripple effects that undermine the
change effort. Supporters will be lost and opponents will be encour-
aged to increase overt resistance. Continued attention and
endorsement signal a leader’s commitment to see the change ini-
tiative through to a successful conclusion.

The leader should persistently promote the vision guiding the
change and display optimism that the inevitable setbacks and dif-
ficulties will be overcome. The leader must reject easy solutions for
dealing with immediate problems when these solutions are incon-
sistent with the underlying objectives of the change effort. Demon-
strating commitment is more than talking about the importance of
change. The leader must invest time, effort, and resources in resolv-
ing problems and overcoming obstacles. When appropriate, the
leader should participate in activities related to the change. For
example, attending a special meeting or ceremony relevant to the
change sends a clear signal to other people in the organization that
the change must be important.

Encouraging Innovative Thinking

Identifying innovative ways to improve strategies, processes, prod-
ucts, or services is one requirement for successful adaptation, and
there are many ways a leader can influence more innovative think-
ing by employees. The leader can encourage people to look at prob-
lems from multiple perspectives, to question implicit assumptions
about the work, and to brainstorm better ways to do things.
Another approach for encouraging innovative thinking is to set
innovation goals for units or individuals. When there is a specific
innovation goal for which people will be held accountable, this
type of activity is more likely to get the attention and effort it
deserves. Guidelines to encourage innovative thinking are pro-
vided in Table 6.6.

[t is common for people to have many implicit assumptions of
which they may not be fully aware, and these assumptions bias how
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Table 6.6. Guidelines for Encouraging Innovative Thinking

e Encourage people to question assumptions about the work
¢ Encourage people to look at problems from different perspectives
e Encourage people to spend time on developing innovative ideas

® Provide rewards and recognition for innovative ideas

they interpret events and approach their work. Such assumptions
are usually part of a person’s “mental model” about how things
work. Mental models provide the context that enables us to make
sense of events and of information we receive. However, mental
models can also limit our perspective and restrict the possibilities
that are considered when we attempt to solve a problem. Special
activities such as contests can be very helpful in encouraging
employees to question their assumptions and consider whether
established procedures are really necessary.

The Portland, Maine-based Banknorth Group runs a “Stupid
Rules” contest, inviting employees to identify corporate rules that
just do not make sense. Any employee who “nominates” a rule that
the company decides to abandon gets a small cash reward. A good
example was the rule that forced customers to wait outside in the
cold if they arrived before the bank opened in the morning. Ban-
knorth checked FDIC requirements and found that it was okay to
let people in before the official opening time. Now, early arrivals
are invited inside and offered a cup of coffee.!

Another way to encourage innovative thinking is to have
people look at problems from a different perspective. For exam-
ple, engineers have been trying for years to improve the battery
life of computers by focusing on longer-lasting batteries and soft-
ware solutions that dimmed or shut off the display. The engineers
at 3M’s Microreplication Technology Center reframed the prob-
lem: how to make a display that used less power. With this frame
of reference, they turned to a technology used in the 1950s to
increase the brightness of overhead projectors and adapted it
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to magnify the brightness of back-lit flat panel displays. Their
Brightness Enhancement Film significantly extends battery life
and is being used by numerous laptop manufacturers.” Another
example is asking people to “stand in the shoes” of the customer or
client. Understanding the customer’s perspective can be achieved
by visiting the customer’s office or facility to observe how the prod-
uct or service is used and to hear what customers like and dislike
about it.

Many important innovations are developed informally by
employees apart from their regular job activities. A leader should
encourage entrepreneurial activity and help employees find the
time to pursue ideas for new or improved products, services, and
processes. These activities usually require only a small investment
of resources in the development stage. Yet the pressure of meeting
normal deadlines tends to leave little time for reflective thinking
about ways to make things better. One way to ensure people spend
time working on creative ideas is to set innovation goals for indi-
viduals or teams. Goals can also be set for the application of ideas.
Some companies set a goal to develop a specified number of new or
improved products each year, or to have new products or services
(those introduced within the last three years) account for a speci-
fied percentage of sales each year. For example 3M, which develops
over five hundred new products a year, uses “stretch objectives” as
a way to push employees toward innovation and away from busi-
ness as usual.'®

Leaders also have an opportunity to promote more innovative
behavior through rewards and recognition. People tend to repeat
behavior that is recognized as valuable and rewarded. Recognizing
can take the form of positive reinforcement, awards, or recognition
ceremonies. In addition, because there can be little innovation
without risk taking, it is helpful to recognize attempted innova-
tions that were unsuccessful, thereby sending the message that it is
safe to take risks. Recognizing and rewarding efforts to be innova-
tive, whether they are successful or not, encourages people to take
risks and try new things.
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Facilitating Collective Learning

More collective learning is likely to occur when an organization
has leaders who are flexible, open to new ideas, curious about
many things and dedicated to creating a learning environment.
An example of such leadership is provided by Cisco’s CEQO,
John Chambers, who actually stepped up support and funding for
organization-wide learning when the company was experiencing its
first major slump. While some leaders might have decided to cut
back on such “discretionary” programs at a time when profits were
plunging, Chambers actually saw learning as a path to recovery.”
Actions leaders can take to facilitate collective learning are sum-
marized in Table 6.7.

To facilitate collective learning, a leader must create an appre-
ciation for flexibility and learning among people at all levels of the
organization. Major change will be more acceptable and less dis-
ruptive if people develop pride and confidence in their capacity to
adapt and learn. Confident people are more likely to view change
as an exciting challenge rather than an unpleasant burden. To
encourage an appreciation for learning, all practices should be con-
sidered temporary and examined regularly to see whether they can
be improved or eliminated. Leaders should also encourage people
to use learning practices such as after activity reviews, experiments,
and benchmarking of performance at other organizations.

Leaders should also encourage the active sharing of ideas and
new knowledge in the organization. Secrecy is the enemy of learn-

Table 6.7. Guidelines for Facilitating Collective Learning

¢ Encourage people to experiment systematically with new approaches

¢ Encourage people to find ways to adapt best practices used elsewhere

Encourage the active sharing of ideas and new knowledge in the
organization

¢ Encourage the use of after-action reviews to identify lessons learned

Implement systems to facilitate the diffusion of ideas and new knowledge
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ing, whereas easy access to information about the organization’s
operations, including problems and failures, facilitates learning.
Leaders should encourage employees with a difficult problem to
reach out to other people in the organization and discover how
they handled a similar task in the past. The potential benefits of
internal knowledge sharing are demonstrated in an incident that
occurred at AMP Inc. After John Davis, an AMP manager, con-
ducted an external study of best practices in customer service, he
was surprised to discover that some divisions within his own com-
pany had already developed effective customer service practices
that were exactly what he needed to solve his problem.'

Leaders can do several things to encourage the active discus-
sion and sharing of ideas in the organization. One approach is to
hold meetings to share ideas and talk about mutual good ways to
solve common problems. At Toyota, Takeshi Yoshida, the chief
engineer for the 2003 Toyota Corolla, implemented a new approach
to planning and engineering in order to cut costs and boost quality.
He did not try to tear down silos or put people on special teams.
Rather, every month for two years before the car went into pro-
duction, he brought people together from all parts of the organiza-
tion to share information. He called it “Oobeya,” which means
“big, open office,” and it is focused on creating more communica-
tion among the design, engineering, manufacturing, logistics, and
sales groups. Between meetings people kept the discussion going
using email and phone calls or set up their own smaller conversa-
tions to deal with specific problems."

When innovations are developed in one part of the organiza-
tion, there are a number of ways to facilitate diffusion of this
knowledge to other parts of the organization. After an innovative
change has been implemented successfully in one unit, some mem-
bers of this unit can be transferred to other units to help them
implement the same type of change. Seminars and workshops can
be conducted by internal experts or outside consultants to teach
people how to perform new activities or use new technology. When
it is not feasible for people to attend formal training, a team of



120 FLEXIBLE LEADERSHIP

experts can be dispatched to different sites to demonstrate how
to use new procedures. Video and Internet-based conferencing
capabilities can also be used to facilitate broad sharing of ideas.
Finally, it is important for leaders at all levels to support the effec-
tive use of knowledge management systems like the ones described
in the next chapter.

Relationships Among Change-Oriented Behaviors

The leadership behaviors that facilitate adaptation have a syn-
ergistic effect and are seldom used on their own. For example,
monitoring the environment, envisioning change, and strategic
planning are frequently used as a set of interrelated leadership
behaviors. The discovery of emerging problems or opportunities as
a result of external monitoring is of little consequence unless a
leader plans how to deal with them. This information provides the
basis for determining how the organization must change to remain
competitive. Using the envisioned change and applying the infor-
mation gathered from external monitoring, strategic plans can be
developed or altered to help make the envisioned change a reality.
Likewise, monitoring the environment and strategic planning pro-
vide much of the context that drives innovation. An understand-
ing of the environment, including markets, customers, competitors,
and suppliers, is necessary to recognize and respond to opportuni-
ties and threats.

Although the relationship between encouraging innovative
thinking and facilitating collective learning seems obvious enough,
there is not an automatic synergistic effect. It is possible to encour-
age innovative thinking but not have new ideas widely shared and
implemented in the organization. Thus, it is essential for leaders to
encourage and facilitate both the discovery of new knowledge and
its diffusion and application in the organization.

Also closely linked are behaviors such as envisioning change,
building support for change, and implementing change. It is not
enough to explain the need for change or to articulate an appeal-
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ing vision. To be successful, leaders must build broad support for a
proposed change, then guide the processes required to implement
the change, which often takes several years of concerted effort.

Conclusions

Rapid adaptation is relatively more important when the external
environment is turbulent and uncertain, and when the organiza-
tion’s strategy emphasizes unique, leading-edge products and ser-
vices. Adaptation may require small incremental improvements or
major changes in products, services, operational processes, and the
competitive strategy. Effective leaders assess the external environ-
ment to identify threats and opportunities, and they help people
interpret events and determine the implications for the organiza-
tion. These leaders are able to recognize when there is a need for
major change, and they know how to develop support from the
people who can make change happen. Envisioning a better future
and developing a relevant strategy are two ways leaders guide and
promote major change in organizations. Since most innovations
result from a bottom-up process in large organizations, effective
leaders understand how important it is to inspire and empower all
members of the organization to learn from experience, develop cre-
ative ideas, and share new knowledge across subunit boundaries.
Finally, effective leaders understand that implementation of major
change is a slow and difficult process that requires their consistent
attention to succeed.






Chapter 7

Programs, Systems, and Strategies
for Enhancing Adaptation

Most leaders at the senior level can initiate formal programs,
management systems, or other approaches to encourage and facil-
itate collective learning, knowledge management, innovation,
and adaptation. In this chapter we briefly describe several widely
used approaches to enhance the organization’s ability to adapt
to the environment, including intrapreneurship programs, bench-
marking programs, programs to assess customer preferences,
reward and recognition programs, collective learning practices,
knowledge management systems, structural arrangements such as
the design of subunits and facilities, and the use of acquisitions
and strategic alliances.

Intrepreneurship Programs

Intrepreneurship is the development and commercialization of new
and innovative ideas by an individual or team within an established
organization. Most successful new product ideas come from individ-
uals who had an obsession about something, or stumbled on new dis-
coveries by accident, or found a use for a product that was intended
for a different market.! Scotchgard®, for example, was “invented”
when a lab assistant at 3M accidentally dropped a bottle that con-
tained a batch of synthetic latex, spilling some on his canvas tennis
shoes. He kept trying to wipe it off, only to find that everything he
used kept running off the shoe “like water off a duck’s back.”

New ideas are fragile, and do not have a long life expectancy
if they have prolonged exposure to a hostile environment.

123
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Intrapreneurship programs provide an infrastructure and specific
guidelines to help ensure people are supported and motivated to
develop new ideas that will reach the appropriate target market.
Formal programs usually include some or all of the following com-
ponents: (1) strong commitment from top management to encour-
age and support new ideas; (2) specific parameters for providing
resources at each stage of development; (3) a review process with
clear criteria for getting to the next level of approval; (4) recogni-
tion and fair rewards for developing innovative ideas, even if not
successful; (5) training in skills required to develop innovative
ideas; and (6) formation of intrapreneural teams that meet in a
location where creativity will not be inhibited.

Establishing a successful intrepreneurship program can be a
challenging undertaking, but there are many examples of organiza-
tions that have been successful. Johnson Controls, a manufacturer
of industrial controls and maker of aircraft cockpits, is a good exam-
ple of a company that set up a program to nurture and develop
promising new ideas. The company encourages people to spend
time pursuing new ideas, and it also has a process to facilitate the
selection and evaluation of high-potential ideas. At the front end
is a series of hurdles that each idea must get past. Early in the
process Johnson will have many ideas that get moderate funding to
allow them to develop. A cross-functional team within the business
unit periodically reviews the ideas as they take shape. When they
get to a go-or-no-go decision point, these teams determine whether
the idea should continue to receive funding. A lot of ideas are fil-
tered out at this point, and the funding for the remaining ideas is
increased. The screening process is repeated several months later,
and ideas that survive are selected for serious development by the
company. The final stage requires a credible business case in order
for the idea to be accepted.’

Royal Dutch/Shell used another approach to nurturing and pro-
moting new ideas. In 1996 they implemented the GameChanger ini-
tiative to help institutionalize innovation. The GameChanger team
was composed of a group of Shell employees who set up a five-day
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experience aimed at dramatically accelerating the development of
new ideas into practical plans for a new business. Over the five days
each team presented its idea to a “venture board,” whose job was to
identify high-potential ideas and allocate funds for the next round
of development. Today any employee can give a ten-minute pre-
sentation to the GameChanger panel followed by a ten-minute
question-and-answer session. Ideas that are approved receive fund-
ing. Those that are not are entered into a database to create a
repository of innovative ideas to help others shape their ideas or
bring new insight to existing ones. GameChanger has produced
measurable results; four of Shell’s five largest growth initiatives for
1999 had their start in GameChanger.*

British Telecom (BT) developed a program called BT Ideas to
encourage innovation. As part of the process, BT uses clear crite-
ria for accepting ideas, and there is an initial screening process to
help manage information overload. There is also a sympathetic
champion or impartial third party to ensure that new ideas receive
serious attention. An idea contributor has a chance to develop the
idea online with the help of other interested parties. There is also
an opportunity to get a share of the financial benefits that result
from successful ideas. For ideas that may not be well-articulated, do
not have an obvious home, or may be too radical for immediate
application, BT uses an Idea Incubator.’

External Benchmarking

Benchmarking is a process used by many companies to enhance
adaptation. Benchmarking involves measuring products, services,
and practices against the toughest competitors or those companies
recognized as industry leaders.® By establishing systematic processes
of searching for and importing best practices and innovative ideas,
a firm can identify new and promising areas for improvement and
gaps in critical areas for success. Of course, to facilitate change, the
new knowledge has to be applied. Therefore, benchmarking should
be used, not as an end, but as a means to an end. As one expert
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writes, “Gaining knowledge and learning lessons from other com-
panies is not the deliverable. The deliverable is the implementa-
tion of real, meaningful change back at the workplace.”

Benchmarking is often carried out by special teams of employ-
ees with the skills to make systematic comparisons and assess-
ments of processes used in different organizations. As noted by
one enthusiast, “Benchmarking teams can sound the alarm when
the first signs appear on the horizon that the organization has
fallen behind the competition or has failed to take advantage of
important operating improvements developed elsewhere. Best
practices benchmarking provides executives with the tool, the
rationale, and the process to accept change as constant, inevitable,
and good.”™

As it happens, many companies are not especially eager to pro-
vide specific information that might threaten their competitive
advantage. Thus, companies often conduct benchmarking beyond
their immediate group of competitors—and beyond even their
own industry. In the early 1990s, for example, Xerox benchmarked
American Express for accounts payment, L.L. Bean for order pro-
cessing, and Florida Power and Light for quality management. In
another example, Southwest Airlines wanted a dramatic decrease
in the amount of time it took to refuel its airplanes. Since South-
west already had one of the best refueling times in the airline
industry, management looked outside the industry for the most
efficient refuelers in the world. Adopting the turnaround process
used during pit stops in Formula One racing, Southwest reduced
the time it takes to refuel a plane from forty minutes to twelve
minutes.” As these examples show, it is always possible that the lat-
est innovations in technology and business practices may not
reside within a company’s industry. Looking outside your industry
can give you a like comparison while providing fresh ideas and
“out-of-the-box” thinking."

Imitating the best practices of others can be a source of innov-
ative ideas, but the relevance of these practices should be carefully
evaluated before adopting them. It is important to remember that
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imitation seldom provides much of a competitive advantage, and
it can become a substitute for development of original ideas in the
company. It is essential to improve upon the best practices of oth-
ers and to adapt imported ideas to fit the unique needs of the com-
pany. It is also essential to invent new approaches not yet discovered
by competitors. Studying what other organizations do is not the
only way to acquire knowledge. Other ways include purchasing
the right to use specific knowledge or technology, hiring outsiders
with special knowledge to fill key positions, using external consul-
tants to provide training in new processes, entering joint ventures
that will provide learning opportunities, and acquiring companies
with relevant expertise and technology.

Programs for Understanding Customers

As we discussed in Chapter 5, understanding customer needs and
expectations is essential for successful adaptation. Knowledge about
the attitudes, values, needs, and perceptions of current and poten-
tial customers can be used to determine how the company’s prod-
ucts or services can be made more appealing. Many companies use
market survey techniques, customer panels, and focus groups to
assess the reactions of current customers or the preferences of
potential customers. However, it is not just a matter of tracking
environmental trends and sales patterns or conducting market sur-
veys. Different types of customers have different needs, preferences
can change abruptly, and many customers are not sure themselves
what is most important to them. Even an innovative product that
is clearly the best one available may fail to elicit adequate sales if
potential customers do not understand the benefits or are not will-
ing to pay significantly more for better quality. Thus, descriptive
accounts of successful companies have a recurrent theme that
involves intensive efforts to get close to customers and understand
their needs and desires.!"!*"

Some organizations use formal programs to encourage employ-
ees to learn about customer perspectives and act on this knowledge.
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At Hewlett-Packard, teams of technical and marketing people
visit current and former customers to get their suggestions for new
products and advice on how existing ones could be improved.
The “scanning units” then get together and, based on customer
input, identify innovation targets. The program is designed to
improve both innovation and efficiency at the same time. The
innovation targets are then screened against ten factors the com-
pany has found critical to success, and only the most promising
innovations are funded.'

Some organizations do not have formal programs for assess-
ing customer needs, but efforts to understand customers are
encouraged and employees are empowered to pursue promising
opportunities. At Autodesk, the world’s leading provider of PC
computer-aided design software, a highly profitable spinoff, Buzz-
saw.com, was born from conversations with customers in the con-
struction business about how they used the company’s products.
Anne Bonaparte, the Autodesk sales representative, was surprised
to hear her customers saying that they did not need any more
CAD functionality. Instead, they wanted help getting their con-
struction projects completed. One specific need was a better way
for the dozens of participants in a construction project to share
their drawings electronically and jointly resolve any problems with
them. It seemed obvious from what she had been hearing that a
well-designed Internet workspace to facilitate project manage-
ment would be a huge success in the marketplace. A development
team was formed, and it began by researching exactly how the dif-
ferent participants in construction projects worked. An advisory
board of six professionals from various aspects of the construction
process was formed to make sure that every aspect of the product
would be developed with customers’ needs in mind. Just one year
after Buzzsaw.com was officially introduced in 1999, 20,000 con-
struction projects were already underway through the website.
New clients include large corporations such as DuPont and Walt
Disney; leading architecture and engineering firms such as Ellerbe
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Becket and Skidmore, Owings & Merrill; and many small archi-
tectural firms."

Reward and Recognition Programs

Recognition and reward programs can be used to influence innov-
ative adaptation as well as efficiency and human resources. Many
companies use internal reward and recognition programs to iden-
tify and recognize centers of excellence and innovation around the
organization. These internal award winners are often showcased in
internal conferences or “share fairs.”

AMP, an electronics company that was acquired by Tyco,
brought 1,700 people together at its annual meeting to communi-
cate innovative initiatives and integrated a share fair into the
meeting. Units with outstanding practices that might be broadly
applicable across the organization set up exhibit booths staffed by
people who know the practice well. The people staffing the booths
received a great deal of recognition and were able to network with
people who wanted to learn more about them.

Another company with an incentive program to reward inno-
vative ideas is Cleco Power. Their “Ideas for Excellence” program
offers employees a 5 percent cash reward (up to a maximum of
$5,000) for new ideas that lead to quantifiable savings. When Clark
Bordelon, a senior engineering project coordinator, proposed that
the company use an empty fuel tank already onsite to meet its need
for additional storage space, rather than building additional facili-
ties, Cleco saved $350,000.""

Union Pacific’s “Idea Works,” a formal employee feedback pro-
gram established in 1997, feeds all employee suggestions into the
organization’s systems for strategy evaluation. Any employee or
team whose idea is implemented is awarded points that they can
choose to redeem for either travel or merchandise. At the rail-
road’s Salt Lake City office, one team that included employees
involved in daily track repairs came up with a suggestion that



130 FLEXIBLE LEADERSHIP

saved the company $470,000 by making the process of replacing bro-
ken bolts much more efficient and less damaging to track parts."

At Amazon.com Jeff Bezos, the CEO, has taken his passion for
innovation and empowerment and backed it up with concrete
action. One of Amazon’s most prestigious in-house awards is called
the “Just Do It.” To win, an employee has to take the initiative to
implement a well-thought-out idea he or she thinks will add value
to Amazon without getting a supervisor’s permission; it doesn’t
even have to be successful. The idea is to reinforce and reward risk
taking and initiative.”

Collective Learning Practices

Several types of “learning practices” can be used to facilitate col-
lective learning in organizations. Two examples of learning prac-
tices include after-activity reviews and controlled experiments.
These practices can be introduced either as organization-wide pro-
grams or on a smaller scale for specific individuals or teams.

The after-activity review (also called after-action review or
postmortem) is an especially effective way to learn from experience
with important, recurring initiatives and projects. Members of the
organization who participate in the project meet to review what
was done correctly, what mistakes were made, and what can be
done better next time. The focus is on identifying lessons learned
about how to conduct the activity more effectively in the future,
not on blaming people for mistakes and failures. A brief report is
prepared so that the lessons learned will become part of the orga-
nizational memory and the same mistakes will not be repeated.

Controlled experiments make it possible to evaluate innova-
tive processes or procedures to assess their consequences and
determine how well they work. In recent years there has been an
increase in the use of small experiments by organizations to facil-
itate learning. Capital One, an issuer of credit cards, has focused
its efforts on creating a company whose staff can learn from tests.
Capital One’s “test and learn” approach has helped it create mass
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customized offers that suit the lifestyles, demographics, and credit
risk profiles of each credit card applicant. Rich Fairbank, co-founder
of Capital One, believes that “the key thing is that they (employ-
ees) are learning. I think that, in many ways, failure is a better
teacher than success. Our organization tries to institutionalize
learning so that we don’t make the same mistakes. Failure is not
great, but learning is, and allowing people to take risks is a big part
of that.””® A somewhat better known example of an organization
with an experimental orientation is Wal-Mart, which regularly
conducts hundreds of tests in its stores on sales promotions, dis-
plays, and improving customer service.

The amount of learning that results from an experiment depends
on how well it is designed and executed. Even a simple experiment
can provide useful information. However, experiments do not
always produce useful knowledge, and the results may be mislead-
ing. Careful planning is needed to ensure that a controlled test
yields clear, meaningful results. A clear set of criteria that will be
used to measure success should be identified before the test begins.
If possible, the experiment should be conducted under the same
conditions that will be faced during implementation. When appro-
priate, a representative sample of potential users or clients should
be involved in the experiment to accurately assess the potential of
the approach being tested.

Knowledge Management Systems

New knowledge is of little value unless it is used. Some organiza-
tions are very successful at discovering knowledge, but fail to use it
effectively. A well-known example is General Motors, which
entered into a joint venture with Toyota to learn its manufacturing
and assembly practices in order to transfer them to other locations
in GM. Despite GM’s best efforts, practices did not transfer to any
great extent and GM had to create a completely new division, Sat-
urn, to begin using the new forms of work and labor relations they
learned from the Toyota joint venture and elsewhere.”
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Knowledge management systems are used to ensure that new
knowledge and learning are retained and disseminated to people
who need it in different parts of the organization. Knowledge man-
agement is the process of taking information and putting it into a
format that can be reused for future work, as well as reviewing the
information later to determine how it needs to be changed so that
it can continue to be useful. These systems also serve as places to
store ideas that are a bit ahead of their time but can be useful at a
later time or for another purpose than initially intended.

What does it take to implement a knowledge management sys-
tem that actually works? Some organizations have been more suc-
cessful than others. Pillsbury is a good example of a well-intended
attempt that did not meet expectations. An R&D scientist who was
having trouble with the consistency of waffles was convinced there
was a tremendous amount of knowledge about batter in the organiza-
tion that was not being used. The scientist worked with the IT depart-
ment to set up a virtual space on the company’s network to share
knowledge about batter. An invitation to share information was sent
by email to all potential users, but after six months nobody showed
any interest in it. An analysis of reasons for the lack of interest deter-
mined that there was a lot of relevant information within the R&D
group but no incentive to help other people solve their problems.
The culture did not reward or recognize this type of behavior.??

At IBM’s Global Services Group, they had the opposite prob-
lem. They recognized the importance of conserving knowledge
early in the group’s history, and consultants made an effort to con-
tribute their expertise to the database. But as the business grew
and the database became unwieldy, they realized that they had
neglected to put a process in place to manage the content. To
address the problem, they tied the quality of the contribution to the
performance evaluation system but found that people were making
their submissions near the end of the performance cycle to ensure
compliance. They eventually moved to a more effective submission
process that involved a network of experts who reviewed submis-
sions and requested contributions.”
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In 1997, Bradbury H. Anderson, then the COO of Best Buy,
wanted to accelerate the conversion of knowledge and insights into
actual practice. Anderson realized that the organization had to
shorten the learning curve for all 60,000 employees so that new
knowledge from around the company could be communicated to
everyone quickly. This objective was accomplished in two ways.
The first way was to use monthly training sessions about products,
services, and operations to help people stay current with new tech-
nology. The second was to create a knowledge management data-
base. For example, before beginning work to install a custom car
stereo in a Porsche, an employee checks the database to identify
potential problems to avoid and remedies for problems that may
occur. With this information the employee can avoid making the
same mistake over and over, enabling the company to save hun-
dreds of thousands of dollars in unnecessary expenses.*

Knowledge sharing is less likely to occur when the system
encourages internal competition among individuals or subunits. In
Hewlett-Packard, the 150 divisions were measured against one
another, and few of them had been willing to share information
about successes or failures with any of the others. In response to this
situation, the company’s senior management established a new unit
(called SpaM) to save its clients money through the use of power-
ful modeling techniques. This unit disseminated information about
its activities to all the divisions and enabled them to help their
clients reduce costs.”

Structural Forms to Facilitate Innovation

Aspects of the formal structure of an organization and the design of
facilities can facilitate development of innovative products, ser-
vices, or processes. How the work is structured and the physical
proximity of team members can dramatically increase the opportu-
nities people have to discuss ideas and exchange information.
Reflective North America, a maker of reflective materials,
rearranged its plant into work centers in which small teams of
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employees work on one product from customer order to final
inspection. They also moved the customer service department to
the shop floor and created ten-minute overlaps from shift to shift.
This change facilitated conversations about work-related matters
among people from different shifts and departments.?

At Ideo, an organization in Palo Alto, California, innovative
thinking is increased by programs that encourage and stimulate cre-
ativity and facilities that make it easy to informally interact to share
ideas and information. For example, six Ideo offices in scattered loca-
tions have cabinets known as Tech Boxes in which designers have
placed over four hundred objects that intrigue them. It began with
one designer’s collection of interesting items, but it has now become
a pooled fund of inspiration, with each Tech Box managed by a “cura-
tor” and each piece documented on the company’s intranet. Ideo’s
designers visit the boxes, play with the objects, and pride themselves
on finding new ways to use them in their projects. Ideo’s design stu-
dios are also laid out in such a way that designers can interact infor-
mally, or even overhear other meetings and drop in to share ideas.”

Innovative activities such as new product development can be
facilitated by use of temporary structural arrangements such as a
cross-functional team. These types of teams usually include repre-
sentatives from each of the functional subunits involved in the
project, and in some cases there are also representatives from out-
side organizations such as suppliers, clients, and joint-venture part-
ners. The membership may be stable over the life of the team, or it
may change as some functions become more important and others
decline in importance. Cross-functional teams allow flexible, rapid
deployment of personnel and resources to solve problems as they
are discovered.”® Coordination is improved and many problems are
avoided when people from different functions come together to
work on a project at the same time, rather than working on it
sequentially. The diversity of member backgrounds fosters creativ-
ity in the generation of ideas and problem solutions.

Working on a cross-functional team also helps members learn to
view a problem or challenge from different perspectives, rather than
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from only a narrow functional viewpoint. Many organizations have
reported great success in the use of cross-functional teams to facili-
tate rapid innovation. For example, at Hallmark Cards, a company
with a 44 percent share of the market for the 7.3 billion holiday and
greetings cards sold in the United States each year, the use of teams
drastically reduced the time needed to bring new cards to market
from more than three years to less than one year, while also improv-
ing quality and responsiveness to changing customer preferences.”

Mergers, Acquisitions, and Strategic Alliances

External approaches used by corporate leaders for promoting inno-
vation, growth, diversification, or increased market power include
mergers, acquisitions, and strategic alliances.

Mergers and Acquisitions

An acquisition occurs when one company buys a controlling
interest or total ownership in another company with the intention
of making it a subsidiary business. The acquisition of another com-
pany to facilitate growth, diversification, or market power has been
a popular strategy among U.S. firms for many years. There are sev-
eral potential benefits for the acquiring firm.

Horizontal acquisitions of competitors in the same industry may
enable a company to gain more market power in relation to cus-
tomers and suppliers. Acquisitions of firms in related industries make
it possible to rapidly increase the customer base when the products
or services of each firm will be purchased by the customers of the
other firm. Acquisitions in a related industry also enable a company
to leverage existing core competencies by applying them to broader
diversity of products and services and to acquire new capabilities that
will enhance existing products and services. Acquiring a company
that has desirable products or capabilities is often faster and less risky
than trying to develop them internally, especially when development
is expensive and takes a long time (for example, pharmaceuticals).
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Vertical acquisitions of suppliers or distributors may enable a
company to gain more control over essential inputs or more con-
trol over the distribution of products to consumers. Unrelated
acquisitions may enable entry into another industry with less risk
and better opportunities for growth and profitability. Such acquisi-
tions also provide a way to gain entry into markets with formidable
barriers (e.g., high capital requirements, foreign markets). !

Studies on the outcomes of acquisitions find that they seldom
provide positive returns to the acquiring firm.*”***** There are many
obstacles to achieving the benefits expected from acquisitions. One
major reason for failure is the difficulty in integrating companies
with different cultures, operating processes, and financial systems.
Leaders often underestimate the difficulty and time required to
combine dissimilar organizations and achieve the desired synergies.
Problems with the merger may become so time-consuming that
they distract attention for other important issues and reduce the
leadership effectiveness of top management. The high price paid
for many acquisitions makes it difficult to obtain sufficient benefits
to justify the investment. Additional risks are entailed if the com-
pany takes on significantly more debt to make the acquisition; the
risks include a lower credit rating and less capability to respond
effectively to future threats. Unrelated acquisitions are especially
risky, and they are more difficult to manage successfully. If the new
owner has little appreciation for the leaders who made the acquired
company successful, they will be replaced or their power severely
limited, which can reduce the performance of the acquisition.

Some acquisitions result in a financial disaster for the acquiring
company. The acquisition of Snapple in 1994 by the Quaker Oats
Company provides an example of what can go wrong. Quaker paid a
premium price of $1.7 billion for Snapple, and the acquisition
involved a substantial increase in debt. Quaker executives hoped
that Snapple would provide the same type of benefits as their highly
successful Gatorade brand had done in previous years. They expected
to achieve these benefits by applying the marketing expertise used for
Gatorade, but they failed to understand some important differences
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in the markets, distribution channels, and customer attitudes for the
two types of beverages. The Quaker executives planned to market
Snapple in the same way as they had done previously for Gatorade.
The expertise of former Snapple executives was disregarded. Two of
the top Snapple executives left after the acquisition (along with
many key employees), and the only remaining executive had little
power over strategic decisions. Competition was increasing in the tea
and fruit drink markets, and there were many problems and delays in
implementing the new strategy. As a result, sales for Snapple prod-
ucts declined, and the delays made it impossible for Quaker to
regain lost market share. In 1997 Quaker sold Snapple to Triarc for
$300 million ($1.4 billion less than it paid for the company).”

Research comparing successful and unsuccessful acquisitions
has identified some of the conditions associated with success.**
The merger will be more successful if the two firms have comple-
mentary capabilities. For example, when SmithKline acquired
Beckman Instruments, the strategic intent was to advance their
biomedical research by combining SmithKline’s strengths in health
care and pharmaceuticals with Beckman’s capabilities in diagnos-
tic technology. In addition, excess cash at SmithKline could be put
to good use financing more research and development at Beckman.
Friendly acquisitions are more likely to be successful than are hos-
tile takeovers, and it is also beneficial if the acquisition was pre-
ceded by a strategic alliance or other cooperative experience.
Hostile takeovers create resentment and can undermine future
cooperation, delay integration, and cause talented members of the
acquired organization to leave. Top management can facilitate suc-
cess by emphasizing improvements in innovation and competitive
advantage more than cost reduction from economies of scale.
Finally, success is more likely when the leaders have the skills and
resolve to rapidly integrate the two companies and focus on inno-
vation and leveraging of expanded capabilities.

Similar results were found in research conducted by Right
Management Consultants.’®” The research found that integration
efforts are usually focused on achieving tangible financial benefits
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and that it is essential for leaders to balance this concern with an
equivalent concern for the “softer side” human resources and cul-
tural issues. The results confirmed that success is very dependent on
competent leadership before, during, and after the acquisition. For
a merger or acquisition to be successful, competent leadership is
needed not just in top management positions, but at all levels and
divisions throughout the organization.

Strategic Alliances

Strategic alliances involve cooperation between two or more
firms that combine their capabilities and resources. One form of
strategic alliance is a joint venture in which the participating orga-
nizations create an independent company to pursue a collaborative
activity that requires a long-term commitment of resources. The
participating firms may be equal partners or may have unequal
amounts of equity in the joint venture company. In a non-equity
strategic alliance, the participants share resources and conduct
joint activities without forming a separate company. The alliance
may involve licensing agreements, distribution agreements, contracts
to supply materials or services, or agreements to jointly conduct
research that can be used by all of the alliance partners. This type
of strategic alliance requires less commitment of resources for the
partners, and it is easier to arrange in response to a new opportu-
nity or threat. Strategic alliances may also involve attempts to
influence political decisions, public attitudes, or market prices.
However, in the United States and most developed countries,
explicit collusion to fix prices or limit competition is illegal.®

Strategic alliances have become increasingly popular in
recent years as a way for firms to facilitate adaptation to intense
and rapid change in competitive markets. The alliances make it
easier to develop competitive advantage when there is rapid tech-
nological change and strong competition in a global economy.
An alliance may allow member firms to leverage their existing
capabilities while simultaneously acquiring or developing new
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capabilities. Large firms now often have different types of alliances
with many different partners. For example, in 2001 Procter &
Gamble had more than 120 strategic alliances with a diverse set
of partners.”

As with mergers, strategic alliances often involve dissimilar
companies that have complementary capabilities. FedEx formed a
strategic alliance with KPMG, the global consulting and profes-
sional services firm, to develop supply-chain solutions for large and
medium-sized companies. The capabilities and expertise of FedEx
in transportation and logistics and in related information manage-
ment systems will be combined with the expertise of KPMG in sup-
ply-chain consulting and e-integration services to help companies
achieve total supply-chain solutions for clients.

There has also been an increase in strategic alliances between
competing firms. Federal Express has formed an alliance with the
U.S. Postal Service. FedEx is allowed to place drop boxes in post
offices, and FedEx transports Postal Service packages on its planes.
The deal generates more than $7 billion in additional revenue for
FexEx, and it reduces shipping costs for the Postal Service.”

The potential benefits from strategic alliances are significant. It
is estimated 35 percent of the total revenue for the largest one
thousand U.S. companies may be from activities involving strate-
gic alliances.* However, strategic alliances often fail to provide the
expected benefits. There are many reasons for the high rate of fail-
ure, including cultural differences, disagreements about the mission
or strategies, misrepresentation of capabilities, different interpreta-
tions of agreements, failure to honor commitments to provide
resources or expertise, and power struggles involving influence over
decisions. The structures and processes established for making deci-
sions and the interpersonal skills of the leaders involved in the
joint venture are important determinants of success.®

Global One, a joint venture in 1996 among Deutsche Telekom,
Sprint, and France Telecom, illustrates many of the problems. There
was disagreement about many issues, including the target customers,
the location of the headquarters office, and who would manage
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the various divisions. The centralization of decision making in a
high-level board of chief executives, in combination with the
bureaucratic procedures for dealing with customer requests, pre-
vented a rapid, flexible response to the changing needs of cus-
tomers. The partnership was ended after only three years, and the
venture is now managed by France Telecom.*

Conclusions

Whether there is a need for small, incremental improvements or
major, revolutionary changes will depend on the type of organi-
zation and its environment. However, neither type of process will
occur without leaders who are willing and able to encourage,
guide, and facilitate it. Various structural arrangements and fea-
tures provide one way to improve innovation and collective
learning. Effective leaders also use programs, systems, and struc-
tural arrangements designed to encourage and facilitate innova-
tion and collective learning. Finally, external strategies such as
acquisitions and strategic alliances can be used to facilitate
growth, to increase diversification, to acquire new knowledge and
expertise, or to obtain more resources and relevant capabilities for
risky new ventures.

Some of the same indirect forms of leadership can also be used
to improve other performance determinants such as efficiency
and human resources. Operational procedures can be made more
efficient and reliable by importing best practices from other orga-
nizations, experimenting with new procedures, and reviewing
work processes to identify potential improvements. Knowledge
management systems can be used to ensure that creative ideas for
improving efficiency and reliability are widely shared and applied
anywhere they are relevant in the organization. Learning prac-
tices such as external benchmarking and after-activity reviews
can be used to improve skill training, talent management, and
succession planning.
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Chapter 8

The Challenge of Managing

Human Resources

There is a growing realization that, in the final analysis, people are
the organization’s most valuable asset. To describe this asset, the
term “human capital” is becoming popular. The unique capabilities
of the organization’s members are an important source of core com-
petencies. Human resources and relations include people’s knowl-
edge, technical expertise, and creativity; people’s commitment to
the organization and its mission (it is not “just a job” for them); the
mutual trust and respect that enables people to achieve synergy and
do collective work effectively; the capacity of people to learn and
evolve over time; and their willingness to undertake risky new ven-
tures with enthusiasm and confidence.

There is also a growing body of hard evidence that the devel-
opment and motivation of an organization’s “human capital” has
a tangible impact on business results. A study of three thousand
companies conducted by the University of Pennsylvania found
that spending 10 percent of revenue on capital improvements
boosted productivity by 3.9 percent; a similar investment in
human capital increased productivity by 8.5 percent—more than
twice as much.! Research at Sears found that a five-point
improvement in employee attitudes about their job and about
the company at a given store led to a 1.3 unit increase in cus-
tomer impressions, which yielded a 0.5 percent increase in rev-
enue growth.?

143
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Conditions That Affect the

Importance of Human Resources

Managing human resources and relations is especially important
when the work is complex and difficult to learn, new members
require extensive training, and successful performance requires a
high level of skill and motivation. These conditions can be found
in hospitals, consulting firms, legal firms, advertising agencies,
and research universities. In addition, human relations are more
important when there is high role interdependence among mem-
bers of the work unit and successful unit performance requires
a high level of cooperation and teamwork. Finally, human rela-
tions are more important when it is difficult to recruit and train
competent replacements for people who leave. Recruiting and
retraining key members is especially important when the organi-
zation’s competitive strategy relies on services delivered by unique
experts who, if dissatisfied, can find jobs in competing companies
or start their own competing company. Examples of organizations
with extreme levels of dependence on uniquely talented, loyal
members include professional sports teams, advertising agencies,
research universities, talent agencies, and some types of entertain-
ment companies.

Professional baseball is a sports business in which success
depends on recruiting, developing, and retaining talented people.
The professional teams have sophisticated systems to manage
human resources and relations. Most teams prefer to bring players
into the system when they are young and just starting their profes-
sional careers. Retention of young players, particularly at the minor
league level, is critical because many players become discouraged
and quit due to the pressures and difficult travel schedule. Each ath-
lete gets a thorough athletic, psychological, and physical analysis.
Scouts, who are responsible for finding and recruiting young talent,
get to know each prospect personally in order to learn more about
the person’s background and commitment to baseball. In addition,
the scout who initially recruited a player often remains involved in
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his development and serves as a mentor while he is in the minor
leagues. To ensure that players reach their full potential, the coach-
ing staff attempts to enhance key skills such as fielding, pitching,
and hitting. To help retain players the teams attempt to create a
family atmosphere in which everyone collaborates in working
toward the same common goals.’

Investment banking is another industry that relies very much
on the talents of specific individuals who broker the important
deals. Over the previous ten years, senior bankers have been able
to make enough money to make different life choices—and many
are considering leaving the business to pursue personal interests or
other professions. This trend presents a problem because, although
it may be possible to eliminate thousands of mediocre employees,
there are some important ones the banks do not want to lose. To
help retain high-quality investment bankers, the organizations are
offering sabbaticals or allowing some individuals to work on a project
or part-time basis.*

Human resources and relations are never unimportant, but this
performance determinant is relatively less important when only a
small number of people are needed to get the work done. One
example is an organization with highly automated processes and lit-
tle chance of human error or equipment failure. Another example
is a “virtual organization” for which nearly all functions are out-
sourced to contractors and there is only a small headquarters staff
consisting mainly of top managers who oversee operations. Human
relations and resources may also be perceived as less important by
leaders in a company that has an ample supply of unskilled labor
available, as in the case of manufacturers that make low-technology
consumer products for large retailing chains. These manufacturing
companies are commonly located in developing countries, where
people with little education are willing to do simple repetitive work
without much pay and there are few labor laws or other limitations
on how employees are treated. The “sweat shop” clothing factories
in countries such as China, Thailand, and Malaysia provide a good
example of this situation.
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Many of the conditions that increase the importance of process
reliability and adaptation can also increase the importance of
human resources and relations. When successful performance
requires high reliability and mistakes can have serious conse-
quences, there is a need for high commitment and vigilance, even
if the work is repetitive and easy to learn (e.g., security guards,
screeners at airports, medical laboratory technicians). In the same
way, human relations and resources are also more important when
adaptation is required and the organization depends on members to
help develop and implement necessary innovations.

Implications of Strategy for Human Resources

The appropriate level and mix of human resources in an organiza-
tion depends in part on its strategy. How changes in competitive
strategy can affect human resources is evident in events at Charles
Schwab. During the first half of 2002, Schwab announced a global
change in the company’s strategy to adapt to changing client needs
and to decreasing investment activity among its core middle class
clients. Previously, Schwab had successfully applied a strategy of
offering no frills execution of trades to middle class Americans.
The need for change came when Schwab realized that its discount-
brokerage service was in dire straits after the technology stock crash
in 2000. Daily trades were down 34 percent, revenue was down
25 percent, and net income was down 72 percent.

The growing market of affluent clients with at least a half-million
dollars to invest suggested that it may be more profitable to offer high-
end clients personal financial advice instead of merely trading their
stocks. Many of these potential customers wanted to manage their
own portfolios rather than investing in mutual funds. The company’s
hope was that these clients, disillusioned with traditional brokers and
investment bankers, would be attracted by the opportunities for one-
on-one conversations with a personal financial advisor who would
provide investment ideas on matters ranging from asset allocation to



THE CHALLENGE OF MANAGING HUMAN RESOURCES 147

stock selection. Thus was born Schwab Private Client, which began
on May 16, 2002. The new strategy required a change in workforce
capabilities. The order takers who were the backbone of Schwab’s
brokerage were now under-qualified to offer the kind of advice the
new private clients wanted. To help close this skill gap Schwab began
hiring more expensive “investment consultants” from other financial
companies. The success of the new initiative will depend on the abil-
ity of Schwab to assimilate and retain the new employees while also
maintaining the commitment of the older employees. As it moves
away from its roots as a discount brokerage firm, Schwab’s corporate
culture must change to support this new strategy.*®

Another example of a change in strategy that affected human
resources could also be found at airports around the United States
soon after two hijacked airplanes were intentionally flown into
New York City’s World Trade Towers on September 11, 2001. The
incident raised serious questions about airport security and the capa-
bility of airport baggage screeners and security personnel. Prior to
9/11, publicly held companies provided airport security and paid
employees slightly more than minimum wage. It was also discov-
ered that the background checks made on new hires was lax and
people with criminal records were sometimes hired. After 9/11, the
airport security system was revamped and new standards and equip-
ment were put in place for baggage and passenger screening. Train-
ing procedures and standards were also upgraded and made more
rigorous. These changes required a parallel improvement in
employee capability and performance. As a result, selection and
training systems also had to be adjusted and salaries were raised to
reflect the increased level of employee skill.

Examples of Good Human Relations

As Vince Lombardi said, “The challenge for every organization is
to build a feeling of oneness, of dependence on one another
because the question is usually not how well each person works, but
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how well they work together.” Several organizations have made
managing human resources and relations a priority and have put in
place effective programs and processes that are coordinated across
the organization to ensure employees are highly motivated, capa-
ble of doing their current job, and prepared to take on the next
assignment. General Electric, Southwest Airlines, and Pitney
Bowes are three examples of companies that have been successful
in managing human relations.

General Electric

GE has long been recognized as an industry leader for the train-
ing and development of its employees. Providing their employees
with top-quality training has allowed GE to become one of the
most successful companies in America. GE has also been called
“one of the best at grooming top talent internally.”” When Jack
Welch was about to retire, the candidates to be his successor were
all GE managers. In 2001, Jeffrey Immelt, the head of GE Medical
Systems, was selected as the new CEO. GE executives also have a
reputation for becoming CEOs at other companies. Soon after
Welch’s retirement, James McNerney, head of the GE aircraft
engine division, was named CEO and chairman of 3M, and Robert
Nardelli, head of the GE power systems division, became president
and CEO of Home Depot, Inc.

Under former CEO Jack Welch, GE implemented various
training programs for their employees to boost productivity and
worker education. Welch is credited with introducing “reverse
mentoring” to his company, a process through which employees
with certain strengths and knowledge bases mentor other employ-
ees, including some bosses. In 1999 Welch implemented the pro-
gram at GE and ordered five hundred of his top managers to find
workers who were well-versed in the Internet and tap into their
expertise. His goal was to use the knowledge that resides within an
organization to its full advantage.®
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Southwest Airlines

The top management at Southwest Airlines has focused on
building and maintaining high levels of employee motivation. For-
mer CEO Herb Kelleher, who has been called the most effective
airline chief in the industry, created a corporate culture in which
workers are loyal and committed to achieving maximum produc-
tivity.” The basics, according to Kelleher, are to hire motivated peo-
ple, give your employees creative space to plug their ideas into their
jobs, and involve them in the decision-making processes.”® If
employees feel that their ideas are valued and they really make a
difference, they will work harder for the organization. After the
9/11 attacks by terrorists, other airlines scrambled to cut costs
by laying off employees, but Southwest did not lay off a single
employee. The current CEO—James Parker—provided the fol-
lowing explanation: “We try to treat other people the way we
would like to be treated. [ believe we followed the Golden Rule
with respect to our employees, our customers, and our shareholders
in the aftermath of Sept. 11.”"

Pitney Bowes

Another company that manages human resources well is Pit-
ney Bowes. At Pitney Bowes the HR professionals provide the
resources needed to support leadership development, such as
360-degree feedback, traditional training programs, and leadership
simulations, as well as a talent management system to help build
the leadership bench for the future. The work of managing human
resources at Pitney Bowes started with a revision and validation
of their existing leadership competency model to ensure it reflected
the “One Pitney Bowes” philosophy. The competency model
was then used in a survey of the top 185 leaders to identify strengths
and skill gaps. The team created a simple visual format that graph-
ically described the performance, potential, and competency assess-
ment of each top leader and provided relevant background
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information about the person. This information was used to create
succession plans, to support the performance management process,
and to facilitate other development initiatives. Using a consistent
approach across the organization streamlined and simplified the
process and enabled Pitney Bowes to identify leadership gaps. By
using a common format and language, they are better able to sup-
port cross-functional mobility and develop managerial talent con-
sistent with their competitive strategy. The visual model is used to
track progress in developing skills and competencies for each of the
leaders assessed, and it provides a tool to monitor changes and the
development of organizational capability over time.

Examples of Human Relations Problems

Indicators of poor human relations include employee distrust, low
commitment to the organization, high turnover, and grievances or
lawsuits filed against the company by groups of employees. Some
organizations that have provided examples of poor human relations

include Denny’s, the U.S. Postal Service, and Radio Shack.

Denny’s

Many organizations have periods when, due to poor employee
policies or poor implementation of acceptable policies, human rela-
tions reach a low point. Denny’s, the nation’s largest family restau-
rant chain, is one such example. In the early 1990s Denny’s found
itself faced with series of racial bias lawsuits. The company settled
those cases and took immediate action to address the problem.
They found that their recruiting practices were partly to blame, and
they hired recruitment firms owned by minorities and women to
take advantage of their more diverse networks. Denny’s also found
that its performance appraisal system placed no value on diversity
and had no incentive to hire diverse candidates. To address this sit-
uation, the company changed the process so that it was focused on
ten core competencies, including valuing diversity. They also based
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25 percent of senior management’s bonuses on the number of
women and minorities in their divisions."

Although Denny’s made improvements in the area of diversity,
their human relations problems were not completely behind them.
In June of 2000, ninety managers of Denny’s operations in Wash-
ington State sued the company, claiming Denny’s routinely forced
managers to work as much as twenty-five hours per week overtime
without pay. The lawsuit also claimed that Denny’s misclassified
salaried employees as managers, thus exempting them from over-
time, even though 50 percent of their time was spent on tasks typ-
ically performed by hourly workers."

United States Postal Service

“Going postal” is a phrase that has entered America’s vocabu-
lary due to the U.S. Postal Service’s unenviable reputation as a
place where work tensions are apt to boil over into violence. The
Postal Service has been trying to improve its human relations for
years, with mixed success. Over the years relationships have dete-
riorated to the point where even the smallest disagreements
between workers and supervisors are difficult to settle. In 1995,
according to the Government Accounting Office, unresolved
grievances within the Postal Service had soared to 73,300. Much
of the breakdown in human relations has been attributed to the
Postal Service’s authoritarian, command and control culture. Many
supervisors appear to enforce rules and regulations to the letter.
According to union officials, these supervisors use a “get tough”
policy with the workers and take arbitrary disciplinary action to
show them who is in charge. In addition, over the years, restruc-
turing has led to the loss of tens of thousands of experienced work-
ers. As a result, many inexperienced workers were suddenly put
into supervisory jobs and asked to manage their former peers, who
were overworked and angry about the changes.'* Although things
have improved somewhat in recent years, both unions and man-
agement indicate they still have a long way to go.
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Radio Shack

In 2002, Radio Shack settled a class action lawsuit (while deny-
ing any wrongdoing) filed on behalf of 1,300 current and former
store managers. The suit claimed that store managers spent more
than half their time selling and cleaning the stores and were not
being paid for the overtime they put in. “It gets quite stressful, very
tiring,” says Omar Belazi, the lead plaintiff. “You get up and go to
Radio Shack and go home and go to sleep. They gave me all these
sales achievement awards, but it didn’t do me any good. They
didn’t pay me.”"

Ways to Improve Human Resources and Relations

Many studies show that employee motivation and commitment are
key determinants of job performance. To clarify what motivates
people on the job, Right Management Consultants surveyed three
thousand employees across several industries, including financial
services, manufacturing, hotels, and chemicals. Employees were
more satisfied, committed to the organization, and willing to stay
in their jobs when they: (1) understood how their jobs fit with the
overall strategy; (2) had a job that was a good fit with their skills;
(3) perceived that their direct manager was doing a good job;
(4) were part of a strong team; (5) were treated with respect and
courtesy; (6) perceived that everyone was held accountable for per-
formance; (7) perceived that decisions were made in a timely man-
ner; (8) received regular feedback and recognition; (9) had an
opportunity to improve skills; (10) perceived that the organization
was committed to employee success; and (11) had a good pay and
benefits program.'® Two additional findings emerged from the study.
The first was that, contrary to what many people may believe,
money is not the key factor in motivating and retaining good
employees. The best employees desire learning opportunities,
meaningful feedback, and healthy relationships with their bosses
and co-workers."” The second finding was that the behavior of an
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employee’s immediate boss is an important determinant of job sat-
isfaction and commitment.

[t is obvious from extensive prior research conducted during
the past half-century that an important component of leadership
effectiveness involves ensuring that people are highly motivated
and have the skills and knowledge they need to do the job. Lead-
ers can use relations-oriented behaviors to influence mutual trust
and cooperation, the skills and confidence of people, job satisfac-
tion, and commitment to the organization. Evidence for these
effects comes from more than a half-century of research on many
thousands of managers. The direct behaviors most relevant for
influencing human resources and relations include developing, rec-
ognizing, supporting, consulting, empowering, and team building.
Although used most often with direct reports, there are also situa-
tions where the behaviors can be used with peers, bosses, or people
outside the organization (e.g., clients, suppliers, joint venture part-
ners). Managers can also influence human resources and relations
through indirect forms of leadership, such as programs, manage-
ment systems, and structural features.

Conclusions

Human resources and relations are always important, but especially
when the work is complex and difficult to master, when the task
requires a high level of cooperation and teamwork, or when it is
difficult to attract and retain competent people. The importance of
this performance determinant is also increased in situations where
necessary improvements in efficiency and adaptation can only be
achieved by the collective efforts of talented, highly motivated
members of the organization. The challenge for leaders is to mobi-
lize people, focus them on high-priority outcomes, and ensure they
have the capability to do the work. Direct and indirect forms of
leadership that are relevant for improving human resources and
relations are described in the next two chapters.






Chapter 9

Leader Behaviors for
Enhancing Human Resources

Some leader behaviors are especially relevant for enhancing human
resources and relations. These people-oriented behaviors include
supporting, recognizing, developing, consulting, empowering, and
team building. In this chapter we examine these behaviors in more
detail and provide guidelines for using them effectively.

Supporting

Supporting includes a variety of behaviors by which a leader shows
consideration, acceptance, respect, and concern for the needs and
feelings of others. Examples of supporting include backing people
up in a difficult situation, giving encouragement when a person has
a difficult or stressful task or responsibility, offering to provide
advice or assistance when someone needs help with a difficult task
or problem, and being patient and helpful when giving complicated
explanations or instructions.

More supporting is necessary when deadlines are tight and peo-
ple are working long hours to meet them, when people are frustrated
and discouraged by temporary setbacks and lack of progress on major
projects, when the work is repetitive and tedious, when it is neces-
sary to interact with demanding or dissatisfied customers, when peo-
ple are going through major changes in their personal lives (new
baby, relocation, divorce, death or serious illness of family member),
when people have serious illness or injury, and when people are wor-
ried about their safety or the safety of their families. Guidelines for
demonstrating supportive leadership are shown in Table 9.1.

155
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Table 9.1: Guidelines for Supportive Leadership

Show positive regard and concern for people
¢ Provide empathy and support when someone is upset or worried

Enhance and maintain the self-esteem and confidence of others

e Provide assistance with work-related or personal problems when it
is needed

Remember names and important details about people

Supportive leadership conveys positive regard for others and
shows that the leader views them as worthy of respect and consid-
eration. The use of supporting behaviors helps build and maintain
effective interpersonal relationships with others and is strongly
related to satisfaction with the leader.!? Effective leaders try to
spend some time with direct reports and important colleagues to
get to know them better and relate to them as individuals. In the
process, there are opportunities to build mutual respect and trust
that will provide the basis for a cooperative working relationship.
The emotional ties created by supporting make it easier to gain
cooperation and support from people on whom the leader must rely
to get the work done. It is more satisfying to work for or with some-
one who is friendly, cooperative, and supportive than with some-
one who is cold and impersonal, or worse, who is hostile and
uncooperative.

People need to feel that they are held in high regard as human
beings as well as being valued for what they contribute to the orga-
nization’s success. One way to demonstrate interest in someone as
an individual is to show that you remember details that are signifi-
cant for the person, including interests and activities outside of the
workplace (birthdays, family trips, hobbies, names of children).
Another form of supportive behavior is to say and do things that
strengthen a person’s self-esteem and confidence. Such behavior is
especially relevant when assigning work to a direct report who is
worried about being able to do it effectively. Research has shown
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that the person who feels competent is likely to perform better than
a person who feels incompetent.’

A good measure of supportive leadership is how you react when
a colleague or direct report is upset or worried about some aspect of
the work. By listening attentively and trying to show that you
understand what a person is saying and feeling, you communicate
strong concern and the desire to be helpful. Effective leaders are
able to suspend their biases and preconceptions, make an active
effort to understand and appreciate why someone is upset, demon-
strate sincere sympathy, and provide appropriate support (comfort-
ing words, adjustment of assignments or deadlines, backing the
person up during a stressful or controversial situation).

Supportive leadership is also relevant when a personal prob-
lem is adversely affecting job performance. Roy Pelaez works for
Aramark and leads a workforce of 426 mostly low-paid immi-
grant employees who clean airplanes for Delta and Southwest.
Morale was very low, turnover was 100 percent, and passenger
valuables found during clean-up were sometimes kept by the
crews. To turn the operation around, Palaez believed he had to
help his employees deal with aspects of their personal lives that
were affecting their work. “Any problem that affects the
employee will eventually affect your account,” he says. “If you
take care of the employees they will take care of you and your
customer.” [t was in this spirit that he brought in English-lan-
guage teachers to tutor employees on their own time, he added
Friday citizenship classes to help employees become citizens, he
arranged for certified baby sitters subsidized by government pro-
grams, he invited representatives from the IRS to come and give
free tax advice to help low-income earners take advantage of an
earned income tax credit, and he brought in another govern-
ment representative to tell employees how they could get free
health insurance for their children. The result was just as dra-
matic as his actions; turnover dropped to 12 percent per year, and
250 wallets with more than $50,000 in cash were returned to pas-
sengers who left them on airplanes.*
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In another example, although not evident when he began the
conversation, a managing director at a large investment bank
found himself faced with a situation involving a direct report with
a personal problem. The managing director had anticipated a
straightforward discussion about performance, but the employee
became angry and upset by what he characterized as unjust accusa-
tions. They both agreed to take a few minutes to cool off before
continuing the conversation. When the employee walked back
into the office, he admitted that he had a substance abuse problem.
The managing director took time to listen and communicate how
important it was to deal with the problem, for personal as well as
career reasons. Both agreed that a referral to the employee assis-
tance program was in order. At the end of the conversation, the
employee thanked his boss for being sympathetic and nonjudg-
mental and indicated that having a chance to talk about his prob-
lem had been an enormous relief.

Supportive leadership is often demonstrated as part of a broader
interaction, and it can take many forms. Consider the following
examples. When a sales representative was concerned he might not
receive credit for a sale made outside his region, even though he had
played a significant role in closing the deal, the boss helped to per-
suade the other regional manager that the sales representative
should get partial credit for the sale. In another example, when an
employee at an investment bank was concerned about not spending
enough time with her young children, the managing director she
reported to arranged for her to work from home two days a week.

Recognizing

Recognizing is giving praise and showing appreciation to others for
effective performance, significant achievements, and special con-
tributions. This type of leadership behavior has several potential
benefits, including improved relationships, higher job satisfaction,
and stronger commitment to the organization. Although we typi-
cally think of recognition as something that is given to direct
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reports, it can also be used with colleagues, with people outside the
organization, and even with bosses. Recognizing can take many
forms, and it includes providing praise, giving awards, and holding
recognition ceremonies.

Everyone from the clerk in the shipping department to the vice
president of operations wants to be recognized for effective perfor-
mance, significant achievements, and important contributions. We
all want to be winners or heroes. Recognizing can be one of the
most effective behaviors for improving working relationships.
Guidelines for effective recognition are summarized in Table 9.2.

Surprisingly, despite its general relevance and potential effec-
tiveness, recognizing is also one of the most underutilized leader-
ship behaviors. Many leaders fail to notice and reward positive
behavior by their direct reports. It is much more common to notice
and criticize ineffective behavior under the mistaken impression
that criticism will prevent it from happening again. Although crit-
ical feedback can be an important part of performance manage-
ment, positive reinforcement is usually more effective,

To determine what sorts of contributions and accomplishments
merit recognition, it is first necessary to determine what things are
important for the success of the work unit and consistent with the
values of the organization. With a little effort, it is possible to find
examples of effective behaviors and indicators of successful perfor-
mance in any type of job. Examples of things that may merit recog-
nition include: demonstrating initiative and extra effort in carrying
out an assignment; achieving challenging performance goals and

Table 9.2 Guidelines for Recognizing

® Recognize a variety of contributions and achievements

e Actively search for contributions to recognize

e Use a variety of appropriate ways to provide recognition

¢ Be sincere, timely, and specific when providing recognition

® Recognize commendable efforts that were not successful
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standards; making personal sacrifices to accomplish a task or objec-
tive; offering helpful suggestions and innovative ideas for improv-
ing efficiency, productivity, or the quality of the unit’s products and
services; making special efforts to help a co-worker or a customer
deal with a problem; and contributing to the success of other indi-
viduals or teams.

In the words of Ken Blanchard, it is important to “catch people
doing something right.” Ralph Gonzalez, a store manager with Best
Buy in Florida, took this idea very literally and with great results.
Ralph was charged with turning around one of the stores with
declining performance. He began providing recognition to employ-
ees for any small achievement. In addition, he gave employees
whistles to blow every time they caught someone doing something
that supported the turnaround. In short order Ralph’s store became
one of Best Buy’s best stores as measured by almost any metric:
sales growth, profit growth, customer satisfaction, or employee
retention.” As Ralph Gonzalez demonstrated, recognition does
not take much time and costs little or nothing, yet provides pow-
erful benefits.

Many people think of recognition as appropriate only for major
achievements, thereby limiting the opportunity to gain the bene-
fits of this potent leader behavior. It is not uncommon to provide
recognition for highly visible achievements, while largely ignoring
people whose contributions are less visible and more difficult to
measure. However, the people who get no recognition may be the
ones who need it the most. Recognition should be given to people
in support functions as well as to people in line functions (such as
production or sales) where it is easier to measure performance.

Another fallacy is that recognition must be limited to success-
ful efforts. Recognizing honorable failures communicates that the
organization values risk taking and initiative. For example, cele-
brating when a research scientist terminates a project that is failing
rather than prolonging it at great cost to the company reinforces
the search for innovative approaches, but also communicates the
value of limiting exposure and risk.
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Some managers believe that recognition should be limited to a
few best performers in each type of job, thereby creating strong
competition among people. However, extreme forms of competi-
tion can create undesirable side-effects, such as unwillingness to
help coworkers and resentment by people who perform well but
receive no recognition because someone else had slightly better
performance. If limited to persons with exceptional performance,
most people would receive little recognition. It is better to recog-
nize many winners rather than only a few. For example, the leader
can give an award to everyone who exceeds a challenging perfor-
mance standard rather than giving an award only to the person
with the best performance.

Even for people with only average performance, some form of
recognition for significant improvements in performance can
encourage and strengthen efforts toward additional improvements.
Recognition of improvement is especially relevant for new employ-
ees or employees who do not have much self-confidence. The
leader should clearly communicate an expectation of continuing
progress toward excellence, not acceptance of average performance
as adequate. Even when recognition is provided to many people, it
is still possible to have different amounts of recognition for differ-
ent levels of performance. Unless the people with the best perfor-
mance receive greater recognition, their accomplishment will be
unnecessarily diminished and the desired benefit from recognition
may not be realized.

Leaders generally use three types of recognition: praise, awards,
and recognition ceremonies. Awards and recognition ceremonies are
often established as formal programs, and they are described in the
next chapter. In contrast, praise is usually an informal activity that is
directly provided by a leader, and it can be used for peers and bosses
as well as for direct reports. Praise is more likely to be successful if
it is specific, relevant, and timely. Instead of merely commending
someone for carrying out an assignment or completing an initiative
well, it is better to explain what the person did well and why it
is important to the team or organization. Describing the person’s
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behavior and the beneficial impact it had will clarify why the behav-
ior was deserving of recognition. Specific praise is more believable
than general praise because it shows that you actually know what
the person has done and have a sound basis for a positive evalua-
tion. In addition, citing specific examples of effective behaviors
communicates what behaviors you value and guides the person
toward repeating those behaviors in the future. Finally, research
shows that praise is more effective when provided soon after desir-
able behavior occurs, rather than waiting until a future time, such
as saving it for the annual performance appraisal.

There is no simple, mechanical formula for determining what
type of recognition to use. The appropriate form of recognition will
depend on the type and importance of the accomplishment to be
recognized, the norms and culture of the organization, and the
characteristics of the leader and recipient. Whatever form of recog-
nition is used, it must be sincere. Most people are able to detect
efforts to manipulate them with praise or rewards. Finally, leaders
should avoid overusing a particular form of recognition, because its
effect can be diminished if it becomes too commonplace.

Developing

Developing includes several managerial practices that can increase
relevant skills, aid adjustment to the current job, and facilitate
career advancement. Examples of developing behavior include pro-
viding coaching and feedback, encouraging people to participate in
relevant training programs, setting developmental goals for direct
reports, making developmental assignments, promoting a person’s
reputation in the organization, and providing opportunities for peo-
ple to demonstrate their skills and potential for advancement.
Developing is usually done with a direct report, but it may also be
done with a peer, a colleague, or even with a new, inexperienced
boss. Responsibility for developing direct reports can be shared
with other members of the work unit who are competent and expe-
rienced. For example, some leaders assign an experienced employee
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to provide coaching and advice to a new employee in the unit.
Guidelines for developing others are provided in Table 9.3.

Developing offers a variety of potential benefits for the orga-
nization, the leader, and the recipient. Potential benefits for the
organization include higher employee commitment, higher per-
formance, and better preparation of people to fill positions of
greater responsibility in the organization as openings occur.
Potential benefits for the leader include better working relation-
ships and a sense of satisfaction from helping others grow and
develop. Potential benefits for recipients include better job
adjustment, more skill learning, greater self-confidence, and faster
career advancement.

Coaching is one of the most effective ways for leaders to
enhance human resources, and it includes efforts to improve skills
relevant for performing future jobs, not just skills necessary to per-
form a current job. Even a highly motivated person may not be able
to improve performance or learn new skills without assistance, and
coaching is one way to provide this assistance. Sometimes it is
appropriate to offer specific advice about how to do a difficult task,
but in many cases it is more helpful to assist the person in discov-
ering how to solve a problem or improve performance.

Effective coaches help people assess their strengths and weak-
nesses, identify reasons for mistakes or problems, and evaluate
whether improvement plans are feasible and appropriate. Asking
probing questions is a good way to help a person identify key issues
and explore options that were not obvious. Sometimes it is helpful

Table 9.3. Guidelines for Developing

Provide help in assessing skills and identifying strengths and weaknesses

¢ Be patient and helpful when providing advice or instructions

Provide opportunities to learn new skills and demonstrate competence

¢ Encourage and facilitate attendance at relevant training activities

Provide helpful advice about career advancement and job success
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to suggest specific things the person may want to consider when
confronted with a difficult problem.

An essential quality for effective coaching is patience. You can-
not expect people to change overnight or learn everything imme-
diately. It takes time to learn complex skills, and learning is
inhibited when someone is frustrated and anxious. It is important
to be helpful and supportive when a person is frustrated and dis-
couraged by slow progress or repeated mistakes.

Like coaching, career counseling can be used to increase the
skills and self-confidence of direct reports and help them achieve
their potential. In order for it to be done effectively, career coun-
seling requires an understanding of the other person’s background,
interests, and career aspirations. Spending some time with each
direct report is the best way to gather this information. To avoid
becoming overbearing, it is advisable to ask a direct report to indi-
cate how you can be helpful in his or her career planning process.
Some potential forms of assistance that can be provided to a direct
report include: encouraging the person to set ambitious career goals
that are consistent with the person’s ability and interests, helping
to identify career paths and promotion opportunities in the orga-
nization, and explaining the advantages and pitfalls of various
assignments or potential job changes. Often it is useful to share
insights learned from experience with problems or choices similar
to those now faced by the person. Another way to help is to suggest
someone else in the organization or profession who can be trusted
to provide good career advice.

One way to facilitate career advancement is to help a direct
report identify and acquire the skills needed to prepare for a pro-
motion, new assignment, or a career change. To help direct reports
acquire relevant skills, a leader can inform them about opportuni-
ties for skill acquisition (training programs, courses, workshops),
encourage them to take advantage of these opportunities, and facil-
itate attendance by providing financial compensation and rear-
ranging the work schedule to allow time away from work.
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Another way to facilitate skill acquisition is to make develop-
mental assignments that provide an opportunity to assume new
responsibilities. It is important to provide opportunities to learn
from experience in dealing with challenging assignments, but it is
also essential for the person to experience progress and success in
learning new skills rather than a series of repeated failures. Thus,
developmental assignments must be made carefully, and the leader
should provide adequate support, encouragement, and coaching. For
example, in many investment-banking firms the development of
junior bankers is seen as an important responsibility of the senior
bankers. Frequently the development process starts with doing the
research related to a particular deal and working on the team that is
preparing the proposal. The senior banker provides coaching, and
suggestions are made to help enhance performance. As junior
bankers gain more knowledge and expertise, they are invited to
attend client meetings as observers. When there is evidence of suf-
ficient learning, the junior banker may be asked to participate in the
sales call and the presentations to the client. As the person’s confi-
dence and competence increase, the senior banker will delegate
more responsibility until, eventually, the junior banker becomes a
primary interface with members of the client organization.

Leaders can also facilitate the career advancement of direct
reports by promoting their reputation, increasing their visibility in
the organization, and helping them develop networks of contacts
with important people. For example, you can introduce a direct
report to important people at meetings or social events, tell superi-
ors and peers about the person’s achievements and expertise, and
assign the person to a high-profile project or committee that pro-
vides an opportunity to gain more visibility in the organization and
demonstrate relevant skills.

An example of developing by a first-line supervisor is provided
by Dan Greaves, a shift supervisor at Dyno Nobel, a maker of
explosives and explosive devises. An employee with a Machine
Operator [ classification may move up to a Machine Operator 11
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classification after one year if certain production criteria are met.
Cindy, a Machine Operator I, approached Dan and asked if she
could be moved up to the next category before completing her year.
When Dan checked her performance he found she had the lowest
numbers on the shift. He explained that her performance had to be
exceptional for her to be moved up sooner and told her that he
would re-evaluate her in one month. During the next few weeks
Dan spent time with Cindy at her machine pointing out shortcuts
that the top producers used to raise their efficiency levels. He reg-
ularly monitored her performance and made a point to provide
recognition when it was good. As a result, Cindy became the top
producer in the department and received her upgrade at the end of
the month.*

Consulting

Consulting means involving people in decisions that will affect
them. This type of behavior, which is sometimes called “participa-
tive leadership,” can take different forms that involve different
amounts of influence over the final decision. The options include
asking for suggestions before making a decision, revising a tentative
decision after listening to the concerns expressed by others, and
asking an individual or group to make a decision jointly with you.
You can invite people to participate in any stage of the decision
process, and the stages include diagnosing a problem to determine
the cause, selecting decision criteria, identifying alternatives, eval-
uating alternatives against decision criteria, and developing action
plans for implementing the decision.

Examples of consulting behaviors include asking people to help
plan a task or activity that will require their support and assistance,
describing an objective or strategy in general terms and inviting
others to suggest ways they could help to attain it, and modifying a
tentative proposal or plan to deal with their concerns and incor-
porate their suggestions. Consulting should be used with direct
reports and colleagues when they have relevant knowledge and
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information needed to develop strategies and plans, and when the
success of a decision or plan depends on their commitment to
implement it successfully

Potential benefits from participative leadership include better
decisions, more understanding of the reason for decisions, more
commitment to implement decisions successfully, and higher job
satisfaction. When people are invited to participate in making a
decision or planning an activity or change, they are more likely to
understand the issues relevant for a decision and the reasons why a
particular alternative was accepted or rejected. Participating in the
process also gives people the opportunity to voice concerns about
a proposal and to influence the development of a solution that
deals with these concerns. People feel valued when they are
involved, and they are more motivated to work toward accom-
plishing goals that are important to the organization and to the
work unit. These potential benefits are not automatic, however,
and if consulting is not used skillfully for appropriate situations it
can have negative consequences. Table 9.4 outlines actions rele-
vant to participative leadership.

An example of participative leadership is provided by a senior
HR executive at UBS. She was already the head of payroll and
compensation, and restructuring within the company also gave
her responsibility for managing the Benefits Group, which added
forty-five people to her headcount and four additional direct
reports. She realized that the structure of her expanded unit
needed to change to create more efficiencies and enable her to

Table 9.4. Guidelines for Consulting

e Encourage people to express concerns and make suggestions

Look for ways to build on a suggestion rather than dismissing it

Show appreciation for suggestions and constructive criticism

e Listen to dissenting views without becoming defensive

Explain how a suggestion was used or why it could not be used
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manage the unit effectively. Although she had the authority to
make structural changes on her own, she realized that consulting
with the managers who reported to her would help gain their com-
mitment to any changes and decisions that were made. Participa-
tion in the decision making would also provide an opportunity for
the managers to develop their skills, and it would improve morale
during a tough economic time when raises and bonuses were sparse
and layoffs were rampant. With these objectives in mind, she began
a series of meetings to assess the current organizational design
and determine the best options for restructuring. At first, the man-
agers were reluctant to share information because they had not
been consulted on such decisions previously. However, once she
explained that she was looking for their input and demonstrated
that their ideas truly mattered by incorporating their suggestions
into the solution, they felt empowered and the exchange of ideas
became more fruitful.

To elicit more candid reactions and helpful suggestions during
consultation, it is better to present a tentative proposal and encour-
age people to improve it, rather than asking people to react to an
elaborate plan that already appears complete. In the latter case,
people will be more inhibited about expressing concerns that
appear to be criticisms of the plan. Another way to encourage can-
did expression of concerns is to listen carefully without becoming
defensive or angry. Use restatement of a person’s concerns in your
own words to verify that you understand and to show that you are
paying attention.

How suggestions are treated during consultation is also impor-
tant, especially novel ideas that may not be fully appreciated when
initially proposed. Many people tend to focus on the weaknesses of
anew idea, without giving enough consideration to its strengths. It
is helpful to make a conscious effort to find positive aspects of an
idea before mentioning negative aspects. An initial idea that is
incomplete can often be turned into a much better idea with a lit-
tle conscious effort. Even an idea with obvious weaknesses should
not be automatically rejected. By discussing how the weaknesses
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could be overcome, it may be possible to develop better ideas that
build on the original one.

[t is important to make a serious effort to use suggestions and
deal with concerns expressed by the people who are consulted. Peo-
ple will stop making suggestions if they are dismissed without seri-
ous consideration or simply ignored

Whatever the outcome, it is important to get back to people and
explain how their ideas or suggestions were used, or how a proposal or
plan was modified to respond to their concerns. Appropriate recogni-
tion and appreciation should be provided for helpful ideas and sug-
gestions. If an idea or suggestion was not used, thank the contributor
and explain the reasons why it was not feasible or appropriate.

Empowering

Empowering is allowing substantial responsibility and discretion for
meaningful tasks that are important, giving people the information
and resources needed to make decisions and implement them, and
trusting people to solve problems and make decisions without
receiving prior approval. An important component of empowering
is delegation, which involves assigning new projects and responsi-
bilities to individuals or a team and providing the authority,
resources, direction, and support needed to achieve the expected
results. Guidelines for empowering are outlined in Table 9.5.

In today’s organizations, leaders are neither able nor expected
to do everything themselves. Substantial delegation is essential in

Table 9.5. Guidelines for Empowering

Allow people appropriate discretion in how to carry out an assignment

¢ Encourage initiative in solving work-related problems

Delegate relevant decisions to competent individuals and teams

Provide adequate formal authority for an assigned task

Treat mistakes and failures as a learning experience
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fast-changing environments that require high initiative and a quick
response by front-line employees. Delegation is also important in
organizations that have flattened their hierarchies and increased
the number of people reporting to each manager.

Delegation has several potential benefits, including better and
faster decisions, more commitment to implement decisions, more
development of direct reports’ skills, more meaningful and inter-
esting jobs for direct reports, and less decision overload for the
leader. Delegation can result in better decisions when individuals
or teams have more expertise or are closer to the problem and can
obtain more timely information. There is likely to be more com-
mitment to implement a decision when people feel that they have
ownership of the decision and are accountable for the conse-
quences. Delegation can provide more opportunity for people to
learn new skills as they struggle with a challenging task that
requires them to exercise initiative and problem solving. When a
leader is overloaded with responsibilities, delegation is a good way
to free time to focus on key responsibilities.

The potential benefits of delegation will not be realized unless
it is used in situations where it is appropriate, and it is carried out
in a skillful way. People are unlikely to be successful in carrying
out a delegated task unless they are provided adequate resources,
clear objectives, and appropriate authority and discretion. Failure
may result if responsibility for tasks is delegated to people who lack
sufficient expertise and essential skills or to people who are already
overloaded with other tasks and cannot get any relief or assistance
in doing them.

Delegation involves giving people the discretion to determine
how to do a task without interference, but it is only natural for the
leader to be concerned about the quality of the output or the abil-
ity of the person or team to handle problems along the way. To
achieve the potential benefits of delegation, the leader must find a
good balance between autonomy and control. Monitoring too
closely will send a message of lack of trust in a person’s ability,
but abdicating all responsibility may contribute to failure and frus-
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tration for the person or team assigned to the task. The leader
should clearly explain the amount of discretion to be allowed, and
it should reflect the skills and experience of the people who are
empowered.

Use of progress review meetings provides a way to monitor
progress without having to be involved too closely on a day-to-day
basis. Mistakes and failures should be treated seriously, but the
response should not be one of criticism or blame. Instead, the episode
should become a learning experience for both parties as they dis-
cuss the reason for the mistake and identify ways to avoid similar
problems in the future. If it becomes obvious that the person does
not know how to do some essential aspect of the work, the leader
should provide additional coaching and guidance.

Examples of effective empowerment can be found in many suc-
cessful companies, and they often involve front-line employees
who have direct contact with customers. For example, at Dell
Computers, a technician rushed to the airport to fix a customer’s
notebook computer while his customer was changing planes.
When British Airways allowed their customer service representa-
tives to deal with each case individually, rather than following rigid
protocols for handling customer complaints, their customer reten-
tion rate doubled to about 80 percent.” At Jetway Systems, Dan
Brown designed a console pre-tester on his own initiative, saving
delays that were costing the company up to forty-eight hours for re-
manufacturing of consoles that were discovered to be defective fur-
ther down the assembly line. The device resulted in a savings of

$20,000 over the first six months.®

Team Building

The purpose of team building is to increase mutual trust, coopera-
tion, and identification with the team or organization. Even a tal-
ented, well-organized team may fail to carry out its mission unless
there is a high level of cooperation, cohesiveness, and mutual trust
among team members. Cooperation is especially important when
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the group has tasks that require members to share information,
equipment, and other resources, help each other, and work in close
proximity for long periods of time under stressful conditions. Lack
of trust and acceptance is more likely to be a problem in newly
formed teams or in teams with members who disagree sharply about
work-related issues. A major challenge for leaders in this type of sit-
uation is to use team-building practices and related behaviors to
build mutual trust and cooperation. Table 9.6 outlines guidelines
relevant for team building.

Ceremonies and rituals can be used to increase identification
with the group and make membership appear to be very special.
Initiation rituals are used to induct new members into a group, and
retirement rituals are used to celebrate the departure of old mem-
bers. Ceremonies that are used to celebrate special achievements
or mark an anniversary of special events in the history of the group
are most useful when they emphasize the group’s values and tradi-
tions. Symbols of group identity such as a team name, slogan, logo,
or insignia can be very effective for creating strong group identifi-
cation, especially when group members agree to wear or display the
symbols of membership.

Rick Burch, a senior vice president at Pfizer, recognized the
power of symbols and ceremonies when he created the Master’s
Group for senior sales reps to reenergize a group of people who
were experiencing low motivation and burnout. He created self-
reinforcing teams of four to seven senior reps throughout the

Table 9.6. Guidelines for Team Building

Emphasize common interests and values

Talk about the importance of cooperation and mutual trust
e Use ceremonies, rituals, and symbols to develop team identity
e Use stories to communicate shared values and beliefs

® Encourage and facilitate positive social interactions

Celebrate work unit achievements and successes
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company and had the teams compete with each other and the rest
of the sales force. Each member of the team was given a green jacket
that resembled the famous jackets awarded at the master’s golf tour-
nament. The teams meet once or twice a year, and all the masters
meet once a year in San Diego to socialize and recognize team and
individual achievements. The impact has been dramatic—Burch’s
group has exceeded sales quotas and beaten sales force averages in
seven out of the last nine years.’

The development of a cohesive group is more likely if members
get to know each other on a personal level and find it satisfying to
interact socially. Periodic social activities such as dinners, lunches,
parties, and outings can be used to facilitate social interactions.
Various types of outings can be used to facilitate social interaction
(for example, go to a sporting event or concert together or go on a
camping or rafting trip). When group members work in the same
facility, social interaction can be promoted by designating rooms
that can be used for informal meetings, lunch, and coffee breaks.
The room can be decorated with symbols of the group’s accom-
plishments, statements of its values, and charts showing progress in
accomplishing group objectives.

Relationships Among the Behaviors

Although each of the specific behaviors can have a significant
impact on human relations and resources, these behaviors are
more effective when used in complementary ways. Consistent use
of supporting and recognizing conveys the leader’s respect and
positive regard for people and improves interpersonal relations.
These behaviors can be used effectively not only with direct
reports, but also with peers, bosses, and people outside the orga-
nization. Consulting, empowering, and developing can be used
together to improve decisions and build employee skills, self-con-
fidence, and commitment. Developing more skills and self-confi-
dence in people makes it more feasible to involve them in making
important decisions and to delegate important tasks to them. In
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turn, the performance of challenging tasks and assignments pro-
vides people with an opportunity to further refine their skills as
they learn from experience. Team building to increase mutual
trust and cooperation among people with an interdependent task
also makes it more feasible to empower the team to determine for
itself how to solve problems and accomplish shared goals. Devel-
oping the skills necessary for effective teamwork can facilitate the
more effective use of teams.

Conclusions

Behaviors that are directly relevant for enhancing human resources
and interpersonal relations include supporting, recognizing, devel-
oping, consulting, empowering, and team building. Although the
people-oriented behaviors focus on motivating employees and
building trust and cooperation, they are not “soft” skills; they have
a direct impact on achieving business results. Leaders at all levels
need to use a mix of the people-oriented behaviors in a way that is
appropriate for the situation. The people-oriented behaviors should
also be compatible with indirect aspects of leadership that are used
to enhance human resources and relations. These programs and
management systems are described in the next chapter.



Chapter 10

Programs and Management Systems
for Enhancing Human Relations

The specific people-oriented leadership behaviors can be used by
leaders at all levels of the organization to improve human relations
and resources. Most of the leaders at the highest levels in an orga-
nization also have an opportunity to initiate formal programs
or systems that are designed to improve human relations and
resources. This type of indirect leadership may involve the use
of human resource planning systems, employee development
programs, empowerment programs, recognition and reward pro-
grams, quality of work life programs, and orientation and team-
building programs.

Human Resource Planning Systems

Formal systems for human resource planning are essential for ensur-
ing that key jobs will be filled with qualified people. Common
names for these systems include talent management and succession
planning. The primary objective of such systems is the effective uti-
lization of human resources, but most human resource planning sys-
tems also seek to improve developmental opportunities for
individuals. Making the wrong choice to fill a key position, or not
having a successor ready when a position becomes available, can be
costly to an organization. Moreover, insufficient opportunities for
advancement can result in the loss of competent employees who
find better opportunities elsewhere.

Obviously, assessing talent, clarifying organizational needs, and
building a pool of talent that is capable of filling key positions

175
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should be done before the need arises. However, despite the obvi-
ous importance of human resource planning, many companies do
not appear to have an organization-wide system in place to ensure
that people will be ready to fill key positions. In the April 2000
Corporate Leadership Council’s study “Challenges in Managing
High Potential Employees,” 72 percent of companies predicted
they would have an increasing number of vacancies in leadership
positions over the next three to five years, and 76 percent were
concerned that they would not be able to fill those positions with
qualified people.! Only 1 percent of companies polled by Develop-
ment Dimensions International rate their succession management
plans as “excellent,” and about two-thirds describe them as “fair” or
worse.? Among the top two hundred firms, 50 percent of new CEOs
are outside recruits, compared to 7 percent in 1980.°

The impact of poor human resource planning can be seen in
the business press almost every day. For example, Mount Sinai Hos-
pital was unable to name a replacement when Judith Waterston left
her post as president and CEQO, even though they knew of her plans
months in advance.* McDonald’s had to bring James Cantalupo out
of retirement after the struggling company posted its first quarterly
loss in January of 2003.°

Human resource planning involves assessing the capabilities of
the organization’s current workforce, anticipating what skills and
knowledge will be required for success in the future, and determin-
ing how to recruit, develop, and retain people with relevant skills
and experience. This analysis will make it possible to identify any
gaps between the talent currently in place and the talent that will
be needed in future years. The assessment should be done in a sys-
tematic and consistent way, not in a superficial and sporadic way. In
most organizations with formal human resource planning, division
managers review the strengths and weaknesses of key employees
and the readiness of these individuals to take on more responsi-
bility. These division-level assessments are then combined into
a company-wide review of talent. The focus is on the progress
each employee has made since the last review and on the job
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assignment that would be most appropriate for the employee’s con-
tinued development.

[t is impossible to write about an effective talent management sys-
tem and not mention General Electric. The company uses succession
planning to help ensure that there are talented executives ready when
needed to fill key leadership positions. The GE process captures the
rigor and commitment required to make a talent management system
work. At the beginning of each year, the company’s top five hundred
executives meet to set business priorities. Then, at quarterly meetings
of the corporate executive council, leaders review talent requirements
and discuss what to do with the top 20 percent and the bottom
10 percent of employees. The council identifies the two or three most
qualified candidates to fill any high-level position that might become
vacant. If no qualified candidates are available for a position, a pri-
ority is set to develop candidates with methods such as making
stretch assignments to expand a manager’s skill and experience.®

Another company that has built succession planning into the
core of its culture is Wellpoint Health Network, a Fortune 500
health insurance company. All managers are required to oversee
the career development of their direct reports, and how well this
career planning is done is part of each manager’s performance
appraisal. Wellpoint’s Board annually evaluates the top five hun-
dred people to identify future leaders. A custom development plan
is created that includes training, job rotation, and coaching.
Progress is reviewed quarterly to ensure employees are on track to
achieve their development goals and that the goals are still rele-
vant. After this human resource planning system was implemented,
turnover decreased, and Wellpoint is now confident that it can fill
any top leadership position from a list of internal candidates.”

At Dana Corp., an auto parts maker, Southwood “Woody”
Morcott understood that developing organizational talent was a
process and not an event. When he became CEO, Morcott imple-
mented a formal succession planning process. Each business divi-
sion creates a “depth chart” for key employees that highlight their
strengths, weaknesses, and corporate experience. People on the
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depth chart are assisted by their supervisors in developing their
capabilities. Dana’s five-member policy committee has its own
depth chart to track a few dozen division managers and other
senior employees. Just as at the division level, training and devel-
opmental challenges are used to produce several qualified candi-
dates for the top leadership positions.®

An organization must ensure it is developing people at all lev-
els so that it has a continuous stream of potential candidates to feed
the system. To achieve this objective it is important that everyone
in the organization has a personal development plan. Such plans
should not be limited to a small number of high-potential employ-
ees. Development plans should be an output of the performance
review process and should be created collaboratively with the per-
son’s boss. The development plan for a person should be based on
an assessment of the individual’s strengths, weaknesses, and career
objectives. The plan should include specific actions and develop-
mental opportunities (job assignments, training programs) that will
provide the experience, skill, and knowledge needed to assume
additional managerial responsibilities.

Employee Development Programs

Most organizations have formal programs designed to develop
employee skills. Major types of developmental programs include
skill assessment and feedback programs, employee training pro-
grams, education assistance programs, and formal mentoring
programs. These programs are not mutually exclusive, and an orga-
nization may use all of them together to develop the skills needed
by employees to perform their current and future jobs.

Skill Assessment and Feedback Programs

The use of behavioral feedback has become a popular method
for leadership development. It is called by various names, includ-
ing 360-degree feedback, multi-rater feedback, and multi-source
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feedback. In a feedback program, leaders receive information about
their skills and behavior from a standardized questionnaire filled
out by other people such as direct reports, colleagues, and bosses.
In some programs the feedback includes narrative comments and
suggestions for improvement in addition to numerical ratings of
skills and behavior. Each participating leader receives a report that
summarizes the feedback. In most cases the leader will attend a
workshop conducted by an experienced facilitator who provides
assistance in interpreting the feedback and identifying strengths
and weaknesses. This information can be used to create develop-
ment plans and select appropriate developmental activities.
Compared to feedback workshops, assessment centers use more
intensive measurement procedures and multiple methods for assess-
ing managerial skills. The methods may include interviews, apti-
tude tests, personality tests, situational tests, an exercise to assess
oral presentation skills, and an exercise to assess writing skills.
Information from these diverse sources is integrated and used to
develop an overall evaluation of the person’s strengths, weaknesses,
and potential. Although assessment centers are most often used to
evaluate an employee’s skills and potential for advancement, they
can also be used to identify developmental needs for employees.

Training and Education Assistance Programs

Formal training programs are designed to increase employee
knowledge and skills, and there is usually more emphasis on skills
needed by people in their current positions than on skills needed
to prepare for promotion to a higher position. Most formal train-
ing occurs during a defined period of time, and it is usually conducted
away from the person’s immediate work site by training profes-
sionals. Formal training is especially appropriate for learning com-
plex skills that may not be easily acquired through informal
coaching. The leader should help employees find relevant training
courses that are available for employees. The courses may be
offered by the organization, by local colleges and universities, by
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professional associations, or by consulting companies. When review-
ing training opportunities, it is important to probe beneath the
superficial description presented in a college catalogue or training
brochure to determine whether the needed skills are actually
taught in a particular course or workshop.

Many organizations offer education assistance programs to
encourage learning and development by employees. The company
usually reimburses all or part of the tuition expenses for college or
university courses (or an advanced degree) that will enhance the
skills needed for an employee’s current job or for a more demand-
ing assignment in the company.

Mentoring Programs

Mentoring is a relationship in which a more experienced man-
ager helps a less experienced protégé. The mentor is usually at a
higher managerial level, but is not the protégé’s immediate boss.
The most basic principle of mentoring is to have a genuine concern
about an individual’s development and career progress. A mentor
should encourage a person to set ambitious career goals that are
realistic in terms of the person’s ability and consistent with the per-
son’s interests. Effective mentors encourage people to set specific
goals for self-development, respond enthusiastically to requests for
advice or assistance, and provide social and emotional support as
well as career-related support.

There is ample evidence that mentoring programs improve
recruitment, development, and retention of employees. In a study
by the Center for Creative Leadership, 77 percent of companies
reported that mentoring programs were effective in increasing
retention. In an Emerging Workforce study conducted by Sphe-
rion, more than 60 percent of college grads listed mentoring as a
criterion for selecting an employer. In a study by ASTD, 75 per-
cent of executives said mentoring played a critical role in their
career development. Mentoring can also promote better career
opportunities for women. According to Catalyst, 81 percent of
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female executives said a mentor was critical or important to their
career advancement.’

In an attempt to bring the benefits of a mentoring relationship
to a wider audience or to people who would not normally have
access to a mentor, many organizations began to implement formal
mentoring programs. These attempts at structuring a mentoring
relationship have had a mixed record of success because, according
to Chip Bell, senior partner with Performance Research Associates,
they are often “overly structured and crumble under their own
weight.”® The success of a mentoring program depends on how it
is implemented, including the selection and training of the men-
tors. Success is more likely when participation of mentors and pro-
tégés is voluntary, mentors have some choice of a protégé, both
parties understand the potential benefits and pitfalls, and both par-
ties understand their expected roles and responsibilities in the men-
toring process. Mentoring is not a one-way street in which the
mentor has all the answers, but rather a partnership for which both
people share responsibility. The core of a successful mentoring rela-
tionship is mutual trust and respect, which requires an investment
of time and effort from both parties.

One company with a good balance between formality and
informality in its mentoring program is Intel. The mentoring pro-
gram at Intel matches people not by job title or by years of service
but by specific skills that are in demand. The mentoring is not lim-
ited to one-on-one counseling. Email and the company intranet are
used to facilitate the matchmaking, and mentoring relationships
stretch across division boundaries. To ensure that the mentoring
program gets results, Intel also uses written contracts between men-
tors and protégés. !

Empowerment Programs

Several types of programs have been used to increase employee
empowerment, influence over decisions, and feelings of ownership.
The programs can take different forms, and variations can be found
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in different countries and for different types of organizations.
American universities often have a faculty senate with elected rep-
resentatives who share authority for some types of decisions. In
addition, the academic departments often have a chairperson with
a defined term of office who is elected (or nominated) by depart-
ment faculty. Voluntary organizations and local governments often
have elected officers who are required to hold open hearings on
major decisions, to disclose budgets and financial transactions, and
to obtain member approval for increased assessments. In some
European countries, the board of directors for a company is required
by law to include members representing employees, and some orga-
nizations have an employee council with elected representatives
from different subunits. In the United States, formal empowerment
programs found in many corporations include employee stock own-
ership programs, open-book management, and self-managed teams.
These corporate programs will be described in more detail.

Employee Ownership Programs

An employee stock-ownership plan (ESOP) is a type of tax-
qualified employee benefit plan in which all of the assets are
invested in the stock of the employer. Employees do not actually
buy shares in an ESOP. Instead, the company establishes an ESOP
by creating a trust and contributing money or stock to it. These
contributions are tax-deductible, and stock is allocated to individ-
ual employees based on seniority and compensation. Over eight
million employees in over eleven thousand companies participate
in such plans. ESOPs should not be confused with stock option
plans that grant employees the right to buy company shares at a
specified price once the option has vested. Stock options can be
given to as few or as many employees as the company desires, but
ESOPs must include all full-time employees. "

For ESOPs to promote a true culture of ownership, employee
shareholders must have a real voice in the way a company is being
managed.” One company that has achieved synergy between
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employee ownership and participation in decision making is
Reflexite Technology Corporation, which manufactures reflective
materials. In his first year of employment at Reflexite, factory
worker David Korncavage earned six shares of company stock,
which entitles him to twice-yearly dividends and monthly bonuses
based on the company’s financial performance. “I felt like I owned
a piece of the company right away,” he says. As an “owner,” he was
allowed to set his own daily schedule of tasks in the manufacturing
and materials-flow department, which range from tracking com-
puterized orders, to trucking parts to another Reflexite facility, to
sweeping the floor. “I've worked at traditional jobs where you bang
the clock, go home, and don’t think about work until the next
day,” says Korncavage. “Here I'm on call twenty-four hours a day,
and I'm glad to come in when a problem arises.”"*

Companies with a true ownership culture empower employees
by actively teaching them about the business and training them to
be owners. At Reflexite, for example, employees are taught to
understand financial terms so they can discern how company per-
formance relates to bonus and dividend payments or why dividend
payments fell sharply when management decided it was necessary
to invest capital in new plants in Ireland and Germany. Instilling
ownership awareness at Reflexite also extends beyond teaching
employees to read financial statements. “Every bit of technical or
quality training we do is piggy-backed onto owner-awareness train-
ing,” says Lisa Casey, Reflexite’s employee-development director.”

Open-Book Management

Another formal program to empower employees though com-
munication and learning is known as open-book management. As
the name suggests, top management “opens the books” to employ-
ees to give them a clear understanding of financial information,
such as revenues, profits, and costs.'® For this type of program to be
successful, however, it involves more than just sharing financial
information with employees; it also requires training that will
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enable employees to understand the information and use it to
improve company performance. A good example is provided by
Springfield ReManufacturing Corp. The CEO—Jack Stack—who
has increased sales from $16 million to $160 million, tries to ensure
that all employees receive weekly financial information about the
company and are able to understand it. Managers in each depart-
ment provide informal training on a specific item, such as the
labor-performance rate, and explain to employees how it is deter-
mined, how they affect it, and how it affects the company."”

Self-Managed Teams

A large part of empowerment is involving people in decision
making and encouraging people to make decisions themselves. One
type of program for increasing empowerment is the use of self-man-
aged teams. Unlike traditional work units where a formal manager
usually makes all the key decisions, members of self-managed teams
meet to determine how to do the work and who will do each task.
Self-managed teams are most appropriate for complex, self-contained
projects that require a high level of initiative, skill, and motivation.
Self-managed teams are not appropriate for independent tasks that
are performed individually by employees rather than by a team. As
noted by Henry Sims,'® the author of Business Without Bosses: “You
don’t use teams with insurance salesmen and long-haul truckers.””

Self-managed work teams offer a number of potential advan-
tages for an organization. Greater autonomy and variety can result
in more satisfied employees, with lower turnover and absen-
teeism. Having team members cross-trained to do different jobs
increases the flexibility of the team in dealing with personnel
shortages resulting from illness or turnover. Increased knowledge
of work processes helps team members solve problems and suggest
improvements. Employees who can make decisions and initiate
changes are more likely to take responsibility for their work and
may be more motivated to produce a high-quality product or ser-
vice. Finally, the changeover to self-managed groups typically
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reduces the number of managers and staff specialists in an organi-
zation, which lowers costs.®

How many of these potential advantages are realized depends
greatly on how the teams are implemented in an organization. When
used in an appropriate way, self-managed teams can increase mem-
ber commitment and improve quality and productivity. However,
self-managed teams are difficult to implement, and they can be a dis-
mal failure when used in inappropriate situations or without com-
petent leadership and adequate top management support.?'*

Recognition, Award, and Benefit Programs

Recognition, award, and benefit programs are widely used in organi-
zations to show individuals and teams that they are valued members,
to keep employees satisfied and loyal, and to sustain commitment to
business objectives and cultural values. There are numerous types
of programs, and they work best when tailored to the company’s
culture and business objectives.

Recognition Programs

Many organizations have programs to recognize continued loyal
service, significant contributions, or important achievements that
make an employee more valuable to the organization. As with infor-
mal praise, formal awards are more effective when the specific accom-
plishment or contribution is clearly cited. That way, other people
know why the award was given and understand that it was based on
meaningful criteria rather than favoritism or arbitrary judgments.
Awards that are highly visible reinforce private praise, because others
can share in the process of commending the person and showing their
appreciation. Formal awards are not only a form of recognition but
also serve to communicate values and priorities to people in the orga-
nization. Thus, it is important that awards be based on meaningful cri-
teria rather than favoritism or arbitrary judgments. The basis for
making the award is more important than the form it takes.
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[t is also common to use ceremonies and celebrations to for-
mally recognize contributions and achievements by individual
employees. Examples include recognition for continued years of
service at regular intervals (ten years, twenty years), achieving a
sales target, or being granted a patent for a discovery or process. A
recognition ceremony ensures that an individual’s contributions
and achievements are acknowledged not only by the person’s
leader and immediate co-workers, but also by other members of the
organization. Recognition ceremonies can be used to celebrate the
achievements of a team or work unit. Special events to honor par-
ticular employees or teams can have strong symbolic value when
attended by top management because they demonstrate the con-
cern for the behavior or performance being recognized. Such cere-
monies demonstrate greater appreciation for the behavior or
performance being recognized than a simple announcement in a
newsletter or on a bulletin board.

At Great Plains, employees who are nominated by their peers,
managers, and customers participate in a week-long company cel-
ebration during which top managers present deserving individuals
and teams with awards in categories, including innovation, cus-
tomer service, learning, quality, and lifetime achievement. During
the celebration, employees and their families participate in activi-
ties such as a picnic and formal dinner dance.”

At a major insurance company, the chief technology officer
includes a recognition ceremony in the annual meeting of his
extended management team of eight direct reports and their sixty
subordinates. The managers work in small groups to develop a list
of the accomplishments they consider most significant, and they
identify who was involved and each person’s contributions. Then
the accomplishments are presented briefly by the group’s spokesper-
son. This process not only informs people about what occurred in
the previous year, but it also has an energizing effect on the team;
sometimes they could not have imagined everything they did.
Finally, the CTO summarizes the themes that have emerged from
the presentations, explains how they contributed to the success of
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the business, and passes on favorable comments received from his
own boss or peers.

AFLAC, an international insurance company based in Colum-
bus, Georgia, has been named five years in a row as one of Fortune
magazine’s 100 Best Companies to Work for in America. In April
the company sponsors an Employee Appreciation Week. Every day
that week there is a series of giveaways, drawings, and rallies that
demonstrate the company’s appreciation for the effort its employ-
ees have made to support the business and serve customers.”

Employee Benefit Programs

Benefit programs are used to attract and retain talented employ-
ees in an organization. Benefits that are used for this purpose include
annual pay increases for employees, healthcare insurance, retire-
ment pension plans, subsidized stock purchase plans, and stock
option plans. How benefits are allocated to different types of employ-
ees communicates a strong statement about how they are valued by
the organization. In some organizations the benefits for all professional
employees and levels of management are approximately equivalent
(proportional to their salary), whereas in other organizations the
upper-level managers have unique benefits that are not available to
other employees. Examples of special benefits for executives include
retirement plans protected against bankruptcy, golden parachute
severance clauses in their employment contracts, subsidized hous-
ing, liberal expense accounts, and large interest-free loans. The dif-
ferential between the benefits provided to top management and
regular employees conveys an important message about the extent
to which regular employees are valued and appreciated.

Quality of Work Life Programs

Many people spend at least one-third of their day at work, and the
workplace enables people to fulfill their social needs as well as their
economic needs. Balancing the demands of work with the demands
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of an active family life can be challenging. It has been known for
some time that a pleasant and supportive work environment
increases satisfaction, motivation, and commitment to the organi-
zation.” Over the years organizations have developed a wide range
of programs to enhance the quality of work life and make member-
ship in the organization more enjoyable and desirable. The specific
objectives of the programs vary widely. Some programs are designed
to improve employee health and fitness, which affect job perfor-
mance and healthcare costs. Other programs are designed to make
it easier for people to deal with responsibilities and problems out-
side the job that might otherwise distract from job performance.
Examples include maternity leave, day care assistance, elder care
assistance, flexible work schedules, telecommuting, job sharing, and
on-site services such as dry cleaning and banking.

Serentec, a small firm that provides regulatory compliance sys-
tems validation for the pharmaceutical industry, has a unique paid
time off program that allows employees to combine vacations, hol-
idays, and sick days and take time off whenever they want. All
employees have laptops and Internet access, which allows them the
option of telecommuting.

Rex Healthcare, a company of 3,500 employees that offers
comprehensive health services, offers on-site childcare for chil-
dren who are ill and cannot attend school, as well as regular
childcare. Rex employees and their families have free access to an
employee wellness center. RexAware, an employee assistance pro-
gram, offers free counseling and support for everything from sub-
stance abuse to everyday stress. Rex also offers an on-site adult
day care center that provides affordable care for adults needing
daytime assistance.

Analytical Sciences Inc. offers employees a flextime program
that provides some choice in when they must be in the workplace.
The core business hours are 9:00 a.m. to 3:00 p.m. and people can
come and go outside those hours at times that best suit their
needs.? Some organizations, such as Pfizer, allow employees to work
a four-and-a-half-day week during the summer months.
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Orientation and Team-Building Programs

Orientation and team-building programs are used to help assimi-
late new employees faster, transmit organizational culture and val-
ues, and build a sense of community among members of the
organization. The scope of these programs can vary widely from
company to company. Some organizations spend an hour or two
going over key policies and procedures and asking new employees
to fill out paperwork. Other organizations use the orientation as an
opportunity to indoctrinate new employees and immerse them in
the company’s culture and values.

McDonald’s Hamburger University and Walt Disney’s orienta-
tion and training of new “cast members” are examples that have
received much publicity. Another good example is Commerce
Bank, based in Cherry Hill, New Jersey. Commerce is one of the
fastest growing banks in the country, and they have an almost
obsessive focus on building a service culture. Inspired in part by
Hamburger University at McDonald’s, the bank established a train-
ing unit called Commerce University to strengthen customer ser-
vice values, clarify expectations, and get new employees excited
about joining the company. Vernon Hill, the president and CEQO,
works with new managers as part of the program. “We’re asking you
to forget the way you delivered your skill at other banks,” he says.
“In many ways you’ve joined a service cult.””

At Jo-Ann Stores, all new hires go through the same three-day
orientation program. “The focus isn’t on filling out paperwork,” says
Rosalind Thompson, Jo-Ann’s executive vice president of human
resources. “It’s about introducing employees to our company culture
and values.” During the program, new hires play a Jeopardy®-style
game to learn about the company and a grab-bag guessing game to
introduce them to Jo-Ann’s different products. The new hires
spend the third day of the program at one of the company’s stores
cutting fabric, working the register, and unloading trucks. New
hires are also assigned a mentor who tells them the rules and pro-
cedures and helps make introductions.?
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Some organizations take a more creative route to integrating new
employees into the organization. Persistence Software, in San Mateo,
California, puts a tray of bagels and muffins near the desk of the new
hire. An email invites everyone to meet his or her new colleague.
Akili Systems Group, in Dallas, issues new employees a mock pass-
port. New employees try to get twenty different stamps in the passport
for things like attending a company event, drawing the company
organization chart, or accurately recounting company folklore.”

Executive assimilation is a type of orientation and team-building
program that is targeted to middle and senior managers. The objective
of the program is to accelerate a manager’s transition to a new position
and increase the likelihood of success in that position. The program
helps the new manager build a cognitive framework for the new posi-
tion and builds shared expectations with the new team. A skilled facil-
itator starts the process by gathering input from the members of the
team about what they already know about the new manager, what they
would like to know, and what the new manager needs to know about
them and the organization. The facilitator then debriefs the new man-
ager and provides coaching on how to respond to the team. The
new manager then guides an open discussion with the team and
responds to questions. As a follow-up, the team develops a shared
process for communication, problem solving, and decision making.

Conclusions

Leaders can influence human resources and relations by the use of
programs, management systems, and structural features. Widely used
approaches include human resource planning systems, employee
development programs, empowerment programs, recognition and
reward programs, quality of work life programs, and orientation or
team-building programs. Although these indirect approaches can
improve employee skills, commitment, mutual trust, cooperation,
and job satisfaction, their success depends on whether they are
appropriate for the situation and on how well they are used and
supported by leaders at all levels in the organization.
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Chapter 11

Multiple Challenges and
Tradeoffs for Leaders

For purposes of clarity, we have been looking at each of the three
performance determinants separately to see how leaders can influ-
ence them. But as we have seen in the real-life situations that lead-
ers face on a daily basis, the performance determinants are often
interrelated in complex ways and must be dealt with simultane-
ously. It should almost go without saying, for example, that the suc-
cess of many attempts at increasing adaptation or efficiency will
depend, at least in part, on how effectively leaders deal with the
challenge of managing human resources. Yet if that sounds too
much like simple common sense to need repeating, it is nonethe-
less something that many leaders forget. An essential requirement
for flexible leadership is to identify the relative importance of the
different performance determinants, then to find ways to enhance
them with an integrated set of behaviors and programs, while
simultaneously balancing the tradeoffs.

Tradeoffs Among the Three

Performance Determinants

Efforts by leaders to influence improvements in efficiency, adapta-
tion, or human relations are complicated by potential tradeoffs
among these performance determinants. Attempts to improve one
of them may make another worse. Thus, it is essential for leaders to
understand the complex relationships among the performance
determinants and to identify how direct and indirect leadership is
likely to affect each of them.

193
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Efficiency vs. Adaptation

When major changes are implemented in an organization to
facilitate adaptation, there is likely to be a period of lower effi-
ciency. One reason is that a substantial investment of extra
resources is usually required to implement major change. In addi-
tion, there is usually a period of difficult adjustment and relearning
by individuals and groups, which will cause a temporary decline in
efficiency and reliability. Additional declines in efficiency or relia-
bility may result from the diversion of effort and resources to polit-
ical activity, as people try to resist the change or protect their power
and status in the organization.

When adaptation requires innovative products and services,
the cost of research and development can be very great. A case in
point is the pharmaceutical industry. As one commentator puts it,
“Drug research is quite possibly the least efficient endeavor in the
world of business.” A startling 96 percent of pharmaceutical
research projects can be expected to fail. At Pfizer, one of the major
drug companies, the R&D budget is over $100 million per week,
which means roughly $96 million per week is being spent on proj-
ects that lead nowhere.!

Leaders who are too focused on responding to market changes
may fail to pay sufficient attention to efficiency and process relia-
bility. Jacques Nasser, the former CEO of Ford, was so determined
to be “an agent of change” and so convinced that the Internet was
where the action was, that he spent over a billion dollars to achieve
his goal to “put the Internet on wheels” and further millions to
launch a telematics unit that would enable drivers to use their cars
as Net portals. Nasser took a money-is-no-object approach to inno-
vation, even proposing to give every employee a free computer and
Internet access. Suddenly, ordinary Fords contained voice-acti-
vated navigation, organic LCD video displays, and other high-tech
features. In his efforts to make Ford the king of the information
superhighway as well as the highway, Nasser entered into expen-
sive joint ventures with high-tech companies such as Yahoo. Under



MULTIPLE CHALLENGES AND TRADEOFFS FOR LEADERS 195

his leadership, Ford also launched an expensive initiative to sell its
cars online.

Nasser’s actions increased the price of the company’s automo-
biles and led to spiraling costs. As one industry analyst summarized
the problem, “Vehicle prices were way out of line with what the
marketplace was willing to pay. They cost too much to build, and
when the economy nose-dived, fewer people were willing to pay
premium prices.” The Harbour Report, a respected measure of
North American automotive manufacturing productivity, noted
that these problems contributed to Ford having the lowest per-car
profits among the Big Three automakers.’ The lesson to be learned
from what happened at Ford is that, in competitive markets, inno-
vative changes should be as efficient as possible.

There is also a potential tradeoff when efforts are concentrated
on improving efficiency. Leaders can increase efficiency by refining
work processes, establishing norms and standard procedures, invest-
ing in specialized personnel, facilities, or equipment, and organizing
around the strategy. However, these practices tend to reduce flexi-
bility and make it more difficult to change strategies and work
processes at a future time in response to environmental threats and
opportunities. When efficiency is the dominant concern, leaders
tend to focus effort and resources on refining the existing strategy
rather than on discovery of new approaches.* Opportunities may be
overlooked until long after they are feasible to exploit. Emerging
threats may be ignored or discounted until they are finally so seri-
ous that it will be more difficult and costly to deal with them.
Finally, in order to minimize costs, an organization may not allo-
cate adequate resources to research and development of new prod-
ucts or services.

The efforts of leaders to cut costs can also undermine product
quality or customer service. When superior service or product qual-
ity is an important aspect of a company’s competitive strategy,
attempts to cut costs can have the unintended effect of reducing
sales and profits. Events at Home Depot illustrate how attempts to
improve efficiency can adversely affect both human relations and
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adaptation. The company had always encouraged its store man-
agers to view their stores as their own and to manage them as they
saw fit. While this approach motivated employees to be entrepre-
neurial and customer-focused, it did not always result in a low cost
of operations. When Bob Nardelli became chairman and CEO, he
decided to improve efficiency by cutting costs, centralizing pur-
chasing, and establishing clearer performance standards. These
changes involved more centralized control over the individual
stores, and the store managers no longer had as much freedom to
make their own decisions. The policy of reducing inventory meant
that customers could no longer be sure of finding what they needed.
The policy of hiring more part-time people (up to half of the work-
force) as a cost-cutting measure led to higher turnover and more
customer complaints that they could no longer get advice from
knowledgeable, experienced salespeople. Many talented managers
chose to leave rather than surrender their autonomy to headquar-
ters. Sales slowed dramatically, and the stock fell by 51 percent in
the first few years of Nardelli’s tenure. In the race to achieve greater
efficiency, the adverse impact on customers and the importance of
managing human relations and resources had been overlooked.’
Nardelli soon realized that the changes had created new
problems, and he acted quickly to find a better balance among
efficiency, human relations, and adaptation. To strengthen the
commitment of store managers, each manager who achieved quar-
terly sales goals was rewarded with a pickup truck painted orange
in the logo color of the company. Many individual employees in
high-performing stores were rewarded with Disney cruise vacations
or trips to the theme parks. In a move to improve both customer
service and human resources, the number of full-time employees
was increased significantly. To deal with customer complaints about
out-of-stock merchandise, inventory was increased by 25 percent;
to attract more women as customers, a do-it-yourself workshop was
conducted for 40,000 women nationwide. A $250 million store
remodeling program was also initiated, and it incorporated features
copied from other successful retail chains, such as Lowe’s and Tar-
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get, using wider isles and bigger signs to help customers find mer-
chandise. Finally, some improvements in advertising were also
made. Reflecting all these changes, sales and profits at Home Depot
have turned around and are on the increase.

Efficiency vs. Human Relations

There is a potential tradeoff between efficiency and human rela-
tions, because some ways of improving human relations will reduce
efficiency. Providing a high level of compensation and financial
benefits may increase member satisfaction and willingness to remain
in the organization, but operating costs will increase and net earn-
ings will be lower. Likewise, employee satisfaction is increased by a
policy of guaranteed employment and quality of work life benefits
like the ones described in the preceding chapter. However, an orga-
nization that is overly generous about allocating resources for the
personal benefit of members will have lower efficiency.

Levi Strauss & Co., the maker of blue jeans and other fashion
apparel, is an example of an organization in which the emphasis on
human relations adversely affected efficiency and adaptation. Levi
paid attention to issues of worker loyalty and trust long before it
became fashionable to do so. Robert Haas, the CEQ, articulated
the company’s view on the importance of managing human rela-
tions in this way: “I believe that if you create an environment that
your people identify with, that is responsive to their sense of val-
ues, justice, fairness, ethics, compassion, and appreciation, they will
help you be successful.” As a result, employees could expect gener-
ous profit-sharing initiatives, lavish quality of work life programs,
high job security (through the 1990s Levi resisted closing U.S.
plants and moving production offshore), and a culture of compas-
sion and inclusion. This philosophy served the organization well
and helped contribute to decades of excellent financial perfor-
mance. However, in the late 1990s, increased debt due to a lever-
aged buyout and a drop in market share due to nimbler, more
efficient competitors compelled Levi top management to focus on
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financial discipline. The resulting layoffs, plant closing, and cost
cutting challenged the firm’s ability to maintain an emphasis on
human relations.”

On the other side of the equation, an excessive concern to
improve efficiency or process reliability can degrade human rela-
tions and resources. Cutting spending on salaries, training and
development, and benefits usually improves efficiency, but an unin-
tended consequence may be lower organizational commitment and
increased turnover. For example, extensive downsizing to reduce
the number of employees will reduce labor costs, but it may also
reduce the satisfaction and commitment of the remaining employ-
ees, especially when they are asked to do more for the same com-
pensation. If large numbers of experienced older employees are
encouraged to retire early, this form of downsizing can also result in
a serious decline in employee skills, which will adversely affect
process reliability and performance.

Extensive rules and procedures imposed by the organization and
elaborate control mechanisms, such as quality inspectors, television
cameras in the workplace, and monitoring of telephone conversa-
tions and email messages, may improve reliability or reduce theft but
undermine employee commitment and job satisfaction. Dell Com-
puters faces this very dilemma. Although the company is well-known
for its dedication to efficiency and reliability, some former employees
complain that the constant pressure for improving processes and the
increasing rigidity of work procedures can become dehumanizing.
Dell’s drive to apply the same techniques to the service side of the
business may run into obstacles, since employees working in ser-
vices traditionally place a high value on individual skills.®

Boeing’s infamous forty-day strike by engineers and technicians
in early 2000 illustrates how efforts to implement major improve-
ments in efficiency can undermine human relations. In the late 1990s,
due to stiff competition, Boeing found it necessary to increase operat-
ing efficiency and reliability as they entered a period of competition
when sales depended on a low price as well as on product quality. New
management was brought in from the outside (a change from the
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Boeing tradition of recruiting from within the organization), and
there was increased emphasis on cost cutting and efficiency. The
increased priority of financial performance in relation to engineering
excellence caused the engineers to feel that their contribution was no
longer valued as greatly as in the past. Because most of Boeing’s inter-
nal employee communication was downward, top management failed
to listen and respond to the needs and concerns of its engineering
employees. As a result, many of the new efficiency and cost-cutting
initiatives were resisted and the tension between management and
professional employees culminated in a devastating strike.’

Verizon’s confrontation with its labor unions is a more recent
example of how the drive for efficiency can adversely affect human
relations. In an effort to reduce costs and enhance the efficient use
of human resources, Verizon entered into a very heated and acri-
monious battle with its unions. Verizon wanted to eliminate jobs,
move jobs to other regions, and reassign workers based on eco-
nomic and technology factors. The expired contract limited such
maneuvers to external events outside normal everyday business,
such as a natural disaster. The company also asked for health and
pension benefit concessions from employees, even though senior
executives received a high level of compensation ($427 million
over the past four years), and net income for the company in 2002
was $4.2 billion. During the angry and heated negotiations
between the union and management, workers also complained of
forced overtime and stressful work conditions. As one observer
noted: “It’s important that employees feel their employer cares
about them. One of the hallmarks in collective bargaining is that
despite hard fighting, there is a good-faith belief that one side isn’t
trying to take unfair advantage of the other.”®

Adaptation vs. Human Relations

There is a potential tradeoff between adaptation and human
relations. When external changes threaten to seriously reduce sales
and profits, successful adaptation is likely to require a substantial
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investment of resources diverted from other uses. In the middle of
an economic crisis for the organization, fewer resources are available
to satisfy the individual needs of members. Leaders must ask for sac-
rifices and make unpopular changes that affect members. In addi-
tion, when leaders are preoccupied with making changes, there is
less time for people-oriented concerns, such as being supportive and
developing member skills other than those directly relevant to the
change. There will be less tolerance of people who lack the compe-
tencies or commitment necessary to implement change successfully.

Major change is likely to be very stressful for members of the
organization. There will be significant effects on roles, relation-
ships, power, and status. People may be uprooted and moved to dif-
ferent locations. Important aspects of the old culture may be lost.
Expertise that was important may become irrelevant. If the change
is not considered necessary or appropriate, there will be attempts to
reverse or delay it. Efforts to resist major changes will increase con-
flict and reduce trust and cooperation. Even when change is not
actively resisted, the disruptive effects of implementing a major
change can undermine commitment to the organization and
increase turnover among people who have more attractive options
for employment.

The strategies leaders select in response to new threats or
opportunities may require additional human resources. If the nec-
essary people are not available, or if they cannot be obtained except
at an excessive cost, then the strategy may fail. We can see this
challenge in the earlier example from Charles Schwab: their new
emphasis on a more complex type of customer service created
the need for employees with skills not adequately represented
in the company’s current workforce.

Adaptive changes that emphasize cost reduction may also
lower the requirements for employee skills, and the resulting lay-
offs may undermine employee trust and commitment among the
remaining employees.

Conversely, too much emphasis on human relations may
inhibit adaptation to a changing environment. When the organi-
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zation uses a large proportion of its surplus funds to improve com-
pensation and benefits for members, there will be less investment
in activities that promote future adaptation, such as research and
product development. When there is a high priority for protecting
employee privileges, benefits, and job security, necessary steps to
implement major change successfully may be avoided. For exam-
ple, the organization may be unwilling to reassign or dismiss mem-
bers who are not performing to acceptable standards or those who
refuse to accept the changes.

A company cannot afford to neglect crucial matters relating to
adaptation in order to maintain good human relations. At Levi
Strauss this tradeoff also presented problems for the company. As
we have mentioned, Levi has been a values-based company for
decades. “The problem is some people thought the values were an
end in themselves,” says retired president Peter Jacobi. “You have
people who say, ‘Our objective is to be the most enlightened work
environment in the world.” And you have others who say, ‘Our
objective is to make a lot of money.” The value-based people look
at the commercial folks as heathens; the commercial people look at
the values people as wusses getting in the way.” Levi’s culture of
inclusion and “principled reasoning approach” made it difficult to
be responsive. “Unless you could convince everyone to agree with
your idea, you didn’t have the authority to make a decision,” says
former CFO George James. A case in point was the collapse of sales
when the company missed the trend toward wrinkle-free pants.
That same year the company reported its first decline in profits

since 1988."

Changes in Performance Determinants

The task of balancing tradeoffs among the performance determi-
nants is complicated by changes in conditions affecting the
absolute or relative importance of the performance determinants.
A leader may achieve a good balance only to find that changing
conditions have upset it again. As noted in earlier chapters, the
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importance of each performance determinant depends on the situ-
ation and the competitive strategy for the organization. An espe-
cially important situational variable is the amount of uncertainty
and volatility in the external environment. It is a major determi-
nant of the importance of innovation and adaptation, but it also
affects the importance of efficiency and human resources. The
amount of environmental turbulence varies for different types of
organizations; and even for organizations in the same industry, it
can vary over time.

In general there appears to be a trend toward increased uncer-
tainty in the external environment for business organizations, and
for most other types of organizations as well. The uncertainty is
increased by globalization, mergers and acquisitions, new competi-
tion from developing countries such as China and India, rapid
technological change that can make products obsolete in months
rather than years, social changes that affect customer preferences,
international trade agreements such as NAFTA, the effects of ter-
rorism on the economy and on specific industries such as the air-
lines, and political change such as the expansion of the European
Union and increased terrorism.

An abrupt change in the external environment is likely to
involve more uncertainty and turbulence for years afterward, and it
may require a new strategy for the organization and major changes
in the direct and indirect leadership. For example, the banking
industry in the United States had a relatively stable external envi-
ronment from World War II until the Gramm-Leach-Bliley Act of
1999 allowed the convergence of the banking, insurance, and secu-
rities industries and eliminated most requirements for regulatory
approval for overseas acquisitions. Since then, the banking indus-
try has become increasingly turbulent and uncertain. Competition
for customers, the opportunity to offer financial services that were
formerly prohibited, opportunities for mergers, and new technolo-
gies such as ATMs and electronic banking have greatly increased
the need for innovation and adaptation.
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[BM also faced a dramatic change in the external environment
that required top management to rethink their strategy and busi-
ness model. IBM had positioned itself as the premier provider of
proprietary information systems utilizing mainframe computers.
Starting in the mid-1980s the market began to shift to smaller
desktop computers, and many more choices of products and ser-
vices became available to customers. Top management realized that
to survive the company had to move beyond its hardware focus and
pursue a strategy that included a range of services, such as system
integration, operations outsourcing, and network design and man-
agement, aimed at helping clients optimize their [T investment.
The new strategy involved another significant departure for IBM:
now the company would have to support third-party products and
recommend the best solution regardless of manufacturer."

Dramatic changes and events are not limited to a particular type
of business or industry, and they can affect many types of organiza-
tions, including government agencies, educational institutions, and
voluntary organizations. For example, after the 9/11 terrorist attacks,
the primary mission of the FBI shifted from fighting crime to pre-
venting terrorism, and local police forces were suddenly tasked with
providing security against terrorist attacks on civilian targets."”

Examples of Effective Balancing

Regardless of the difficulties, it is an essential responsibility of lead-
ers to balance competing demands and reconcile tradeoffs among
different performance determinants. How well it is done will deter-
mine the continued prosperity and survival of a company. Meeting
this challenge is the essence of flexible, adaptive leadership. Sev-
eral studies find evidence that the best companies are ones that
have been able to achieve high efficiency, timely adaptation to
external change, and a high level of commitment and cooperation
by talented employees at all levels. Nissan and MetLife provide two
examples of effective balancing.
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Nissan

At the time Carlos Ghosn was appointed CEO of Nissan in
1999, the company was in a state of spectacular decline and had
lost money in all but one of the previous eight years. Nissan’s fac-
tories had the capacity to build almost a million more cars each
year than the company could sell. Designers were taking orders
from engineers who focused totally on performance, and man-
agers were much more concerned about internal processes than
their customers. Nobody was really asking, “What do our cus-
tomers want from us?” Meanwhile, purchasing costs were 15 to
25 percent higher than at Renault, Nissan’s part-owner and
Ghosn’s employer.

Only Renault’s willingness to bail out the company by assum-
ing $5.4 billion of its many billions in debt had saved it from going
bankrupt. Still, there was widespread skepticism about Nissan’s
chances or about the possibility of a foreigner being able to turn the
company around. It was generally regarded as impossible to get rid
of the well-entrenched Japanese system of lifetime employment
and a rigid seniority system that rewarded people for their age and
length of service. Ghosn’s own diagnosis was that “Nissan suffered
from a lack of clear profit-orientation, insufficient focus on cus-
tomers, and too much focus on chasing competitors, no culture of
working together across functions, borders, or hierarchical lines,
lack of urgency, and no shared vision.”**

Ghosn immediately launched a sweeping set of changes to turn
the company around. A week after assuming his post, he created
nine cross-functional teams and gave them the responsibility for
analyzing the company’s manufacturing, purchasing, and engineer-
ing functions to help him decide what needed to be done to revive
the company, including extensive cost-cutting efforts. Such teams
had never been deployed at Nissan before. Even more radical was
to include not only senior executives, but also a broad cross-section
of employees from different levels of the company, as well as some
managers from Renault.
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To achieve innovation and efficiency simultaneously required
major changes that were quite radical for a Japanese company. In
Japan there is a long history of hierarchy, pay and promotion based
on seniority, lifetime employment, and other features that work
against the kind of transformation that happened at Nissan.
Changing the attitudes and values represented by these practices
was more crucial to a successful adaptation than any changes to
specific business processes and systems. How could the new leader-
ship transform these strongly embedded aspects of the culture with-
out engendering resentment and totally demoralizing employees?
That was perhaps Ghosn’s greatest challenge.

One change was to establish a merit pay plan. Instead of being
paid and promoted according to their length of tenure and their
age, as had always been the case, employees were expected to earn
their promotions and raises in salary through performance. New
bonuses provided employees an opportunity to earn up to a third of
their annual salaries based on performance. Stock options were
offered for the first time in Nissan’s history. Areas of accountability
were sharply defined so that performance could be measured in
relation to goals.

Even more shocking, Ghosn closed five factories, and more
than 21,000 jobs (14 percent of the global workforce) were elimi-
nated. Many suppliers were eliminated, and supplier costs were cut
by 10 percent. This was an unheard-of measure in a country where
supplier relationships were considered sacrosanct and concessions
seldom demanded. Non-core assets were sold, and the dealership
system was pared down to get rid of unprofitable dealerships.

To address the problem of lackluster design, Ghosn hired the
innovative designer Shiro Nakamura, who became another key
leader in the turnaround effort. He insisted that the designers had
to have authority over the engineers, rather than vice versa, and he
and the designers came up with a whole new design approach,
including a new logo to signal the rebirth of the company. For the
first time in over a decade, Nissan began coming up with cars that
excited customers both in Japan and abroad—ranging from a new
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version of the Z sports car that had once been a symbol of Nissan’s
design superiority to a revamped model of its once popular Altima
sedan and a new subcompact. Just two years later, in 2001, Nissan
earnings were at a record high for the company: $3.8 billion on
sales of $47.7 billion. The new Altima alone outsold previous ver-
sions by 40 percent and became three times as profitable as in the
past. Nissan’s stock soared, and the company introduced eight new

vehicles in 2003.

Metropolitan Life Insurance Company (MetLife)

A similar example is the story of what happened at MetLife,
until a few years ago a company with some oddly Japanese fea-
tures. When Robert Benmosche took over as chairman of the
company in 1998, he and his senior team had to contend with a
long history of virtually guaranteed lifetime employment, which,
together with the free lunches offered to employees for decades,
had earned the company the half-contemptuous nickname
“Mother Met.” The business had been showing poor returns rela-
tive to the rest of the industry for years—return on equity was just
7 percent in 1997—and was planning to go public. Obviously, dra-
matic change was needed.

Some of that change took the form of massive cost-cutting
efforts (including unprecedented firings), the restructuring of the
business, and the launch of new products and services. But Ben-
mosche and his senior team were just as concerned with develop-
ing a culture that, unlike the old MetLife, would encourage and
reward excellent performance. Formerly, performance reviews had
tended to be, in the words of one commentator, frequently just
“meetings of mutual admiration societies,” while bonuses were pre-
dictably awarded to virtually everyone each year, with little differ-
entiation between strong and average performers.”

Lisa Weber, senior VP and chief administrative officer, oversaw
the change to a system that developed, promoted, and encouraged
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high performers. The new system called for employees to be mea-
sured on a five-point scale against their peers and given an annual
grade. Bonuses are awarded according to performance ratings.
Those who exceed expectations (people rated four or five on the
scale) can expect to receive bonuses 46 percent higher than Grade
Three employees, who in turn can expect to see bonuses 68 percent
higher than their colleagues in Grades One or Two. “When you
treat your top performers like the stars they are, you will get their
loyalty forever, and that’s what it’s all about,” Weber says. “When
you have the loyalty, you get the production, and that is how the
company can win from within.” While overall turnover for the
company is 17 percent, the turnover among the highest grade of
employees is only 7 percent.'

In addition, the message about improving productivity was
reinforced by week-long training programs for managers at all lev-
els, and Benmosche himself spent a full day working with program
attendees to address the management dilemmas they faced. Such a
commitment on the part of the chairman of the organization
served to send a clear message that this was an important initiative,
just as the revisions to the performance management system and
the new kind of training managers received were an unmistakable
signal that the old culture was no more.

Other Tradeoffs for Leaders

Several types of challenges are involved in the balancing act per-
formed by leaders. The need to balance the performance determi-
nants in a way that is appropriate to the situation has already been
discussed. This challenge is not limited to chief executives; middle
and lower-level leaders are also confronted by competing demands
that involve performance determinants such as efficiency, adapta-
tion, and human relations. In addition to the primary challenge of
balancing the performance determinants and adjusting to changes
in conditions that affect them, leaders at all levels must also deal
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with some other difficult tradeoffs that are related to the ones
already examined.

Stakeholders’ Demands and Expectations

Another challenge for leaders is to deal with competing
demands from different parties or “stakeholders” whose support and
cooperation are needed by leaders. The three primary types of
stakeholders identified by most business writers are employees, cus-
tomers, and owners (or shareholders). Each of these stakeholder
groups tends to have somewhat different priorities in relation to
efficiency, human resources, and adaptation. For example, employ-
ees are especially concerned about human resources issues, com-
pensation, and job security; customers are especially concerned
about product quality, price, and customer service; and sharehold-
ers are especially concerned about short-term profits, which depend
heavily on efficiency and cost reduction.

Nevertheless, it is important not to oversimplify or exaggerate
these associations between stakeholder groups and performance
determinants. While the three types of stakeholders cannot be said
to have identical interests or priorities, they may have a strong,
shared interest in the capacity of the organization to survive and
prosper. It is this shared interest that provides the possibility for
leaders to find integrative solutions to competing demands from
stakeholders, to build support for drastic actions needed to deal
with crises, and to inspire collective enthusiasm for risky initiatives
needed to pursue opportunities.

How leaders balance competing demands from different stake-
holders is of primary concern for scholars interested in ethical lead-
ership and the appropriate role of leaders in organization.'”*" In
contrast to the traditional conception of chief executives as agents
who must represent business owners, some of these scholars prefer
to view the leader as a “servant” or “steward” who should seek to
represent all relevant stakeholders and seek ways to integrate their
primary concerns. In the eyes of these scholars, it is unethical to
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favor stakeholders who will provide the highest personal gain for the
leader, or to play stakeholders off against each other for personal
benefit (for example, by encouraging negative stereotyping and
mutual distrust). Instead, these scholars argue that leaders who are
both ethical and effective must recognize conflicts of interest among
stakeholders, openly acknowledge them (rather than pretending
they do not exist), and find integrative ways of resolving them.

The following incident described by Nielsen® provides an
example of a leader who took an integrative approach for resolving
competing demands from different internal and external stake-
holders. The division manager for a paper products company was
confronted with a difficult problem. Top management decided to
close some paper mills unless operational costs for them could be
reduced. The manager was concerned that cutting costs would pre-
vent the mills from meeting government pollution control require-
ments. However, unless costs were reduced, the mills would close,
seriously hurting employees and the economy of the local commu-
nity. The manager decided to look for an integrative win-win solu-
tion. He asked the research and engineering people in his division
to look for ways to make the mills more efficient and also reduce
pollution. He asked the operations and financial people in his divi-
sion to estimate how much it would cost to build better mills and
when the operations would achieve a breakeven payback. When a
good solution was finally found, he negotiated an agreement with
top management to implement the plan.

The challenge of dealing with competing demands from dif-
ferent stakeholders is not limited to chief executives or elected
political leaders. Middle and lower-level managers have similar
challenges, and they are often confronted with competing demands
from parties within the same organization who have different pri-
orities for the performance determinants. One type of conflict
involves competing demands from bosses and direct reports. For
example, deans or department heads in a university may find it nec-
essary to balance the desire of higher administrators for larger
classes and fewer electives (more efficiency) against the desire of
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professors for smaller courses and more specialized electives (more
satisfaction and commitment). Likewise, the desire of administra-
tors to have classes scheduled in a way that will utilize rooms effi-
ciently must be balanced against the desire of professors to have
their classes scheduled at times convenient for them.

Competing demands are also found when functionally special-
ized subunits become advocates of a particular performance dimen-
sion. For example, in a company that makes and sells products for
customers with diverse tastes, the marketing and production sub-
units may have different priorities. Marketing may prefer to offer a
large variety of different models to facilitate adaptation, and pro-
duction may prefer to make a small variety of models to increase
efficiency and reduce the difficulty of production scheduling. The
general manager responsible for reconciling the different priorities
will need to find a good balance, and this balance can shift if cus-
tomer preferences are changing or new competitors enter the mar-
ketplace with cheaper or better products and services.

Short-Term vs. Long-Term Objectives

Another challenge for leaders is to balance tradeoffs involving
short-term and long-term objectives. Leader decisions are more dif-
ficult when there are delayed effects on some types of outcomes. In
this situation, the immediate effect of a change is too often to make
things worse instead of better. Efforts to improve efficiency, inno-
vation, or human resources may have a delayed effect before any
improvements are actually realized, and it may be necessary to
increase short-term costs in order to attain long-term benefits. For
example, when new technology is acquired to improve efficiency,
there will be additional costs to purchase the technology and train
employees to use it. These costs and a temporary decline in pro-
ductivity as people learn how to use the technology may reduce
efficiency and profits in the short term. The eventual results may be
higher efficiency and profits, but they will occur only after the
changes are fully implemented.
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The converse is also true. Profits may be increased in the short
run by eliminating costly activities that have a delayed effect on
profits, such as equipment maintenance, research and develop-
ment, investments in new technology, and employee skill training.
In the long run, the effect of cutting these essential activities will
be lower profits, as the negative consequences slowly increase and
eventually outweigh any benefits. The delayed effects may encour-
age leaders whose primary concern is looking good in the short
term to make decisions that will endanger the longer-term pros-
perity and survival of the organization. Unfortunately, many busi-
ness leaders emphasize short-term profits more than the long-term
prosperity and survival of the company. In the same way, many
elected leaders pander to the short-term desires of constituents,
regardless of the negative consequences that will occur long after
the leader has left office.

The appropriate balance between short-term and long-term
objectives depends in part on the situation. There is growing evi-
dence from research on companies that are successful over a long
period of time that effective leaders emphasize long-term objectives
more than short-term ones.?"?> Nevertheless, when there is a finan-
cial crisis, short-term objectives become relatively more important
than they are in times of prosperity, and it may be necessary to cut
costs drastically to ensure that the company survives. However,
even in this situation, the challenge for leaders is to determine what
type of cuts and changes will ensure not only that the company sur-
vives, but also that it will be effective after the crisis has passed.

Stability vs. Change

Another challenge for leaders is to balance competing values
regarding stability and continuity versus change and innovation.
Stability can provide potential benefits for an organization. It is eas-
ier to achieve efficiency and process reliability if there is at least a
moderate amount of continuity in work processes, and stability cre-
ates less turmoil and stress for members of the organization. To
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increase stability, the leader institutionalizes new knowledge and
best practices into standard procedures and traditional practices
and builds commitment to implement them. Respect for tradition
is strengthened by rituals, ceremonies, and stories that celebrate
past accomplishments, company heroes, and proven best practices.

However, strong respect for tradition and established practices
can obscure the need for new approaches to deal with changing
conditions. Successful adaptation in a turbulent environment usu-
ally requires flexibility and innovation. In this situation, leaders
are expected to be visionary reformers and agents of change, not
defenders of tradition. To foster innovative thinking, the leader can
encourage people to challenge traditional assumptions and exam-
ine established practices to find any weaknesses. The leader can
empower people to experiment with new approaches and work
around restrictive rules and procedures to get results.

The tradeoff between stability and innovation is related to
(but not the same as) the tradeoff between efficiency and adapta-
tion. It is often easier to achieve a high degree of efficiency and
reliability if there is at least a moderate degree of continuity in
work processes and practices. The costs involved in making fre-
quent major change may exceed any benefits. On the other hand,
a major innovation may result in a significant improvement in
efficiency or reliability that could not be achieved with small,
incremental improvements.

Given the current high level of uncertainty and change for
most organizations, it is appropriate to have a higher priority
for innovation and change than for stability and tradition. It is an
essential role of leaders to ensure that respect for tradition and past
achievements not be allowed to obscure the fact that times are
changing and what works well now may not be appropriate in the
future. Research on companies that failed to make necessary
changes found that a major reason was a belief that the company
already knew what was best and had nothing more to learn about
being successful. This arrogant attitude was more likely to be found
in companies with a prior record of great success, a strong culture
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reflecting established practices, and reverence for the heroic lead-
ers who were credited with the success.”

Wang Laboratories is a classic example. The company was
founded in 1951 by An Wang, and by 1988 it had gross sales of
$2.9 billion. The company’s rapid increase in sales resulted from
the design, manufacture, and distribution of its VS minicomputer.
But Wang’s equipment was mostly proprietary, meaning that it did
not communicate with machines made by other companies.
While this strategy initially locked in business, customers eventu-
ally began asking for open systems. However, An Wang failed to
recognize the need for change and refused to adapt his proprietary
word-processing system to the open-standards world of networked
PCs.* Sales faltered, then plummeted, and the company filed for
bankruptcy in 1992. It was eventually acquired (in 1999) by
Getronics NV of the Netherlands.”

Despite the importance of innovation and adaptation for orga-
nizations, there is also a risk in becoming too change-oriented. A
strong bias for change may encourage bold ventures based on wish-
ful thinking rather than careful analysis of risks and feasibility. It
can result in more change than is necessary, and the costs of major
change can exceed the benefits.

Efforts to implement major change quickly may involve polit-
ical risks for leaders if strong resistance occurs. In 1999, Durk Jager,
the former CEO of Procter & Gamble, was brought in to shake
up the bureaucratic culture and grow the company. Before Jager
took over, P&G’s last innovative new product was Pampers in
1961. “The core of the business is innovation,” he said. “If we inno-
vate well, we will ultimately win.””® Seventeen months later, he was
out of a job. The general consensus in the industry was that he
pushed change too fast for the organization to absorb. By abruptly
changing longstanding management practices, Jager alienated the
people whose support he needed.”

A strong bias for change can also encourage the elimination of
established traditions or practices with roots in the distant past and
a purpose that is no longer evident without a careful examination
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of past events. While it is easy to find absurd examples of old prac-
tices that are no longer relevant, it is also easy to find cases where
established practices were abandoned only to find that the prob-
lems they prevented have re-emerged. Such examples caution lead-
ers to remember the old maxim that those who forget the lessons of
history are destined to repeat them.

Control vs. Empowerment

Another type of tradeoff that has important implications for
effective leadership involves the way responsibility and authority
are distributed among the leaders at different levels in an organiza-
tion. A major challenge is to find an appropriate balance between
centralized control and local autonomy. Too much centralization
stifles local initiative and creativity, and it may result in a loss of
employees who desire more meaningful and challenging jobs. On
the other hand, too much decentralization can result in inefficiency
and failure to achieve coordination and potential synergy among
subunits. The appropriate balance will depend on the type of orga-
nization, its competitive strategy, and the relative importance of
the different determinants of organization performance.

Most leadership scholars emphasize the benefits of empower-
ment, but there has been little explicit discussion of the risks from
too much decentralization or of the difficulties it creates for leaders
at all levels. What is best for the department or division may not be
best for the organization, and empowered unit leaders can become
so preoccupied with their local problems that they fail to ade-
quately consider the needs of the larger organization. Local auton-
omy also creates the possibility of reduced coordination among
subunits of an organization, and the result can be reduced efficiency
and reliability. The failure of the CIA, FBI, and other government
agencies to share important information and coordinate their
watch lists for terrorists was a major reason they were unable to dis-
cover the 9/11 plot in time to prevent it. The chief executive has
the ultimate responsibility for ensuring that the needs of leaders at
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different levels are reconciled and that there is close coordination
and cooperation among different subunits.

Conclusions

Leadership is a balancing act, and it often feels like it must be done
on a tightrope in front of a critical audience. The appropriate bal-
ance depends on the situation, which may be different tomorrow
than it is today. Effective leaders seek to integrate different objec-
tives and reconcile the competing demands and priorities of differ-
ent parties. However, it is not always possible to find “win-win”
solutions to conflicts, and difficult choices cannot be avoided. The
balancing act is made more difficult by tradeoffs between short-
term and long-term objectives, between stability and change, and
between control and empowerment. Effective leaders find an
appropriate balance that takes into account all of these tradeoffs,
but reflects a primary concern for the long-term effectiveness and
survival of the organization.

The fates of leaders at all levels are closely intertwined in com-
plex ways, and it is important for each leader to understand how his
or her decisions and actions will affect other leaders and the over-
all organization. The performance of the organization depends not
only on the decisions and actions of the chief executive, but on
commitment, cooperation, and coordination among leaders at all
levels and in different subunits. The following chapter will exam-
ine what leaders can do to be more flexible and effective in dealing
with the difficult responsibilities placed on them.






Chapter 12

The Path to Flexible Leadership

The real art of leadership is to perform a balancing act. The most
effective leaders are those who can diagnose the situation, evaluate
the challenges, balance competing demands, and integrate diverse
behaviors in a way that is relevant for meeting the challenges.
Effective leaders are careful not to focus so much on one type of
challenge that the others are neglected, and they look for ways to
deal with multiple challenges at the same time.

No magic formula will guarantee success in determining what
needs to be done by leaders or the best way to do it. However, useful
insights are provided by leadership research conducted over more
than half a century by hundreds of scholars, by our own research, by
the reflections of successful leaders, and by descriptive research on
successful and unsuccessful organizations. In this chapter we exam-
ine six processes and five competencies that can facilitate develop-
ment of flexible, shared leadership in organizations.

Guidelines for Effective Leadership

Many of the direct and indirect forms of leadership described in
earlier chapters are useful for dealing with the challenges that con-
front leaders in all types of organizations, but success requires more
than just a good mix of those behaviors and programs. In this sec-
tion we will suggest what else leaders can do to make their direct
and indirect leadership behavior more effective. The guidelines,
which are summarized in Table 12.1, build on ideas in earlier
chapters but involve broad issues rather than specific behaviors.
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Table 12.1. Guidelines for Effective Leadership

Build commitment to a core ideology

Build capable leadership at all levels

Involve and empower people at all levels

Keep lines of communication open

Use reward systems to support multiple objectives

¢ Encourage and exemplify leadership by example

Although the emphasis is on strategic leadership, multiple chal-
lenges, and the “big picture,” the guidelines are relevant for
improving the effectiveness of leaders at all levels. An underlying
theme of the guidelines is that it takes flexible leadership to enhance
organizational processes and facilitate collective efforts to achieve

b

shared objectives.

Build Commitment to a Core Ideology

In an earlier chapter we talked about the importance of a vision
or strategic objective that will sustain the effort and excitement of
members for the long haul. It is difficult to find an appealing vision
unless there is widespread agreement about the primary mission
and purpose of the organization. It is difficult to achieve consis-
tent and coordinated action among many leaders in different parts of
the organization unless there are shared ideals and values to guide
each individual. It is difficult to balance competing demands from
different stakeholders and tradeoffs among performance determi-
nants unless there is a core ideology to anchor judgments and remind
leaders that short-term profits are not the only important criterion.

Core ideology refers to shared agreement about the primary
purpose for the organization. It may be captured in a mission state-
ment, values statement, strategic objective, or an articulated vision,
and it may be embedded implicitly in the culture in the form of sto-
ries, myths, and shared values that people can describe if asked.
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The core ideology is likely to involve not only the purpose of the
organization, but also how members fit into that purpose and will
be treated individually and collectively. In successful companies,
the individual rights and responsibilities of members are clearly
reflected in policies, programs, and criteria used to select members,
assess their contributions, and recognize and reward them.

A primary responsibility of leadership at the top is to help
members come together in support of a shared purpose or mission
for the organization. A primary responsibility for the leadership at
middle and lower levels is to build support for the core ideology by
ensuring that it is clear and by explicitly using it to guide decisions
and actions. When decisions are made, the ideals and values should
be emphasized more than the policies, rules, and procedures that
supposedly reflect them. In other words, the “spirit of the law”
should be emphasized more than the “letter of the law” when the
two are not consistent. Otherwise, rules and procedures are too eas-
ily twisted to support actions or objectives that are not consistent
with ideals and values.

The core ideology provides a compass to help leaders identify
appropriate ways to adapt to environmental change. Successful
adaptation requires a good understanding of markets and cus-
tomers, but it is not appropriate to do anything customers want
just to increase sales. The primary reason for listening closely to
customers is to maintain a good strategic fit, and the response
to customer preferences should be consistent with the core values
and ideals of the organization.! For example, clients of auditing
firms, consulting firms, and financial firms may prefer to get a rosy
report or recommendation that overlooks or minimizes serious
problems. However, covering up weaknesses to ensure future busi-
ness from a client is inconsistent with the ideal of providing accu-
rate, objective, appraisals and recommendations. Dealing with a
conflict of interest that involves values and ethics requires coura-
geous leadership, and it is essential for leaders at any level to pro-
vide strong support for someone at a lower level who is trying to
uphold the core values and ideals.
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Research by James Collins and Jerry Porras’ found that compa-
nies with a strong, consistent core ideology were more likely to sur-
vive and be successful over a long period of time. Examples of such
companies include Hewlett-Packard, Sony, Merck, and 3M. These
companies “understood that it is far more important to know who
you are than where you are going, for where you are going will cer-
tainly change as the world about you changes. Leaders die, products
become obsolete, markets change, and new technologies emerge,
management fads come and go; but core ideology in a great company
endures as a source of guidance and inspiration.” Unfortunately,
there are also many examples of companies that do not appear to
be guided by a core ideology. Companies like Enron, WorldCom,
Adelphia, and Tyco have virtually been destroyed by the actions of a
few senior executives who appear to have been guided by self-interest
rather than an enduring ideology, purpose, and set of values that
put the interests of employees, stockholders, and customers first.

Build Capable Leadership at All Levels

Effective leaders understand that, in the final analysis, people
are the organization’s most valuable asset and an essential aspect of
the “dynamic capabilities.” A key responsibility of leaders at all lev-
els is to ensure that the organization has competent, dedicated
leaders. In earlier chapters we described direct and indirect forms
of leadership used to enhance human resources, but the unique
challenges of attracting, developing, and retaining leadership tal-
ent in the organization deserves special attention.

Types of formal programs and direct leadership behaviors that
help to build capable leadership at all levels and ensure adequate suc-
cession for top leadership positions were identified in Chapters 9
and 10. Studies show that a significant amount of leadership devel-
opment occurs as a result of experiences on the job and that there is
more learning when a person has challenging assignments that
require adapting to new situations and dealing with a variety of dif-
ferent types of problems. Leadership development is also enhanced
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when there is a strong learning culture and developmental activi-
ties are integrated with other human resource activities such as
career counseling, staffing decisions, performance appraisal, and
succession planning.**¢

An essential role for top management is to integrate these ele-
ments and keep them consistent with an organization’s strategic
objectives. Developmental activities and programs are more likely
to be successful when there is strong support for them from top
management. Studies of successful organizations find that the chief
executives are deeply involved in planning and implementing lead-
ership development activities. One effective behavior is to make
an appearance at key programs, or even to serve as a workshop
facilitator; these symbolic acts clearly communicate the importance
of leadership development in the organization.”®

In successful organizations, primary responsibility for leadership
development is not limited to top management or the human
resources department. It is a key responsibility of leaders at all levels
and in all subunits to help create favorable conditions for leadership
development.” These leaders must support developmental programs
and enhance leadership development with relevant direct behav-
iors such as coaching, mentoring, supporting, recognizing, and
empowering. However, it is not always as easy as it may sound. Facil-
itating development of direct reports can involve difficult tradeoffs
for a leader. For example, it may be more efficient to assign a diffi-
cult task to the most experienced person, but more development
will occur if another direct report is assigned the task and provided
appropriate coaching by the leader or by a mentor. To find an appro-
priate balance will require careful consideration of the immediate
situation and the relative priorities of different objectives.

Involve and Empower People at All Levels

A cooperative effort is needed to meet the leadership chal-
lenges effectively and to balance them properly. Successful leader-
ship in organizations requires the skills, expertise, and knowledge



222 FLEXIBLE LEADERSHIP

of many people throughout the company, and it cannot be pro-
vided by a single, heroic leader. Leaders at different levels of the
organization and within different subunits must act in ways that are
mutually compatible. The cooperation and commitment of people
who are not in formal leadership positions is also needed, and lead-
ers must find ways to involve and empower them as well. Studies
show that the most successful organizations have a strong culture
in which members with shared values are empowered to find ways
to accomplish the mission or achieve the vision.!*!121

At Southwest Airlines, which as an organization has shown a
remarkable ability to meet and balance all the leadership chal-
lenges throughout its history, employees are not only encouraged
but are expected to take initiative and solve problems. Southwest
has demonstrated the ability to achieve efficiency and reliability
through innovation and to respond to customer needs while still
cutting costs. [t was the first major airline to offer ticket-less travel,
the first major airline to offer online booking (which saved them
hundreds of thousands of dollars in travel agent costs, while allow-
ing customers to book at any time), and the first to eliminate seat
assignments, thereby making twenty-minute turnaround at the
gate possible. Southwest’s ability to keep costs low while still keep-
ing employees satisfied is even more remarkable. Despite the car-
rier’s relatively low pay scale, the employees are loyal to the
company and willing to go the extra mile for it. Their high com-
mitment may be due in part to the practice of actively soliciting
employee input, acting on employee suggestions, and giving peo-
ple enough freedom and variety in their jobs to make their work
interesting. The company also has a very generous profit-sharing
plan, the first ever established by an airline. Southwest’s senior
management would be the first to say that they have benefited
enormously from empowering people at all levels of the company.
As Herb Kelleher, the founder and ex-CEO of Southwest saw it,
employees on the front lines are the ones who know how things
should be done: “They’re the ones who make things happen, not
us. The people out there are the experts. Before you implement an
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idea that has been generated in the office, you should always take
it to the field and ask for their criticisms.”*

Another CEO who is a believer in consulting with others at
all levels is Bill Ford, Henry Ford’s grandson, who took over from
Jacques Nasser as the CEO of the demoralized auto giant in 2001.
He has taken Ford of Europe’s success at reducing costs and
improving quality as his “blueprint” for the revitalization of
North American Ford. In pursuing his challenging but highly
necessary goals of cutting costs, increasing the efficiency of man-
ufacturing processes, speeding the design and development
process, and restoring both quality and excitement to the com-
pany’s products, Ford continually consults with people at all levels
of the company. He selected a team of strong senior executives,
whose opinions and ideas he openly relies on, but he also actively
solicits opinions and feedback from managers many layers below
him in the hierarchy, and even from assembly-line workers. In his
view, one of the company’s chief problems in the past was the iso-
lation of its top executives, and that is something he is definitely
changing. As James Padilla, group vice president of Ford North
America, puts it, “He’s not a traditional command-and-control
automotive CEO.”" It is not yet certain that his attempts to restore
Ford to its former glory can succeed, but if they fail it will not be for
lack of listening.

Keep Lines of Communication Open

A common denominator for understanding and meeting the dif-
ferent types of leadership challenges is effective communication
among leaders themselves and between leaders and other members
of the organization. If leaders at all levels are to play an active role
and make good decisions, they need to understand the organization’s
objectives, priorities, and strategies. We saw earlier how important
communication was in the turnaround at Nissan and how Bill Ford
and others have made it a policy to communicate with employees at
all levels of the company. Two-way communication across levels is
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needed to ensure that people not only understand what is expected
of them but are committed to doing it.!*"

According to a recent study of nearly thirteen thousand work-
ers, less than half of all employees surveyed understood the steps
their companies were taking to reach new business goals or how
what they did was related to achieving those goals. Watson Wyatt,
the consulting firm that conducted the study, concluded that this
confusion among employees is likely to make it more difficult for
companies to recover from any protracted slumps that may occur.
They found that three-year total returns to shareholders are three
times higher at companies where employees understand corporate
objectives and the ways in which their jobs contribute to achiev-
ing them.'

There are many things leaders can do to encourage and facili-
tate effective communication. Written and e-mail communication
about challenges and strategies can serve a very useful purpose, but
there is no real substitute for face-to-face interaction. This type of
communication may take place on an ad-hoc basis, or there may be
formal programs in place to ensure that it occurs. Several of the
direct leadership behaviors described in earlier chapters are rele-
vant for improving communication about important issues. A
number of the management programs described in earlier chapters
also emphasize the open exchange of ideas and information.

In some cases it is useful to hold regular forums to discuss issues
and changes. At Procter & Gamble’s Indian subsidiary, there are
regular sessions with the CEO, where employees are free to raise
questions on organizational changes, express their concerns about
their roles and the business, and have the CEO and directors reply
immediately. Since it is an open forum (which is known as “Let’s
Talk”), any and all questions are allowed. One employee might ask
about a hard-core business issue, while another might have a sug-
gestion about the design of a new facility. In fact, the final layout of
the new headquarters was largely an outcome of the discussions at
“Let’s Talk” sessions. Questions can also be submitted anonymously,
but as employees learn that there are no repercussions when they
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question senior management’s decisions, anonymity becomes less
and less necessary. “P&G has found that opening lines of commu-
nication focuses employees’ energy towards positive output and
away from corridor talk. The ‘Let’s Talk’ open sessions are increas-
ing employee feedback on business choices and company policies,
helping to deliver a more meaningful face to the external world,
and even boosting employee morale,” says Anthony Rose, senior
manager of public affairs."

Efforts to improve two-way communication can also be a more
informal process, as when leaders walk around in their departments
or on the factory floor, or otherwise make themselves available to
employees. At Southwest Airlines there is a straightforward “open-
door” policy whereby any employee is free to air concerns and ideas
with everyone from the mechanics to the CEO at any time. At
Pfizer, openness is a cultural value emphasized by CEO Henry
McKinnell, who encourages all the company’s employees, even
temps, to talk to him about their concerns and any complaints they
may have. Moreover, to make Pfizer employees feel more comfort-
able with raising concerns or bringing forward new ideas, the com-
pany enhanced its open-door policy to increase access to other
senior managers as well. McKinnell does not pretend to have all
the answers and is willing to admit when he does not know the best
way to deal with a problem.”

Keeping the lines of communication open is especially important
when leaders have to make unpopular decisions. People need to
know why a controversial decision was made or why they are being
asked to do things that seem inconsistent with organization goals.
They need to understand the balance that is being sought, why sac-
rifices now will be worth it in the long run, and how their concerns
are being addressed. As CEO of Nissan, Ghosn communicated
almost relentlessly with employees. It has been said that he “recog-
nizes the benefits of communication like perhaps no other business
leader in the world.””! He made innumerable whistle-stop tours
of factories and dealerships to communicate his vision of the new
Nissan, answer questions, and solicit ideas. This non-hierarchical
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approach both charmed and energized employees, who quickly
became his greatest fans. Former skeptics in the business press were
forced to acknowledge that what had looked like an impossible
task—changing the entrenched culture of a traditional Japanese
company—had been carried out successfully.”

Use Reward Systems to Support Multiple Objectives

The reward system in an organization can be designed to sup-
port multiple objectives and help leaders deal with all three types
of challenges. As we saw in Chapters 4, 6, and 8, reward and recog-
nition programs can help to improve efficiency, innovation, and
human relations by showing individuals and teams that their efforts
are valued and appreciated. The reward system is also a major
determinant of an organization’s ability to attract and retain highly
competent employees. There are numerous types of programs, and
the structure of the program is only limited by one’s imagination.

At First Maryland Bancorp (now Allfirst Financial), a “Brain-
storm” program was designed to generate ideas for increasing rev-
enues or decreasing expenses. Rewards were promised to all
individuals or teams whose ideas were adopted during the three
months in which the program was conducted. Of the roughly
$3 million that the program cost, $2 million was spent on rewards.
Examples of the innovative ideas for achieving efficiency include a
proposal for more efficient ways to route telecommunications cir-
cuits and a proposal to reduce maintenance costs on computer
equipment at branch banks. The savings achieved were almost
eight times the cost of “Brainstorm.” Moreover, according to senior
vice president Brian King, the program also served as a learning
experience for employees, one that yielded benefits beyond the
immediate cost savings. King felt that by learning about the finan-
cial aspects of doing business, employees would be enabled to make
better decisions about the use of resources.”

When major changes are made in an organization, it is essen-
tial for top management to ensure that the appraisal and reward
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systems are consistent with the objectives of the changes. When
people are merely told that something is important, without being
measured and rewarded in terms of how successfully they achieve
it, they will more than likely continue as they have always done.
Whatever the change that leaders are trying to implement, align-
ing HR systems with those goals is vital to effecting real culture
change. A common mistake in trying to develop a more innovative
culture, for example, is to continue punishing failure, which means
that people will be reluctant to take the risks associated with inno-
vation. The turnaround efforts at Nissan and at MetLife described
earlier would have been much less successful if the appraisal and
reward systems had remained the same.

Encourage and Exemplify Leadership by Example

Leading by example is an important form of influence for
leaders. One of the most effective things a leader can do is to
serve as a role model for the kinds of behavior expected of
employees. The examples set by leaders at any level can influence
members of the organization at lower levels, and examples set by
top executives can cascade down through the organization. A
chief executive who uses scarce funds to build an ostentatious
new headquarters building or to purchase a company jet for exec-
utives is not setting an example of controlling costs. A depart-
ment head who always travels first-class and is known for taking
clients out to lavish lunches is unlikely to inspire direct reports to
prune their own expenses.

Take the case of American Airlines, whose senior executives
asked for—and received—major concessions from its pilots and
other staff, amounting to $1.62 billion in savings, during one of the
ailing airline’s recent financial crises. Union members were told
that their cooperation was imperative if American was going to be
saved from bankruptcy. Shortly afterward, however, those same
employees learned that the senior managers who had demanded
the concessions from them had just awarded themselves lavish
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retention bonuses in addition to a generous supplemental pension
plan. The company president—Donald Carty—was due to receive
$1.6 million under the new bonus plan if he stayed with American
for another three years. Union members reconvened and voted to
pull back from the cost-cutting agreement. The attempt to improve
efficiency might have succeeded if senior management had been
sensitive to the human issues and had set an example by making
big sacrifices themselves. It was only after Carty resigned that the
unions finally agreed to renegotiate.”

Ghosn’s effectiveness at Nissan was partly a result of demon-
strating the accountability he expected from all Nissan’s other
employees. When he took over as CEO, he pledged that he and his
whole senior team would step down if Nissan failed to show a profit
in 2000. It was an impressive demonstration of his own sincerity
and commitment, and it made what he was asking of others seem
more acceptable. Ghosn was modeling for his employees the kind
of attitudes and behaviors he was demanding of them.

Competencies for Effective Leadership

A number of competencies are relevant for flexible leadership. Com-
petencies are skills that can be learned with sufficient opportunity
for instruction and practice. This final section of the chapter
describes some competencies found relevant in scholarly research
on effective leaders. We will describe these competencies in terms
of specific guidelines rather than abstract skills, and they are shown

in Table 12.2.

Table 12.2. Competencies for Effective Leadership

e Maintain situational awareness

Embrace systems thinking

Focus on what is really important

Maintain self-awareness

® Preserve personal integrity
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Maintain Situational Awareness

Situational awareness means understanding how external and
internal events in the organization are relevant for the effectiveness
of a leader. To understand the significance of a particular event or
trend and to identify an appropriate response requires a good under-
standing of the external environment, but it also requires a good
understanding of the organization and its processes and people. It
will be difficult for a top executive to resolve a problem, initiate a
change, or inspire commitment without a clear understanding of the
shared values and beliefs that make up the organization culture, the
prior events and decisions that determine how the organization got
to where it is now, the impact proposed changes could have on work
processes and customers, and the political processes that affect major
decisions. To become more situationally aware, it is necessary to
actively probe beneath surface appearances to learn about prior
events, power relationships, interpersonal relationships, informal
processes, hidden agendas, and the attitudes and feelings of the
people who will be involved in a decision or affected by it.”

Behaviors such as internal and external monitoring are rele-
vant for improving situational awareness, but to obtain up-to-date
information about relevant events, it is usually necessary to develop
an extensive network of contacts inside and outside of the organi-
zation. These contacts can provide information that is not avail-
able from formal communications or from the regular information
systems. Network members can also be a source of assistance and
political support for a leader. Effective leaders use different parts of
their network for different purposes and extend the network as
needed to accomplish a particular objective.?*

Networks are developed in a variety of ways, such as (1) talking
with people before, during, and after meetings, ceremonies, and social
events in the organization; (2) serving on special committees, inter-
est groups, and task forces; (3) joining civic groups, advisory boards,
and social clubs; and (4) attending workshops, trade shows, and meet-
ings of professional associations. Cooperative relationships are estab-
lished and maintained by showing respect and positive regard, offering
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unconditional favors (e.g., passing on useful information, offering to
help with a problem), keeping in touch, and showing appreciation for
favors received, especially those requiring a significant effort on the
part of the person doing the favor. The process of networking is a per-
petual activity, because old relationships need to be maintained
and new ones established as people in key positions change, the
organization changes, and the external environment changes.

Situational awareness also involves understanding the needs
and feelings of people whose support and cooperation are needed
to accomplish a leader’s objectives. The ability to understand a per-
son’s emotions is one aspect of “emotional intelligence.””** Empa-
thy for the needs and feelings of others helps a leader to develop
cooperative interpersonal relationships and influence people suc-
cessfully. A leader who understands the hopes and dreams of oth-
ers is better able to arouse their enthusiasm and optimism for a
proposed activity or change.

Consider what happened when two brokerage companies
merged, creating redundant jobs in each division. One division
manager called his people together and gave a gloomy speech that
emphasized the number of people who would soon be fired. This
manager was too worried about his own fate to consider that
his direct reports were also concerned about their future. Division
performance declined as many competent but demoralized people
left to take jobs in other companies. In contrast, the manager of
another division explained why the merger was necessary, and he
promised to keep people informed and to treat everyone fairly. This
manager knew what his people were feeling, and he acknowledged
their fears and tried to build confidence. As a result, his best people
stayed, and his division remained as productive as before.*

Embrace Systems Thinking

Understanding the factors that determine organizational per-
formance in a particular situation requires the use of “systems
thinking.”" It is important to understand that complex problems
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often have multiple causes, which may include actions taken ear-
lier to solve other problems. In large systems such as organizations,
actions invariably have multiple outcomes, including unintended
side-effects. Changes often have delayed effects that tend to
obscure the real nature of the relationship. A change in one part of
a system will eventually affect other parts of it, and reactions to the
change may cancel out the effects. An example is when a manager
downsizes the workforce to reduce costs, but pressure to maintain
the same output requires expensive overtime and use of consultants
(including some of the same people who were downsized), thereby
negating any cost savings.

Another common phenomenon is a reinforcing cycle wherein
small changes grow into much bigger changes that may or may not
be desirable. For example, after a change made to improve processes
in one organizational unit is successful, other units are encouraged
to imitate it, resulting in more benefits than initially expected. A
negative example is the following: rationing is introduced to con-
serve a resource; to avoid a temporary shortage people rush to stock
up on it, thereby causing even greater shortages.

When making decisions or diagnosing the cause of problems, it
is essential to understand how the different parts of the organiza-
tion are interrelated. Even when the immediate objective is to deal
with one type of challenge, such as improving efficiency, leaders
need to consider the likely consequences for other performance
determinants and the possibility that any immediate benefits will
be nullified by later events as the effects of a decision or change
eventually ripple through the system. While strategic thinking about
these issues is clearly more important for high-level leaders than for
lower-level leaders, it is relevant for leaders at all levels.

An example of how a leader can encourage systems thinking to
improve problem solving can be found at Ford during the design of a
new model car. The project manager found that the engineers who
designed the air conditioning, the headlights, the power seats, and
the CD player were all working independently, and when used simul-
taneously these devices would drain the car battery. In previous cases
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of this type, the engineers from different departments would argue
about who should make the design sacrifices to deal with a prob-
lem. Eventually their boss would have to tell one department to
make the sacrifice, and the engineers in that department would feel
like losers. In this case, however, the project manager asked the
engineers to take a broader systems perspective when trying to
understand the nature of the problem. Working together as a coop-
erative team, they were able to come up with an integrative “win-
win” solution that satisfied everyone and saved considerable time
in the design process. The solution was to increase the idle speed
slightly in order to increase the battery charge.”

Focus on What Is Really Important

Most people in leadership positions are faced with relentless
pressure to deal with immediate problems and respond to requests
for assistance, direction, or authorization. It is easy to become over-
loaded with activities and obligations, many of which are not rel-
evant for attaining key objectives. Effective leaders are more
proactive in their behavior; their actions are guided by clear objec-
tives and priorities. Even though much of their daily activity is in
response to immediate problems and requests, they attempt to
identify necessary activities and plan time for them.

In the extensive practitioner-oriented literature on time man-
agement, there is considerable agreement about the importance of
planning daily and weekly activities in advance. However, it is not
feasible to plan in advance exactly how each minute of the day will
be spent. The unpredictable nature of the environment makes
it essential to view chance encounters, interruptions, and unsched-
uled meetings initiated by others not just as intrusions on scheduled
activities, but rather as opportunities to gain important informa-
tion, discover problems, influence others, and move forward on
implementation of plans and informal agendas. Obligations that
might otherwise be time wasters, such as required attendance
at some meetings and ceremonial occasions, can be turned to
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one’s advantage. Thus, even when reacting to unforeseen events,
the behavior of effective leaders is guided by their objectives
and priorities.”**

Leaders who become too preoccupied with reacting to day-to-
day problems have no time left for the reflective planning that
would help them to avoid many of the problems or for the contin-
gency planning that would help them cope better with unavoidable
problems. Therefore, it is desirable to set aside some time on a reg-
ular basis for reflective analysis and planning. Listen to Antonia
Bryson, a deputy commissioner in New York City’s Department of
Environmental Protection: “What happens in government is that
you always tend to get caught up in crises. But it’s helpful to sit back
at the end of every week and ask, ‘Is this part of my long-term plan
of what I want to accomplish while [ am in this job? The higher up
you go, the more you have to constantly examine how you are set-
ting your own priorities. Are you going to the right meetings? Are
you going to too many meetings? Are you using your staff members
effectively to make sure you yourself are spending time on the right
things and accomplishing what you want to get accomplished?®

Maintain Self-Awareness

In addition to situational awareness, effective leaders also develop
good self-awareness. The ability to understand one’s own emotions
and motives is another aspect of “emotional intelligence,” and it is
relevant for leadership effectiveness in many ways.”*”" It can help
leaders solve complex problems, make better decisions, adapt their
behavior to the situation, and manage crises. The ability to under-
stand one’s own needs and likely emotional reactions to events
facilitates information processing and decision making in stressful
situations and it helps one maintain optimism and enthusiasm
about a project or mission in the face of obstacles and setbacks.

Self-awareness also includes a good understanding of one’s own
abilities and behavior. It is difficult to learn from experience with-
out a clear awareness of your behavior and its influence on others.
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Understanding of strengths makes it easier for a leader to build
on them and become more effective. Understanding of weak-
nesses makes it easier to correct them or make them irrelevant. A
popular approach to assess skills and behavior is with the use of
multi-source feedback programs (sometimes called “360-degree
feedback”). In these programs, managers can compare how they
perceive themselves with the way they are perceived by subordi-
nates, peers, and bosses. An assessment center or an executive
coach can also provide useful information about a leader’s skills
and behavior.

Goleman, Boyatzis, and McKee*® describe a senior manager at
a northern European telecommunications company who became
more effective after improving her self-awareness. Whenever she
felt stressed, she tended to communicate poorly and take over
the work of her direct reports. However, she was unable to under-
stand why she was struggling at work. Through coaching she was
urged to focus on her key values and aspirations and to consider
how those ideals could become part of her everyday life. This expe-
rience helped her to see the missing elements of her emotional style
and to better understand the impact of her behavior on others.

Preserve Personal Integrity

Personal integrity is related to success or failure as a leader.
Without integrity, a leader is unlikely to retain the trust, loyalty,
and support of people whose cooperation is essential. Integrity
means that a person is honest, ethical, and trustworthy. One impor-
tant indicator of integrity is keeping promises and honoring com-
mitments. Another indicator of integrity is the extent to which a
leader’s behavior is consistent with values articulated repeatedly to
other people. A third indicator of integrity is taking responsibility
for one’s actions and decisions. Leaders will appear weak, unde-
pendable, and dishonest if they make a decision, then deny respon-
sibility when it is unsuccessful.
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Some of the biggest corporate scandals in recent years involved
the self-serving actions of top executives who treated the company
as their private fiefdom.” For example, prosecutors have accused
Tyco’s former chief executive officer, Dennis Kozlowski, and former
chief financial officer, Mark Swartz, of running a criminal enter-
prise within Tyco’s executive suite. The two executives were charged
with thirty-eight felony counts for pilfering $170 million directly
from the company and for pocketing an additional $430 million
through tainted sales of stock. Other recent examples of companies
with scandals involving unethical leadership include Enron, Adel-
phia, and HealthSouth.®

A lack of integrity will eventually have negative consequences
for individual leaders as well as for the organization. Longitudinal
studies at the Center for Creative Leadership found that managers
with high integrity had more successful careers, and that lack of
integrity was common among managers whose careers derailed
after an initial period of rapid advancement.* An important
aspect of integrity is the extent to which a leader fulfills the
responsibility of service and loyalty to the organization and its
members. People will lose trust in a leader who has exploited or
manipulated them in pursuit of self-interest. Ethical leaders give
higher priority to the needs of followers and constituents than to
their own personal wealth and career advancement. They are will-
ing to take calculated risks to benefit the organization, but they
avoid decisions that will seriously endanger the organization and
the people who depend on it.

The importance of integrity is continually emphasized at com-
panies such as Valero Energy, Dell Computer Corp., Pitney Bowes
Inc., Southwest Airlines, Darden Restaurants Inc., Microchip
Technology, National Geographic Society, and Tellabs. FedEx
stresses to its employees that it will not tolerate impropriety of any
kind, and the company moves quickly when there is wrongdoing.
When any type of illegal activity is reported, internal security offi-
cials conduct a thorough investigation. Recently, two employees
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were caught embezzling funds with the help of outsiders. They were
fired and turned over to the authorities for prosecution.”

Pitney Bowes, a leading office machine manufacturer, has
a similar philosophy about ethics. “The company’s trust and
integrity are an important brand set of the company,” says
Michael J. Critelli, chairman and chief executive officer. “I will
go a very long way in not compromising on that value.” Critelli
continually reinforces the ethics message through videos and
voice mail, and he personally responds to employees’ email
within a couple of weeks. Critelli also holds at least fifteen town
hall meetings with employees every year. Senior management
goes out of its way to mix with employees and respond to their
questions. In addition, he has a strict policy that requires any
executive who wants to sell company stock to clear it through
him. The company also has a very strict policy about avoiding
loans and financial dealings with directors.®

Conclusions: The Essence of Flexible Leadership

Flexible leadership involves knowing what to do, how to do it,
and when to do it. Being a flexible leader requires more than the
use of a particular set of behaviors, programs, or strategies. Con-
siderable ingenuity and cooperation are required to juggle the
sometimes difficult tradeoffs. Strategic thinking skills, interper-
sonal skills, and knowledge of the culture and core competencies
of the company are all relevant for flexible leaders. To identify
challenges and determine appropriate actions requires an analy-
sis of relevant information from the internal and external envi-
ronments. Formal and informal systems must be in place to ensure
that high-quality information is collected and available to lead-
ers who need it.

To meet leadership challenges successfully, all leaders in an
organization must work together in a coordinated way. Flexible
leadership does not mean that each leader is free to focus only on
challenges for his or her primary area of responsibility, without con-
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cern for other parts of the organization. Leadership practices used
by leaders at different levels must be compatible with each other
and with the overall strategy of the organization. To be useful, for-
mal programs and management systems must be supported and
implemented by the leaders at each level and within each subunit.
Finally, meeting the multiple challenges successfully requires wide-
spread support and involvement by everyone who must make
things happen in an organization, including employees not in for-
mal leadership positions. Even though enhancing human relations
and resources has been treated as a distinct challenge, its impor-
tance should never be underestimated. In a time of increasing com-
petition, dynamic change, and global interdependencies, the skills
and commitment of the company’s leaders and members will
strongly determine its survival and prosperity.
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