by John B Kotter

Harvard Business Review

No. 90309



The Magazine of the

e SRS

May-June %% Number @

Reprint Number
CK PRAHALAD and GARYHAMEL ~ The Core Commpetence of the Corporation i 90311
PETER E DRUGKER Theory of Manufacturing 90303
MAX D. HOPPER Rattling SABRE—~New Ways to 90307
Compete on Information
JANICE McCORMICK and NAN STONE  From INational Champion to Global Competitor: 20306
An Interview with Thomson’s Alain Gomez
MICHAEL C.JENSEN and - CEO Incentives—It’s Not How Much You Pay, 90308
KEVIN J, MURPHY But How ]
T. MICHAEL NEVENS, Commercializing Technology: ' 90310

GREGORY L. SUMME, and BROUTTAL  What the Best Companies Do
ROBERT L, GUTTS

DAN FINKELMAN and TONY GOLAND ~ The Case of the Complaining Customer 90304
From the Boardroom

WILLIAM A, SAHLMAN Why Sane People Shouldn’t Serve on Public Boards 80312
For the Manager’'s Bookshelf

DAVID WARSH _ Who Supplied the Supply Side? 80314

MAGID M. ABRAHAM and Special Report .

1EONARD M. LODISH Getting the Most Out of Advertising and Promotion 90301

' Ideas for Action '
SAUL W, GELLERMAN The Tests of a Good Salesperson 90305

KEITH D, SCHULZ Put Your Corporate Counsel Where Your BusinessIs 90313




Leadership is different from management, but not
for the reasons most people think. Leadership isn't
mystical and mystericus. It has nothing to do with

It is not the province of a chosen few. Nor is leader-
ship necessarily better than management or a re-
" placement for it.

Rather, leadership and management are two dis-
tinctive and complementary systems of action. Fach
has its own function and charzacteristic activities.
 Both are necessary for success in an increasingly

" complex and volatilé business environment
"~ Most U S.corporations today are overmanaged and
underled. They need to develop their capacity to ex-
ercise leadership. Successful corporations don't wait
forleaders to come along,. They actively seek out peo-

John B Kotter is professor of organizational behavior at
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having “charisma® or other exotic personality traits. -

Good management controls complexity;
effective leadership produces useful change.

et

by John B Kotter

ple with leadership potential and expose them to ca-
reer experiences designed to develop'that potential.
Indeed, with careful selection, nux turing, and encoui-
agement, dozens of people can play important leader-
ship roles in a business organization.

Leadership complements
management,
it doesnt replace it.

But while improving their ability to lead, comipa-
nies should remember that strong leadership with
weak management is no better, and is sometimes ac-
tually worse, than the reverse. The real challenge is
to combine strong leadership and strong manage-
ment and use each to balance the othes.

Of course, not everyone can be good at both leading
and managing, Some people have the capacity to be-
come excellent managers but not strong leaders. Oth-
ers have great leadership potential but, for a variety of
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reasons, have great difficulty becoming strong man-
agers. Smart companies value both kinds of people
and work hard to make them a part of the team.

But when it comes to preparing people for execn-

tive jobs, such companies rightly ignore thé recent

literature that says people cannot manage and lead.
They try to develop leader-managers. Once comapa-
nies understand the fundamental difference between
leadership and management, they can begin to groom
their top people to provide both.

The Difference Between Management
and Leadership

. Management is about coping with complexity. Its

practices and procedures are largely a tesponse to one

“of the most significant developments of the twenti-
eth centuzy: the emergence of large organizations,
Without good management, complex enterprises

tend to become chabtic in ways that threaten their -
very existence. Good management brings a degree of.

order and consistency to key dimensions like the
quality and profitability of products.

Leadership, by contrast, is about coping with
change. Paxt of the reason it has become so important
in recent years is that the business world hias become
mote competitive and more volatile Faster techno-
logical change, greater international competition,
the deregulation of markets, overcapacity in capital-
intensive industries, an unstable oil cartel, raiders
with junk bonds, and the changing demographics of
the work force are among the many factors that have
contributed to this shift The net result is that doing
what was done yesterday, or doing it 5% better, is no
longer a formula for success. Major changes are more
and more necessary to survive and compete effec-
tively in this new envizonment. More change always
demands more leadership. _

Consider a simple military analogy: a peacetime
army can usually survive with good administration
and management up and down the hierarchy, coupled
with good leadership concentrated at the very top. A
wartime army, however, needs competent leadership
at all levels. No one yet has figured out how to man-
age people effectively into battle; they must be led.

These different functions—coping with complex-
ity and coping with change —shape the characteristic
" activities of management and leadership. Each sys-
tem of action involves deciding what needs to be
done, creating networks of people and relationships
that can accomplish an agenda, and then trying to en-
sute that those people actually do the job. But each
accomplishes these three tasks in different ways.

104

Companies manage complexity first by planning
and budgeting—setting targets or goals for the future

(typically for the next month or vear), establishing *

detailed steps for achieving those targets, and then al-
locating resources to accomplish those plans. By con-
trast; leading an organization to constructive change
begins by setting a dizection—developing a vision of
the future (often the distant future) along with sirat-
egies for producing the changes needed to achieve
that vision.

Management develops the capacity to achieve its
plan by organizing and staffing —creating an organi-
zational structure and set of jobs for accomplishing
plan requiremenits, staffing the jobs with qualified in-
dividuals, communicating the plan to those people,
delegating responsibility for carrying out the plan,
and devising systems to monitor implementation
The equivalent leadership activity, however, is align-

| ing people. This means communicating the new di-

réction to those who can create coalitions that
understand the vision and are committed to its
achieyement. _ '

Finally, management ensures plan accomplish-
ment by controlling and problem solving—monitor-
ing results versus the plan in some detail, both
formally and informally, by means of reports, meet-
ings, and other tools; identifying deviations; and

then planning and organizing to solve the pmblemsi:

But for leadership, achieving a vision requires moti-

vating and inspiting—keeping people moving in the
right direction, despite major obstacles to change,
by appealing to basic but often untapped human
needs, values, and emotions.

A closer examination of each of these activities '

will help clarify the skills leaders need.

Setting a Direction vs. Planning and
Budgeting

&=

Since the function of leadership is to produce
change, setting the direction of that change is funda-
mental to leadership.

Setting direction is never the same as planning or
even long-term planning, although people often con-
fuse the two. Planning is 2 management process, de-
ductive in nature and designed to produce orderly
results, not change. Setting a direction is more induc-
tive.Leaders gather a broad range of data and look for
pattemns, relationships, and linkages that help ex-
plain things. What's more, the direction-setting as-
pect of leadership does not produce plans; it crear
vision and strategies. These describe a business, tec
nology, or corporate culture in terms of what it
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should become over the long term and articulate a
feasible way of achieving this goal.

Most discussions of vision have a tendency to de-
generate into the mystical. The implication is that
a vision is something mystericus that mere mor-
tals, even talented ones, could never hope to have.
But developing good business direction isn’t mag-
ic Tt is a tough, sometimes exhausting process of
gathering and analyzing information Pecople who
articulate such visions aren’t magicians but broad-
based stzategic thinkers who are willing to take risks.

Nor do visions and strategies have to be brilliantly
innovative; in fact, some of the best are not. Effective
business visions regularly have an almost mundane
quahty; usually consisting of ideas that are already
well known. The particular combination or pattern-
ingof the ideas may be new, but sometimes even that
isnot the case.

-For example, when CEO Jan Carlzon articulated
his vision to make Scandinavian Airline Systems
(SAS] the best airline in the world for the frequent
business traveler, he was not saying anything that ev-
eryone in the airline industry didn’t already know.
Business travelers fly more consistently than other
market segments and are generally willing to pay
higher fares. Thus focusing on business customers of-
fers an airline the possibility of high margins, steady
business, and considerable growth. But in an industry
known more for bureaucracy than vision, no com-
pany had ever put these simple ideas together and
dedicated itself to implementing them. SAS did, and
it worked.

What’s crucial about a vision is not its originality
but how well it serves the interests of importarnt
constituencies - customers, stockholders, employees
~and how easily it can be translated into 2 realistic
competitive strategy. Bad visions tend to ignore
the legitimate needs and rights of important con-
stituencies—favoring, say, employees over custom-
ers or stockholders. Or they are strategically un-
sounid. When a company that has never been better
than a wealk competitor in an industry suddenly
starts talking about becommg number one, that is
a pipe dream, not a vision.

One of the most frequent mistakes that over-
managed and underled corporations malke is to em-
brace "long-term planning” as a panacea for theix
lack of direction and inability to adapt to an increas-
ingly competitive and dynamic business environ-
ment. But such an approach misinterprets the nature
of direction setting and can never work.

Long-term planning is always time consuming
Whenever something unexpected happens, plans

: ___have to be redone. In a dynamic business environ-
| mient, the unexpected often becomes the norm, and
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long-term planning can become an extraordinarily
burdensome activity. This is why most successful
corporations limit the time frame of their planning
activities. Indeed, some even consider “long-term
planning’ a contzadictxon in terms.

In a company without direction, even short-term
planning can become a black hole capable of absorb-
ing an infinite amount of time and energy. With no
vision and strategy to provide constraints around the
planning process or to guide it, every eventuality de-
serves a plan. Under these circumstances, contin-
gency planning can go on foreve, draining time and
attention from far more essential activities, vet with-
out ever providing the clear sense of direction that a
company desperately needs After awhile, managers
inevitably become cynical about all this, and the
planning process can degenerate into a highly politi-
cized game.

Planning works best not s a substitute for direc-
tion setting but as a complement to it. A competent
planning process serves as a useful reality check on
direction-setting activities. Likewise, a competent
direction-setting process provides a focus in which
planning can then be realistically carried out. It helps
clarify what kind of planning is essential and what
kind is irrelevant.

Aligning People vs. Organizing and
Staffing

A centrzl feature of mnodem organizations is inter-
dependence, where no one has complete autonomy,
where most ermnployees are tied to many others by
their work, technology, management systems, and
hierarchy. These linkages present a special challenge
when organizations attempt to change. Unless many
individuals line up and move together in the same di-
rection, people will tend to fall all over one another
To executives who are overeducated in management
and undereducated in leadership, the idea of getting
people moving in the same ditection appears to be an
organizational problem. What executives need to do,
however, is not organize people but align them.

Managers “organize’ to create human systems
that can implement plans as precisely and efficiently
as possible. Typieally, this requires 2 number of po-
tentially complex decisions. A company must
choose a structure of jobs and reporting relation-
ships, staff it with individuals snited to the jobs, pro-
vide training for those who need it, communicate
plans to the work force, and decide how much au-
thority to delegate and to whom. Economic incen-
tives also need to be constructed to accomplish the
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Setting Direction: Lou Gersiner af American Express

When Iou Gerstner became president of the
Travel Related Services [TRS] azm at American Ex-
press in 1979, the unit was facing one of its biggest
challenges in AmFx’s 130-year history. Huadreds of
banks were offering or planning to introduce credit
cards through Visa and MasterCard that would

.compete with the American Express

card. And more than two dozen finan-
cial service fisms were coming into the
traveler’s checks business. In a ma-
ture marketplace, this increase in
competition usually reduces
margins and prohibits growth

But that was not how
Gerstner saw the business. &
Befoze joining American Ex-"=
press, he had spent five years as a5,
consultant to TRS, analyzing the
meney-losing travel division and the
increasingly competitive card opera-
tion. Gerstner and his team asked
fundamental questions about the
economics, market, and competition
and developed a deep understanding of
the business. In the process, he began
to ciaft a vision of TRS that locked
nothing like a 130-year-old company
in a mature industry,

Gerstner thought TRS had the po-
tential to become a dynamic and grow-
ing enterprise, despite the onslaught of
Visa and MasterCard competition
from thousands of banks. The key was
to focus on the global marketplace and, specifically,
on the relatively affluent customer American Fx-
press had been traditionally serving with top-of-the-
Hne products. By further segmenting this market;
aggressively developing a broad range of new prod-
ucts and services, and investing to increase produc-
tivity and to lower costs, TRS could provide the best
service possible to customers who had enough dis-
cretiofiary income to buy many tmore services from
TRS than they had in the past.

Within 2 week of his appointment, Gerstner

- brought together the people running the card orga-

nization and questioned all the principles by which
they conducted their business In particular, he chal-
lenged twe widely shared beliefs—that the division
should have only one product, the green card, and
that this product was limited in potential for growth
and innovation.

Gerstner also moved quickly to develop a2 more
entreprengurial cultuze, to hire and train people
who would thrive in it, and to cleatly communicate
to them the overall direction. He and other top
managers rtewarded intelligent risk taking To make
entrepreneurship easier, they discouraged unmeces-
sary bureaucracy. They also upgraded
hiring standards and created the ‘TRS
Graduate Management Program,
which offered high-potential young
people special training, an enriched set
of experiences, and an uniusual degree
of exposure to people in top manage-
ment, To encourage sisk taking among
all TRS employees, Gerstner also es-
tablished something cailed the Great
Performers program to recognize and
reward truly exceptional custome:
service, a central tenet’in the organi-
zation’s vision.

These initiatives led quickly tonew
markets, products, and services TRS
expanded its overseas presence dra-
rhatically By 1988, AmEx cards
= wereissued in 29 currenciés (as
opposed to only 11 2 decade ear-

lier). The unit also focused aggres-
sively on two market segments
that had historically received lit-
tle attention: college studenis and
women. In 1981, TRS combined its
card and travel-service capabilities to
offer corporate clients a unified sys-
tem to monitor and control travel expenses. And by
1988, AmEx had grown to become the fifth largest
direct-mail merchant in the United States.

Other new products and services included 90-day
insurance oz all purchases made with the AmFx
card, a Platinum American Fxpress card, and a re-
volving credit card known as Optima In 1988, the
company also switched to image-processing tech-
nology for billing, producing 2 more convenient
monthly statement for customers and reducing bifl-
ing costs by 25%.

As aresult of these innovations, TRS's netincome
increased a phenomenal 500% between 1978 and
1987 —a compounded annual 1ate of about 18%. The
business outperformed many so-called high-tech/
high-growth companies With a 1988 return on
equity of 28%, it also outperformed most low-
growth but high-profit businesses.

HARVARD BUSINESS REVIEW  May-June 1990




LEADERS

-

plan, as well as systems to monitor its implementa-

tion. These organizational judgments are much like -

architectural decisions. It’s a question of fit within a
particular context.

Aligning is different. It is more of a communica-
tions challenge than a design problem. First, aligning
invariably involves talking to many more individu-
als than organizing does. The target population can
involve not only a manager’s subordinates but also
bosses, peers, staff in other parts of the organization,
as well as suppliers, governmental officials, or even
customers, Anyone who can help implement the vi-
sion and strategies or who can block implementation
isrelevant.

Trying to get people to comprehend a vision of an
alternative future is also 2 communications chal-
lenge of a completely different magnitude from o1-
gahizing them to fulfill a short-term plan. It’s moch
like the difference between a football quarterback
attempting to describe to his team the next two or
three plays versus his trying to explain to thém a to~
tally new approach to the game to be used in the sec-
ond half of the season.

Whether delivered with many words or a few care-
fully ¢hosen symbols, such messages are not neces-
sarily accepted just because they are understood.
Another big challenge in leadership efforts is
credibility —getting people to believe the message.
Many things contribute to credibility: the track rec-
ord of the person delivering the message, the con-
tent of the message itself, the communicator’s repu-
tation for integrity and trustworthiness, and the con-
sistency between words and deeds.

Finally, aligning leads to empowerment in a2 way
that organizing rarely does, One of the reasons scme
organizations have difficulty adjusting to rapid
changes in markets or technology is that so many
péople in those companies feel relatively powerless
They have learned from experience that even if they
correctly perceive important external changes and

‘Management conirols people
by pushing them in the

right direction; leadership
motivates them by

satisfying basic human needs.

then initiate appropriate actions, they are vulnerable

to someone higher up who does not like what they

have done. Reprimands can take many different

| forms: “That’s against policy’” o1 “We can’t afford it”
* or “Shut up and do as you're told”
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Alignment helps overcome this problem by em-
powering people in at least two ways. First, when a
clear sense of direction has been cOmmunicated
throughout an organization, lower level employees
can initiate actions without the same degree of vul-
nerability. As long as their behavior is consistent
with the vision, superiors will have more difficulty
reprimanding them. Second, because everyone is
aiming at the same target, the probability is less that
one person’s initiative will be stalled when it comes
into conflict with someone else’s.

Motivating People vs. Controlling and
Problem Solving

Since change is the function of leadership, being
able to generate highly enexgized behavior is impor-
tant forcoping with the inevitable barriers to change.
Just as direction setting identifies an appzopriate
path for movement and just as effective alignment
gets people moving down that path, successful moti-
vation ensures that they will have the energy to over-
come obstacles

According to the logic of management, control

" mechanisms compare system behavior with the plan
and take action when a deviation is detected In a
well-managed factory, for example, this means the
planning process establishes sensible quality targets,
the organizing process builds an organization that
can achieve those targets, and a control process
makes sure that guality lapses are spotted immedi-
ately, not in 30 or 60 days, and corrected.

Forsome of the same reasons that control is so cen-
tral to management, highly motivated or inspired
behavior is almost irrelevant. Managerial pro-
cesses must be as close as possible to fail-safe and
risk-free. That means they cannot be dependent on
the unvsual or hard to ohtain. The whole putpose of
systems and structures is to help normal people who
behave in normal ways to complete routine jobs
successfully, day after day. It’s not exciting o1
glamorous. But that’s management

Leadership is different. Achieving grand visions
always requires an occasional burst of energy. Mo-
tivation and inspiration energize people, not by
pushing them in the right direction as control mech-
anisms do but by satisfying basic huiman needs for
achievement, a sense of belonging, recognition, self-
esteem, a feeling of control over one’s life, and the
ability to live up to one’s ideals Such feelings touch
us deeply and elicit a powerful response.

Good leaders motivate people in a variety of ways.

- First, they always articulate the organization’s vision
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Aligning Peéple: Chuck Trowbridge and Bob Crandall af Easiman Kodak

Eastman Kodak entered the copy business in the
carly 1970s, concentrating oi technically sophisti-
cated machines that sold, on average, for about
$60,000 each. Over the next decade, this business
grew tonearly $1 billion in revenues. But costs were
high, profits were hard to find, and preblems wete
tiearly everywhere. In 1984, Kodak had

Kodak Appazatus Division, which supplied one-
third-of the parts used in design and manufactur-
ing - he and his managers met with the top manage-
ment of that group over lunch every Thuisday.
More recently, he has created 2 format called
"husiness meetings;’ where his managers meet

with 12 to 20 people on a specific topic,

to write off $40 million in inventory
Most people at the company knew
there weze problems, but they couldn’t
agree on how to solve them. So,in his
first two months as general manager
of the new copy products grouy, 6s-
tablished in 1984, Chuck Trowbridge
met with nearly every key person
inside his group, as well as with peo-
ple elsewhere at Kodak who could be
important to the copier business
An especially crucial area was the en-
gineering and manufacturibg organi-
zation, headed by Bob Crandall.
Towbridge and Crandall’s vision for
engineering and manufacturing was
stmple: to become a world-class man-
ufacturing operation and to create a
less bureaucratic and more decentzal-
ized organization. Still, this message
was difficult to convey because it was
such a radical departure from previous
commumnications, not only in the copy
products group but throughout most
of Kodak, So Crandall set up dozens of

such as inventory or master schedul-
ing The goal is to get all of his 1,500
employees in at Jeast one of these for
cused business meetings each year.

Trowbridge and Crandall also en-
listed written communication in thei
cause. A four- to eight-page “"Copy
Products Journal” was sent to employ-
ees once 4 month, A program called
#Dialog Lettezs” gave employees the
opportunity to anonymously ask
questions of Crandall and his top man-
agers and be guaranteed a reply. But
the most visible, and powerful, form
of written communication were the
charts. In a main hallway near the
cafeteria, these huge charts vividly re-
ported the quality, cost, and delivery
results for each product, measured
against difficult targets A hundred
smaller versions of these charts were
scattered throughout the manufactuz-
ing area, 1eporting quality levels and
costs for specific work groups.

Results of this intensive alignment

vehicles to emphasize the new direc-
tion and align people to it: weekly meetings with
his own 12 direct reports; monthly “copy product
forums” in which a different employee from each of
his departments would meet with him as a group;
quarterly meetings with 211 100 of his supervisors to
discuss recent improvements and new projects to
achieve sl better results; and quaiterly “State of
the Department” meetings, where his managers
met with everybody in their own departments
Once a month, Ciandall and all those who re-
ported to him would also meet with 80to 100 people
from some area of his organization to discuss any-
thing they wanted Toalignhis biggest supplier—the

process began tc appear within six
months and still more after a year. These successes
made the message more credible and helped get
more people on board. Between 1984 and 1988, qual-
ity onone of the main product lines increased nearly
one-hundredfold Defects per unit went from 30
to 0.3, Over a three-year period, costs on another
product line went down neardy 24%. Deliveries on
schedule increased from 82% in 1985 to 95% in
1987, Inventory levels dropped by over 50% be-
tween 1984 and 1988, even though the volume of
products was increasing. And productivity, mea-
sured in units per manufacturing employee, more
than doubled between 1985 and 1988.
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in a manner that stresses the values of the aundience
they are addressing. This makes the work important
to those individuals. Leadess also regularly invelve
people in deciding how to achieve the organization’s
vision [or the part most relevant to a particular indi-
vidual}. This gives people a sense of control. Another
important motivational technigue is to support em-
ployee efforts to realize the vision by providing
coaching, feedback, and role medeling, thereby help-
ing people grow professionally and enhancing their
self-esteem. Finally, good leaders recognize and re-
ward success, which not only gives people a sense of
accomphshment but also makes them feel like they
belong to an organization that cares about them.
When all this is done, the work itself becomes intrin-
sically motivating,

The more that change characterizes the business

environment, the more that leaders must motivate

people to provide leadership as well. When this

works, it tends to reproduce leadership across the
entire organization, with people occupying multi-
- ple leadership roles thr oughout the hierarchy. This is
highly valuable, because coping with change in any
complex busmess dermnands initiatives from a multi-
tude of people. Nothing less will work.

Of course, leadership from many sources does not

necessarily converge. To the contrary, it can easily

conflict, For multiple leadership roles to work to-
gether, people’s actions must be carefully coordi-
nated by mechanisms that differ from those co-
orcinating traditional management roles.

Strong networks of informal relationships - the
kind fourd in companies with healthy cultures—
help coordinate leadership activities in much the
same way that formal structure coordinates manage-
rial activities. The key difference is that informal
networks can deal with the gieater demands for co-
ordination associated with nonroutine activities and
change. The multitude of communication channels
and the trust among the individuals connected by

- Despite leadership’s
growing importance, the
on-the-job experiences

of most people undermine
their ability to lead.

those channels allow for an ongoing process of ac-
comrodation and adaptation When conflicts arise
among roles, those same relationships help resolve
- the conflicts. Perhaps most important, this process of
*dialogne and accommodation can produce visions
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that are lirked and compatible instead of remote and
competitive, All this requires a great deal more com-
munication than is needed to coordiriate managerial
roles, but unlike formal structure, strong informal
networks can handle it.

Of course, informal relations of some sort exist in
all corporations. But too often these networks are ei-
ther very weak—some people are well connected but
most are not--or they are highly fragmented—a
strong network exists inside the marketing group
and inside R&D but not across the two departments.
Such networks do not support multiple leadership
initiatives well In fact, extensive informal networks
are so important that if they do not exist, creating
them has to bie the focus of activity early in a major
leadership initiative.

- Crecn‘mg a Culiure of Leadershlp

Despite the increasing importance of leadership to
business success, the on-the-job experiences of most
people actually seem to undermine the development

of attributes needed for leadership. N evertheless,

some companies have consistently demonstrated an
ability to develop people into outstanding leader-

‘managers Recruiting people with leadership poten-

tial is only the first step. Equally important is
managing their career patterns. Individuals whao are
effective in large leadership roles often share a num-
ber of career experiences.

Perhaps the most typical and most important is
significant challenge edrly in a career. Leaders almost
always have had opportunities during their twenties
and thirties to actually try to lead, to take a risk, and
to learn from both triumphs and failures, Such leamn-
ing seems essential in developing a wide zange of
leadership skills and perspectives. It also teaches peo-
ple something about both the difficulty of leadership
and its potential for producing change.

Later in their careers, something equally impor-
tant happens that has to do with broadening Peo-
ple who provide effective leadership in important
jobs always have a chance, before they get into those
jobs, to grow beyond the narrow base that characterz-
izes most managerial careers. This is usually the re-
sult of lateral career moves or of early promotions to
unusually broad job assignments. Sometimes other
vehicles help, like special task-force assignments ora
lengthy general management course. Whatever the
case, the breadth of knowledge developed in this way
seems to be helpful in all aspects of leadership. So
does the network of relationships that is often ac-

~ quired both inside and outside the company. When
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Motivating People: Richard Nicolosi at Procier & Gambie

For about 20 years since its founding in 1956,
Procter & Gamble’s paper products division had
experienced little competition for its high-qual-
ity, reasonably priced, and well-marketed con-
sumer geods. By the late 1970s, however, the mar-
ket position of the division had changed. New
competitive thrusts hurt P&G badly
For example, industry analysts esti-
mate that the company’s market sharte
foz disposable diapess fell from 75% in
the mid-1970s to 52% in 1984,

That year, Richard Nicolosi came to
paper products as the associate general
manager, after three years in P&G's
smaller and faster moving soft-drink
business, He found a heavily bureau-
cratic and centralized organization
that was overly preoccupied with in-
ternal functional goals and projects.
Almost all information about custom-
ers came through highly quantitative
market résearch. The technical people
wete rewarded for cost savings, the
commercial people focused on volume
and share, and the two groups weit
nearly at war with each other.

During the late summez of 1984, top
management announced that Nico-
losi would become the head of paper
products in October, and by August he
was unofficially running the division.
Immediately he began to stress the

people. He asked the marketing manager of diapers
to report-direetly to him, eliminating a layer in the
hierarchy He talked more to the people who were
working on new product-development projects. '

In January 1985, the board announced a new or-
ganizational structure that included not only cate-
gory teams but also new-brand
business teams By the spring, the
board was ready to plan an important
Tmotivational event to communicate
the new papet products vision to as
many people as possible. On June 4,
1985, all the Cincinnati-based person-
nel in paper plus sales district manag-
ers and paper plant managers—several
‘thousand people in all-met in the
local Masonic Temple. Nicolosi and
other board members described their
vision of an organization where “each
of usis 2 leader” The event was video-
taped, and an edited version was sent
to all sales offices and plants for every-
one to see.

All these activities helped create an
entrepreneurial environment where
large numbers of people were moti-
vated to realize the new vision. Most
innovations came from people dealing
with new produocts. Ultra Pampers,
first introduced in February 1985, took
the market share of the entire Pampers
produce line from 40% to 58% and

need for the division to become more

creative and market driven, instead of just trying to
be a low-cost producez. “Thad to make it very clear”
Nicolosi later reported, “that the rules of the game
had changed !

The new direction included a much greater stress
on teamwork and multiple leadership roles. Nico-
losi pushed a strategy of using groups to manage the
division and its specific products.In October, he and
his team designated themselves as the paper divi-
sion “board” and began meeting first monthly and
then weekly. In Novembe, they established “cate-
gory teams” to manage their major brand groups
(like diapers, tissues, towels) and started pushing re-
sponsibility down to these teams. “Shun the incre-
mental” Nicolosi stressed, “and go for the leap’!

T December, Nicolosi selectively involved him-
s¢lf in more detail in certain activities He met with
the advertising agency and got to know key creative

profitability from break-even to posi-
tive. And within only a few months of the introdue-
tion of Luys Delux in May 1987, market share for
the overall brand grew by 150%.

Other employee initiatives were oriented more
soward a functional area, and some came from the
Lottom of the hierarchy. In the spring of 1986, a few
of the division’s secretaries, feeling empowered by
the new culture, developed a Secretaries Network.
This association established subcommittees on
training, on rewards and recognition, and on the

“gecretary of the future’” Echoing the sentiments of -

many of her peers, one paper products secretary
said: #T don’t see why we too can’t contribute to the
division’s new direction.”

By the end of 1988, revenues at the paper products
division were up 40% over a four-year period. Prof-
its were up 66%. And this happened despite the fact
that the competition continued to get tougher.
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LEADERS

enough people get opportunities like this, the rela-
tionships that are built also help create the strong
informal networks needed to support multiple
leadership initiatives

One way to develop
leadership is o create
challenging opportunities
for young employees.

Corporations that do a better-than-average job of
developing leaders put an emphasis on creating chal-
lenging opportunities for relatively young employ-
ees. In many businesses, decentralization is the key.

By definition, it pushes responsibility lower in an o1--

ganization and in the process creates more challeng-
ing jobs at lower levels. Johnson & Johnson, 3M,
Hewlett-Packard, General Electric, and many other
well-known companies have used that approach
quite successfully Some of those same companies
also ereate as many small units as possible o there
are a lot of challenging lower level general manage-
ment jobs available.

Sometimes these businesses develop additional
challenging opportunities by stressing growth
through new products or services. Over the years,
3M has had a policy that at least 25% of its zevenue
should come from products introduced within the
last five years. That encourages small new ventures,
which in turn offer hundreds of apportunities to test
and stretch young people with leadership potential.

Such practices can, almost by themselves, prepare
people for small- and medium-sized leadership jobs.
But developing people for important leadership posi-
tions requires moze work on the part of senior execu-
tives, often over a long period of time. That work
begins with efforts to spot people with great leader-
ship potential eaily in their careers and to identify
what will be needed to stretch and develop them.

Again, there is nothing magic 2bout this process
"The methods successful companies use are surpris-
ingly straightforward. They go out of their way to
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make young employees and people at lower levels in
their organizations visible to senior management.
Senior managers then judge for themselves who has
potential and what the development needs of those
people are. Executives also discuss their tentative |
conclusions among themselves to draw more acen-
rate judgments.

Armed with a clear sense of who has considerable
leadership potential and what skills they need to de-
velop, executives in these companies then spend
time planning for that development. Sometimes that
is done as part of a formal succession planning or
high-potential development process; often it is more
informal In either case, the key ingredient appears to
be an intelligent assessment of what feasible devel
opment opportunities fit each candidate’s needs,

Institutionalizing a leadership-
centered culfure is the
ulimate act of leadership.,

1b encourage managers to participate in these ac-
tivities, well-led businesses tend to recognize and re-
ward people who successfully develop leaders. This
is rarely done as part of a formal compensation or bo-
nus formula, simply because it is so difficult to mea-
sure such achievements with precision. But it does
become a factor in decisions about promotion, espe-
cially to the most senior levels, and that seems to
make a big difference. When told that future promo-
tions will depend to some degree on their ability to
nurture leaders, even people who say that leadership
cannot be developed somehow find ways ta do it.

Such strategies help create a corporate culture
wherte people value strong leadexslnp and strive to
create it. Just as we need more people to provide lead-
ership in the complex organizations that dominate
our world today, we also need more people to develop
the cultures that will create that leadership. Institu-
tionalizing a leadership-centered culture is the ulti-
mate act of leadership. o
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