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Why many CEOs don’t have the leadership

ere's a common scenario
in many companies: A
key executive job be-
comes vacant. Senior
management sizes up
the level of internal tal-

entand tries to 1dentify a

replacement. There are

many capable, hard-

working people in mid-

dle management, but

they lack the required

skills and breadth and
depth of experience. There’s no one
exceptional leader in the bunch who
could hit the ground running and main-
tain the momentum of a successful
strategy. No one with experience enact-
ing organization-wide change or redirect-
ing key resources. Not a single rising star
capable of moving in a new direction. A
headhunter is called in.

Going outside of the organization
for talent makes sense in many
instances—especially when the organi-
zation stands to benefit from new tech-
nology, an infusion of new ideas, or a
fresh perspective. But, generally,
most CEOs would like to fill top-
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management positions from within. A
survey conducted by Development
Dimensions International of more than
1,000 executives and HR professionals
found that, in most cases, organizations
prefer to go outside to fill only 20 to 30
percent of senior leadership positions.

The reasons it’s better to promote
from within:

« Insiders can take on the new respon-
sibilities more quickly because they
know the organization, its people, and
its strategy.

« There’s less organizational disruption,
as when people are waiting to find out
who the new executive will be and what
changes he or she will make.

« Promotional opportunities are creat-
ed, increasing retention.

« The organization saves money be-
cause it’s almost always cheaper to pro-
mote people than to go outside.

« A CEO promoting from within leaves
a human legacy.

Still, many CEOs are unhappy with
their organization’s ability to fill vacancies
with internal candidates. Looking down
through the ranks, they come to the con-
clusion that their succession manage-
ment efforts, whether formal or informal,
aren't working.

My colleagues and | at DDI have, over
the past three decades, had the opportu-
nity to work with 19,000 organizations,
including 470 of the Fortune 500, to
design and implement succession man-
agement programs. \We've observed and
interviewed numerous CEOs who have
struggled with the challenge of filling 70
to 80 percent of positions with qualified
internal talent. Good intentions, we've
discovered, are undermined by critical
errors that can cause seemingly sound
succession management strategies to fail.
In our work, we identified 14 common
traps that often result in a dearth of orga-
nizational bench strength.

Trap 1

Believing that having

a succession manage-
ment system will lead
to success

Many systems in mid-size and large orga-
nizations are outdated. Consider systems
in which managers are asked to nominate
people as their replacements and rate
them on their readiness to assume a lead-
ership role. Our experience has shown
that in most organizations, designated
replacements fill only about one-third of
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the management positions for which
they're targeted. Jobs and organizational
strategies tend to change too fast for the
replacement approach to be successful.

Making matters worse, organizations
often sink a lot of precious executive time
into filling out forms and attending
meetings. PepsiCo, for example, found
that it was spending 250,000 executive
hours a year on replacement planning ac-
tivities. It has since nixed that system in
favor of one that aims people towards an
organizational level rather than a specific
position and then seeks the best match of
people to jobs as vacancies occur.

Having a well-designed system doesn't
mean it will prove successful. Many CEOs
err in thinking that once they've imple-
mented a new system, they don't have to
follow up. Their measure of success is the
number of people in the system rather
than the quality of people available to fill
positions. Other CEOs consider comple-
tion of an event (such as talent review
meetings or training experiences) as evi-
dence of effective succession management.
But it’s a CEO’s job to set meaningful,
measurable goals (such as number of
positions filled internally) for tangible suc-
cession management outcomes, and to as-
sign people to monitor the system’s
effectiveness through periodic reports.

Trap 2

Thinking they

knowv all of the
high-potential people
CEOs tend to think they have a good
feel for who are the up-and-coming peo-
ple in the organization when, in reality,
they don't. They fail to look throughout
the entire organization and, instead,
select candidates for accelerated develop-
ment based solely on their personal
knowledge of them. That helps perpetu-
ate the “good old boy” system and can
give managers who interact regularly
with the CEO an advantage.

Some CEOs rely heavily on chance
observations. For example, a CEO
might observe some managers making
presentations and might make hasty es-
timations of their potential, forgetting
managers who might be equally or bet-
ter qualified but don’t have opportuni-
ties to make presentations before the
CEO. Personal observation alone won't
do it; there must be other systems for
finding people who don't typically inter-
act with senior executives.

Trap 3

Believing in the
accuracy of an internal
nomination system

Many large organizations determine
their list of high flyers by asking senior
executives to nominate people. That
has three common problems: 1) The
criteria for selection isn’t clear, 2) the
evaluation standards vary across depart-
ments and globally, and 3) some nomi-
nators are more conscientious than
others about submitting names and
backup documentation.

An increasingly difficult challenge for
organizations is to tap all of their interna-
tional talent, not just the high-profile
expatriates. It's becoming more common
for organizations to want people they can
move from one country to another and
eventually tap for senior executive posi-
tions in the home office. But finding
such people across international borders
is challenging because of the variety of
performance appraisal standards in dif-
ferent areas of the world. Talent identifi-
cation challenges are exacerbated when
global organizations grow or morph
through international acquisitions or
mergers. M&As offer new talent, but
finding high-potentials in new, geo-
graphically dispersed organizations is like
looking for a needle in a haystack. A
common standard is needed to reflect the
challenges inherent to senior field and

corporate leadership assignments. Fur-
ther, it’s important to ensure that
unknown emergent leaders from newly
acquired segments of the organization
be afforded the same recognition and
credibility shown high-potentials in the
parent organization.

Many companies—such as Cisco,
PPG, and General Motors—use Acceler-
ation Centers to provide consistent stan-
dards. Candidates are put through
simulations of the challenges they'd face
in a senior leadership position, such as
handling interdepartmental conflicts, ne-
gotiating a merger, dealing with govern-
ment officials, handling the press, and
making quick decisions without having
all of the relevant facts. Each person’s
behavior is evaluated by professional
assessors and he or she receives extensive,
behavior-based feedback on develop-
ment needs. That’s a significant benefit
whether or not someone’s selected. The
organization receives a summary report.
Because candidates go through the same
simulations and have the same oppor-
tunities to exhibit their skills, the org-
anization can make relevant, objective,
and fair judgments on people who
work in different functional areas and
environments.

Trap 4

Being fooled by
someone’s excellent
experience record or
lack thereof

Obvious candidates are people with a
broad range of experiences. The assump-
tion is that they know a lot about the or-
ganization, its products, and its systems
and have proven their abilities. But not all
potential leaders have access to choice job
and developmental assignments, oppor-
tunities to take on significant responsibili-
ties early in their careers, or the chance to
hold high-visibility positions. Too often,
people with innate skills get trapped in or-



ganizational silos or by managers who
don't want to lose key contributors, so
they miss early development opportuni-
ties. Those skilled but unfortunate poten-
tial leaders end up with good
performance appraisals but a narrow
record of responsibilities and achieve-
ments. Meanwhile, others who are less
skilled benefit from opportunities to hold
broader, more important assignments,
and thus look better to the decision mak-
ers who rely on achievements.

To level the playing field, base evalu-
ation of high-potentials on such basics
as results achieved, interpersonal skills,
self-development orientation, support
for and modeling company values, lead-
ership, business acumen, entrepreneur-
ial ability, and the motivation to be a
strategic leader.

Trap 5

Treating all high-potentials
the same
A “one size fits all” approach to developing
high-potentials doesn't work, is ridiculous-
ly expensive, and can lead to retention
problems. When people are identified as
having potential, it's important to diagnose
their development needs and give them
unique experiences and training to prepare
them for success at higher levels. To achieve
that, it may be necessary to move them
horizontally instead of vertically and ex-
pand or contract job responsibilities to fit
their individual needs and abilities.
Positions in which people interact with
vendors and customers can be appropri-
ate development assignments. A compa-
ny wanted a future executive to gain
experience in running a manufacturing
firm in China because it planned to open
several plants there. Because the company
didn't yet have any operations in China
where the candidate could develop the
appropriate skills, it loaned him to a Chi-
nese vendor for a one-year assignment.
The executive learned about the vendor’s

operations and doing business in China.
When a system provides the same de-
velopment to all high-potentials, time and
money can be wasted as particular needs
are overlooked and people are trained in
skills they're already good at. What’s more,
people can become frustrated by a lack of
meaningful development experiences.

Trap 6

Developing people

who can handle last
year’s problems

An effective succession management
system will produce people who can
handle the organization’s future chal-
lenges, which are often different from
current challenges. For example, when
Ken Freeman, the CEO of Quest Diag-
nostics, set up a new leader acceleration
program, his aim was to “make Quest
a very different company.” He selected
the factors to be evaluated and devel-
oped based on that vision.

The debate about what makes a
good leader continues to be reflected
in an evolving list of characteristics
that define an effective leader. Over
the past decade, effective leadership
has been discussed in terms of compe-
tencies, roles, experiences, tasks, per-
sonality traits, and values. But executive
descriptors can be boiled down to
these main categories:

« organizational knowledge. What one
knows—the functions, processes, sys-
tems, products, services, or technologies
of an organization.

« job challenges. What one has done—
the kinds of situations that someone
entering top management should’ve
experienced or at least been exposed
to, such as carrying a key functional
assignment through from beginning
to end.

« competencies. What one is capable
of—the behavior, knowledge, technical
skills, and motivation important to suc-

cess in senior management, such as
strategic relationships, change leader-
ship, and global acumen.
« executive derailers. Who one is—
the personality traits that might cause
an otherwise effective senior leader
to fail, such as being approval depen-
dent, argumentative, or risk-adverse.
With the exception of the derailers,
executive descriptors must be specific
for each organization and tied to
its strategy. Too many companies
use competencies that are outdated
or place undue emphasis on jobs
held rather than skills and know-
ledge. Focusing on job challenges and
organizational knowledge enables
a broader range of development oppor-
tunities and gives senior executives
greater flexibility in making job
assignments.

Trap 7

Assuming that once
someone commits to
a development plan,

it will be implemented
The greatest pitfall of succession man-
agement is lack of follow-through.
Every year, thousands of executives and
aspiring executives fill out individual de-
velopment plans, incorporating feed-
back from their bosses, peers, multirater
instruments, or assessment centers. On-
ly a few plans are actually carried out,
and a smaller number produce the de-
sired outcomes. Ineffective plans can be
traced to inappropriate success criteria,
poor diagnosis of needs, and lack of
organizational support.

High-potentials generally aren't good
at prescribing development actions
for themselves. They often don't know
about the options, or the best strate-
gies—such as being sent on a temporary
international assignment. Many times,
leaders will say they’ll take a class to meet
their development needs when that’s
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useful for only a few needs and
is usually just a first step in a larger
development process requiring on-the-
job practice and feedback. High-poten-
tials are worse at implementing their
self-development plans because of
conflicting pressures. Though they may
get verbal support for development from
their bosses, they get little tangible help
or reinforcement, such as coaching.

Ideally, a development discussion
should include setting job goals at the
start of each new assignment, assessing
the person’s knowledge of the tasks, and
determining the timeframe and degree
of support. That will help high-poten-
tials know realistically which develop-
ment needs (diagnosed against
organizationally relevant criteria) they
can meet in their new position. It also
aligns development objectives with job
objectives. People see how accomplish-
ing development goals also helps them
achieve job success, while their man-
agers are encouraged to lend support be-
cause they see how the development
helps ensure tasks get done.

At some organizations, such
as PPG and Bristol-Myers Squib, the
development of high-potentials is the
responsibility of a team made up of the
candidate, his or her manager, a mentor,
and sometimes an HR representative.
All team members meet at least twice a
year, have clear responsibilities, and are
prepared for their roles.

Trap 8

Assigning
responsibility

for succession
management to HR

HR can manage, facilitate, handle pa-
perwork, act as a catalyst, and provide
expert advice regarding assessment and
development, but the CEO should ex-
ert ownership. Jim Mcllvenny, a divi-
sion president at Dow Chemical, works
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with his senior team to devise develop-
ment plans and sees that they happen.

A management committee commit-
ted to the process must support the
CEO. In most organizations we ob-
served, that committee is made up of
the CEO, COQO, and heads of major
departments. The committee meets at
least twice a year to make decisions
about the people identified for acceler-
ated development. It considers how
they're doing in their current jobs and
their readiness for new assignments. If
someone’s ready, the committee deter-
mines what position best meets his or
her development needs (relative to the
executive descriptors) and the needs of
the organization.

An involved CEO can force tough
decisions and ensure that managers
feel compelled to part with their star
performers for new assignments.

Trap 9

Thinking short-term
ISsues are more
important than
succession
management

Quarterly operating numbers, organi-
zational change, competitive pressure,
and other factors cause CEQs to put
off or abandon succession manage-
ment activities. But the best CEOs
we've interviewed act on the belief
that the future of their organizations
lies in the hands of the people they
develop, and they make time for suc-
cession management because they
believe that their boards and the
stock market are concerned about
the company’s talent.

It's detrimental to cut back on
recruitment and development of
high- potentials during a bad business cycle.
That might appear wise in
the short-term, but it positions an
organization poorly when the uptum comes.

Trap 10
Not getting to

know high-potentials
and failing to support
their development
Effective CEOs make a point to talk
to high-potentials and observe them in
presentations and other situations.
It lets the CEO learn about their
issues and challenges. Simply asking,
“What are you up to?” can start a mean-
ingful conversation.

Being a mentor to a high-potential is
another excellent opportunity for a
CEO to get involved. Another way is for
the CEO to be involved in development
programs. Former chairman Jack Welch



visited GE’s management development
center every two weeks for 17 years.

Trap 11

Thinking diversity

can be mandated

Many leaders recognize the importance
of diversity and set goals, but little
changes. Once a succession manage-
ment system is in place, diversity goals
must be reinforced aggressively through

the actions of the CEO.
Trap 12
Excluding

high-potentials

from development
decisions

Management often places a high-poten-
tial in a job assignment, but he or she
doesn't get the experience or learning
anticipated, typically because the person
didn’t understand what he or she was
supposed to gain. That breakdown leads
to the high-potential picking up a su-
pervisor’s bad habits or failing to see
how the training relates to the job.
Avoid such missteps by involving high-
potentials in selecting their develop-
ment assignments.

Trap 13

Not letting people learn
from their mistakes
Many of us have heard the story about a
middle manager who's called into the
CEQ’s office expecting to be fired be-
cause a business decision he made re-
sulted in a $1 million loss. But the CEO
gives him another meaningful assign-
ment and says, “Why should we fire
you? We just invested $1 million in your
education!”

Many CEOQs aren't so forgiving, so
they lose good people and foster a cul-
ture of fear that stifles creativity and dis-

courages bold decision making. When
someone makes a bad decision, that
should be considered only part of his or
her total performance.

Trap 14

Being impatient

CEOs and other senior leaders often be-
come frustrated and give up on succes-
sion management when the system fails
to yield people immediately to fill exec-
utive positions. It takes time to build a
client base or penetrate a new market;
likewise, people—even talented ones—
need time to grow. Succession manage-
ment is a multiple-year strategy that
must be viewed long-term.

Many times, impatience is exacerbat-
ed by people being nominated for accel-
erated development who aren’t top
quality. When that happens, the execu-
tive committee should sort through the
nominees to select the appropriate pool.
The nominators should learn the com-
mittee’s criteria, and the committee
should work out its own procedures.

Organizations can succeed in crafting
successful succession management sys-
tems, but CEOs must get involved and
stay involved over the long haul
to make them work. Jack Welch says
he spent 50 percent of his time iden-
tifying and developing managers. I'm not
suggesting that a CEO make succession
management the top priority, just an im-
portant priority. He or she should, with
other executives, determine the priority
relative to the organization’s short- and
long-term goals. Then, the CEO?s job is
to see that succession management gets
the appropriate attention and commit-
ment of resources. TD
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