
		
			[image: ]
		

	
		

		
			ex-e-cu-tion (ek si kyoo shun), n. 1. The missing link. 2. The main reason companies fall short of their promises. 3. The gap between what a company’s leaders want to achieve and the ability of their organizations to deliver it. 4. Not simply tactics, but a system of getting things done through questioning, analysis, and follow-through. A discipline for meshing strategy with reality, aligning people with goals, and achieving the results promised. 5. A central part of a company’s strategy and its goals and the major job of any leader in business. 6. A discipline requiring a comprehensive understanding of a business, its people, and its environment. 7. The way to link the three core processes of any business—the people process, the strategy, and the operating plan—together to get things done on time. 8. A method for success discovered and revealed in 2002 by Larry Bossidy and Ram Charan in Execution: The Discipline of Getting Things Done.
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		RESETTING EXECUTION FOR
A TIME OF CRISIS

		Execution, when first published in 2002, was based on our observation that the discipline of getting things done was what differentiated companies that succeeded from those that just muddled through or failed.

		Today we are mired in a deep global recession that is taking a tremendous toll on businesses, consumers, and governments. Everywhere there is a huge loss of confidence. Strategies and business models that once worked well no longer do so. Even when the recession ends the business and economic environment will not return to what we have come to regard as “normal.”

		The world is experiencing a tectonic shift—the global business environment is being “reset.” We now live in a world in which radical change can happen seemingly overnight, and in which many former “givens” will be in flux for a long time. That reality makes execution harder (not that it’s ever been easy), but also more important than ever before. Execution not only ensures efficient use of resources in a credit and cash-starved world, but also provides the feedback loop needed for the business to adjust to changes—big or small—in the external world. True, leaders must still conceive of a path forward, but execution is what drives the organization along that path and allows it to seize opportunities. And good execution not only will see a company through the tough times, but also significantly improve its chances for success as the environment continues to shift.

		No one can predict precisely what the future holds—we will all have to deal with whatever is ahead when it happens—but consider some of the more profound changes that are likely to be in store:

		
				
				Growth will be slower. The vast consumer market that is America may no longer be the principal global economic driver it has been, and countries intent on creating jobs for their people will be much slower to import our goods. During the early stages of recovery from the recession, credit will still be constrained, leverage restricted, and opportunities for profitable growth difficult to find. But the company that executes well will have the confidence, speed, and resources to move fast as new opportunities emerge. It will also have credibility as a partner, supplier, and investment of choice, compounding its advantage as it positions itself for growth.

				

				
				Competition will be fiercer. In a slower-growth global economy everyone will be fighting harder and smarter to win market share. Each company will be searching for a new advantage, in the form of products, technologies, management, locations, prices, among many other variables. The margins for error are thinner, and flexibility and speed in assigning and re-assigning resources will make a huge difference in performance. That’s a lot to contend with and faulty execution in these basic performance nuts and bolts can lead to a death sentence, but that’s not all. Stronger, faster companies can detect and pounce on opportunities, for instance, to take advantage of the downturn by snapping up assets at bargain prices and snatching market share out from under their competitors. Good execution reveals flaws in outmoded or wrong strategies sooner and allows time to change direction. Those who fail to see the errors in their strategies or who fail to execute the correct strategies quickly and effectively will face the fate that confronted GM, Chrysler, Bear Stearns, AIG, and Lehman Brothers as the economic and financial crises unfolded.

				

				
				Governments around the world will take new roles in their economies and business environments. There will be a new regulatory environment and each government will carry it out in different ways, some as partners to business, others as adversaries. But there is also a trend toward more global rather than national regulation and that could present formidable obstacles given the various cultures and political systems involved in such a widespread effort. Even regulation at the national level will be heavily influenced by who the regulators are and what credibility they have. And there will invariably be calls for protectionism to shelter jobs and markets that suffer from intensifying competitive pressures. Companies that execute well will be more attractive as partners and suppliers to government bodies and better prepared to adapt to changing regulations.

				

				
				Risk management—understanding and controlling risks at every level of the business, including political and global economic risk—will become a huge part of every leader’s job. As of this writing there is considerable debate about whether the global economy will slide into deflation or if stimulus policies will touch off a new burst of inflation. Being prepared for either result is a fundamental tenet of risk management. But inflation or deflation can be forecast to some extent. The real risks are those that lie hidden beneath the veneer of “business as usual.” A decade ago credit default obligations or collateralized mortgage obligations mattered little, yet those instruments, highly touted a few years ago as a means to reduce risk, have been at the root of the current crisis. The lesson of the past two years is clear: Your strategy must incorporate a plan to deal with not only company and industry-specific risks, but also unknown risks, such as those in the global financial system. Execution is what gives you an edge in detecting new realities in the external environment as well as risks that are being introduced, perhaps inadvertantly, to your own operations.
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		Execution done well makes a huge difference in a company’s performance, as we have seen with the way in which Richard T. Clark has changed Merck & Co. since becoming chairman and CEO of the giant pharmaceutical firm in 2005. The board chose Clark because it was looking for someone well grounded in both medicine and operations. Clark had demonstrated an ability to execute first as head of Merck’s manufacturing operations, then as the leader of its Medco Health Solutions subsidiary.

		When Clark took over the top role, Merck was floundering. Its strategy was little more than an expanded vision statement containing broad general statements about how good Merck was. It was little more than platitudes, a strategy in name only. Without a real strategy against which to execute, Merck was not moving forward. Almost immediately Clark undertook an extensive review of Merck’s business, selecting the areas in which it would have the best chance of winning given its research abilities and history. Once he targeted the right areas, Clark put the company through a rigorous analysis of its existing manufacturing facilities and technology to choose the plants and technologies that would become the foundation for his strategy of innovation and excellence. He provided meaning to these otherwise vague terms by ensuring that Merck’s manufacturing arm could anticipate technological developments and seize a position at the cutting edge of innovation in the fields that Merck would pursue. The company’s history and performance argued strongly, for example, to maintain a commanding position in cardiology.

		With a real strategy in place Clark then made extensive changes in the top ranks of management to ensure that Merck’s leadership both knew what the strategy was and could execute it as a team. And when his internal organization was up and running the way he wanted it to, Clark took yet another major step and engineered the acquisition of Schering-Plough, a major coup. In short, Clark used each of the three core processes of execution and made sure that they were linked together so that the company’s priorities and allocation of resources were aligned with its reorganization and sharper focus. Clark, a low-key leader, altered Merck’s entire culture quickly and efficiently, demonstrating that leaders need not be loud and bombastic to command respect and achieve results.

		THE THREE CORE PROCESSES
OF EXECUTION

		The three processes—people, strategy, and operations— remain the building blocks and heart of good execution. But as the economic, political, and business environments change, the ways in which they are carried out also change.

		Strategy

		The ground rules for formulating strategy are shifting rapidly as the world resets. The global crisis that began in earnest in 2008 demonstrates conclusively that it will no longer be sufficient to develop a strategy based only on competitive industry analysis. Rather, every strategy needs to take into account the ever-changing environment for global business.

		One need look no further than Russia to see how quickly business conditions can change. Just two years ago Russia appeared to be one of the most promising places on earth for business development. Now it is an economic and political wreck and much apprehension exists about its business future. And while China was the place to go for manufacturing ten years ago, today it is far from the most competitive supplier of goods while Mexico, which many years ago was the original location for outsourcing, looms large again today as a potential sourcing location given its proximity to the United States. Decisions about strategy are not, of course, limited to mega-issues such as which countries to do business in, but include those of day-to-day importance such as constantly questioning the selection of vendors and whether they still fit into a company’s evolving supply chain strategy.

		It is imperative, too, that every strategy takes into account an analysis and understanding of the global financial and economic environment marked by slower growth, increased competition, altered consumer behavior, and more government intervention. All of those are tantamount to increased risk at every level, and those risks must be better understood and taken into account in the formulation of a strategy.

		People

		An environment of fast growth can cover a multitude of sins, but an era of slow growth will magnify every shortcoming of every person in the business, especially the leaders. Not only will many formerly well-regarded managers be found wanting in the new environment, there will also be a shortage of well-grounded leaders who have the mental acuity, fortitude, and persistence to execute well in a tough environment.

		Leaders must be sensitive to when a strategy has run  its course and needs to be changed and have the flexibility to act  quickly to make the change. The consequences of not doing so can be fatal. For example, Richard Fuld, the chairman of Lehman Brothers, stubbornly held onto his strategy of high leverage for months after the Bear Stearns bankruptcy revealed its flaws. Fuld simply failed to see how the collapsing mortgage market would affect the company in time to do anything about it. Failure was the result, a failure that jeopardized the global financial order.

		Competition for the best leaders will be intense. One way to ensure that you have the right people in the right jobs in this rapidly shifting environment is by writing job descriptions for the kind of people you need in each job as it will exist tomorrow, then match those descriptions against the talents and abilities of the peole holding those jobs today. If you don’t have the right leaders for the environment, then it is incumbent to move quickly and make the necessary changes. You must also begin now to cultivate the leaders of the future, testing and evaluating people for their ability to execute in the face of new challenges and circumstances.

		Operations

		To execute well there must be accountability, clear goals, accurate methods to measure performance, and the right rewards for people who perform. But now, more than ever before, leaders need to design flexible operating plans. In the past a company might make one or perhaps two profound changes in its operations each year. But in the future such changes, whether rebalancing inventories, readjusting prices, or reformulating advertising and marketing plans, may occur several times in a year and the operating plan must be able to adopt by rapidly moving resources from one place to another. In the late 1990s PepsiCo spun off its bottling operations based largely on a financial engineering plan whose logic ultimately failed. Then in 2009 PepsiCo chairwoman Indra Nooyi reversed course and offered to buy back the bottling operations to provide the necessary operating flexibility and regain control of operating and distribution costs.

		Strategy no longer is set in stone. A good strategy will be under constant review or revision depending on what is happening in the business environment. And as the strategy changes, so, too, must the company’s people and operations. Leaders should not seek change for change’s sake, but they and everyone else in the company need to be prepared to change quickly when conditions dictate a change. Change might come in the form of a geographic shift in sourcing, away from China and toward Mexico, for instance. And people need to understand that major changes will affect them in unexpected ways. When Procter & Gamble decided to shift from a global to a regional structure around the world, the change required a different set of people in leadership positions. It wasn’t that the people already in place weren’t doing a good job, but the new mandate required different skills and knowledge.

		EXECUTION IN THE REAL WORLD

		It’s not enough to simply get one, two, or even all three of the processes right. Linkage between all three is crucial as we illustrate by examining the results obtained by the leaders of two of our largest financial institutions: Jamie Dimon, chairman of JPMorgan Chase, and Charles Prince, the former CEO of CitiGroup. Both are respected, smart, and capable. But their execution took their organizations to two very different places.

		Consider first their backgrounds. Jamie was the son of Theodore “Ted” Dimon, a star stock broker at Shearson and a close friend of Sandy Weill, the imaginative and hard driving financier who would eventually put together the deal that created CitiGroup. Weill took the young Dimon under his wing, first as a gofer during summer breaks from college, then as sort of an executive assistant. As Weill’s career soared, Dimon continued as his understudy, watching not only how Weill evaluated companies in minute detail, but also how he worked with and evaluated people. Even when Weill was ousted from American Express and went into a form of executive exile, Dimon stayed with him, strategizing ways the duo could get back into the financial business and running the numbers on potential deals. Together they launched an ambitious effort to turn a failing finance company, Commercial Credit, into a vehicle that would enable them to reach the pinnacle of the financial world. Through a series of mergers and acquisitions engineered by Weill and Dimon, Commercial Credit eventually became CitiGroup. Up until the day in 1998 that Weill ousted his young protégé from CitiGroup, Dimon was learning about every aspect of the finance business, from the smallest details to the grandest of strategies. Not surprisingly, he could pick and choose among jobs offered him, and in 2000 he became chief executive officer of BankOne, then the nation’s fifth largest bank. JPMorgan’s acquisition of BankOne in 2004 paved the way for Dimon to become chairman of JPMorgan Chase.

		Charles Prince also worked closely with Sandy Weill, although he came to that position much differently than Dimon did. Prince, the son of a plasterer and a housewife, started his career as an attorney with U.S. Steel Corp. as that company was floundering under the impact of foreign competition. He then joined Commercial Credit in 1979 as it, too, stumbled. One of his jobs as the company’s lawyer was to find someone to buy Commercial Credit from its owner, Control Data. He found that virtually impossible until 1986 when Sandy Weill and Jamie Dimon pinpointed Commercial Credit as their chosen vehicle to reclaim their status on Wall Street. Despite tough negotiations over the purchase, Weill came away respectful of Prince’s good humor and attention to detail. Prince then became the mediator between the demoralized employees of Commercial Credit and the aggressive team that Weill put together to make the company profitable. And while Prince also played an important role in the evaluation of potential mergers and acquisitions proposed by Weill and Dimon, he was not deeply involved in the day-to-day business operations of Commercial Credit or of the subsequent companies that eventually became CitiGroup. Once Jamie Dimon had been ousted from CitiGroup, Prince became Weill’s chief confidante and protector as Enron and WorldCom, two CitiGroup clients, collapsed amidst massive fraud. Weill handpicked Prince to succeed him, and the lawyer became CEO in 2003 and chairman of CitiGroup in 2006.

		Dimon and Prince took two very different approaches to their jobs as the heads of major financial institutions. At JPMorgan Dimon took a methodical approach to execution:

		
				
				He established very clear profit-and-loss responsibilities for each division of the bank down to the lowest levels feasible. Each division was ordered to  benchmark itself against the best of its competitors in the same business. (None of JPMorgan’s businesses were regarded at the time as the best in its business).

				

				
				He carefully evaluated the people from both BankOne and JPMorgan to select the best to run each business, choosing BankOne’s consumer banking executive to run JPMorgan’s consumer unit and JPMorgan’s head of investment banking to run the combined investment banking business. He also reached back into CitiGroup to recruit some of its best consumer banking experts, people with whom he had worked closely before his ouster.

				

				
				He invested heavily in information technology to keep track of the burgeoning consumer and investment banking businesses and their need for fast, accurate, and thorough information that could give them a competitive edge.

				

				
				He set up rigorous compensation policies that made it clear that if the company overall didn’t thrive, neither would the employees. He would reward individual initiative, but the real gains in salary and bonus would come only if the enterprise as a whole did well. He paid particularly close attention to the big bonuses to be paid to the investment bankers, going through the list one at a time to  ensure that each bonus was earned, not just awarded.

				

				
				He devoted an intense effort to discovering and managing risk within JPMorgan Chase’s diverse array of businesses. When the board’s risk committee held a meeting, he was there. A large part of Dimon’s job was simply listening to people, gathering intelligence. That was how he got an early warning from his consumer lending people that mortgages were beginning to become a problem. That warning prompted him to begin substantial withdrawal from the subprime market and the derivative products that would become so deeply toxic in 2008.

				

		

		Prince’s experience as head of CitiGroup was vastly different:

		
				
				He lacked Dimon’s operating experience. Prince’s legal background had been highly useful in structuring deals and minimizing the impact of the WorldCom and Enron scandals, but had done little to prepare him to oversee a vast and very complex financial empire.

				

				
				He failed to understand the business and the people. Sandy Weill had been a savvy people person and had staffed the bank with experts in every area. But Weill created CitiGroup through mergers of very different corporate cultures, such as Salomon Brothers, Smith Barney, Travelers, and the old CitiBank. That resulted in a fractious culture in which people and subsidiaries were looking out for themselves, not for the overall well-being of the company.

				

				
				He didn’t get much-needed advice from senior executives. While former Treasury Secretary Robert Rubin was a highly vaunted adviser to Prince and the CitiGroup board, in retrospect he proved curiously detached from CitiGroup’s operations. Prince also made a critical mistake when Robert Willumstad, the veteran operating executive who was serving as president of CitiGroup, resigned after being passed over for the chairman’s position. Rather than place operations under an experienced operations executive, Prince assumed Willumstad’s operating responsibilities.

				

				
				Prince understood the legal and reputational risks inherent in scandals like Enron or WorldCom, but he did not understand the business risks from new, exotic financial products.

				

		

		The stage thus was set for these two financial behemoths to plunge into the biggest and most wrenching financial crisis to hit the big banks since the Great Depression. The strategy, people, and operations at JPMorgan Chase met the challenge. Dimon was even able to take advantage of the crisis to buy up the assets of the failing Bear Stearns and Washington Mutual for pennies on the dollar, expanding his company’s scope and market share. CitiGroup, however, was unable to cope as the global financial system teetered on the verge of collapse. The toxic assets on CitiGroup’s balance sheet quickly became overwhelming and on November 4, 2007, Prince resigned. He was among the first major financial leaders to be ousted amid the developing crisis. In 2008 Fortune magazine named Prince as one of eight economic leaders who failed to see the economic crisis coming. As we write this, CitiGroup is a mere shell of its former self, the victim of poor execution in a time of crisis, while JPMorgan Chase stands poised to emerge from the crisis more powerful than ever.

		THE SEVEN ESSENTIAL BEHAVIORS

		Just as the three core processes of execution remain essential to getting things done, albeit with some modification to accommodate the global resetting that is occurring, so, too, do the seven essential behaviors. They are fundamental things you must do to execute well, but they must be undertaken in the context of the times. And like the three processes, the seven essential behaviors do not each stand alone, but are linked with one another. We explain them in Chapter 3, but here is a brief explanation about how current circumstances require some modification in how to think about and act on them.

		KNOW YOUR PEOPLE AND KNOW YOUR BUSINESS. In  Execution we stress the need for domain knowledge, the kind of granular understanding of how the business makes money that goes beyond profit and loss statements. We assumed that people who knew their business in that up-close and personal way also knew the risks implicit in that business. We were only half-right. We are all now painfully aware that while many people knew how their business made money, far too few knew the risks that were inherent in how they made that money. Worse, as they competed against companies in the same business, each failed to realize that they were all taking the same risks. The chances of something going wrong may have been relatively small, but because they were all making the same bets, the consequences if something did go wrong could be—and, of course, were—calamitous.

		While Lehman Brothers failed amid the cascading problems associated with high-leverage and toxic assets, Goldman Sachs survived because it had a much better handle on the risk inherent in its business. Traders were trained in evaluating risk, executives were cross-trained in many aspects of the overall business, and the company’s risk managers were highly regarded and well rewarded rather than being seen as obstacles to making even more money as they were at other firms. All of that combined to permit Goldman to identify the turn in the tide and execute internally to cope with it.

		There are, of course, many examples of companies that neither understand their own business nor the risks inherent in it. Take Starbucks. For years the company operated on the assumption that it could keep raising prices even in the face of growing competition. Remarkably, it got away with it for years. But eventually reality caught up and it became painfully clear that people feeling pinched financially would find ways to save money. One way to do that was to buy a cheaper cup of coffee from the likes of Dunkin’ Donuts or McDonald’s. Now, Starbucks is struggling to reset its own business under highly stressful economic conditions. And one need only watch a New York Yankees home game on television to see the tiers of empty seats behind home plate to know that the Yankees’ management badly miscalculated the willingness of fans to pay exorbitant prices in a recession, even in the Yankees’ spiffy new stadium.

		Knowing your people is just as important as knowing your business in these perilous times. Knowing your people obviously requires rigorous evaluation against clear goals and candid and thorough feedback. But it also requires you to become a better listener, seeking peoples’ opinions and ideas even when they may not be as forceful in making their points or arguments as others. Listen to your people and learn who among them is grounded in reality, undeterred by obstacles, and determined to execute the strategy come hell or high water. You will also be better able to assess your organization’s ability to undertake the radical changes that may be necessary to weather the storm and position the company for the better times ahead. The failure to know your people can lead to disastrous decisions. One of the most memorable of such failures was Circuit City CEO Philip Schoonover’s decision in 2007 to fire many of his company’s best-paid sales- people in an effort to curb costs. Not surprisingly, the best-paid salespeople were also the best sales people, and their elimination resulted in exactly what one would expect: lower sales. Circuit City went out of business in January 2009.

		But knowing your people is not enough. They need to know you. It is absolutely critical during trying times that you as a leader are accessible, that you project a sense of confidence tempered by concern, that you share as much undistorted and unfiltered information as you can, and that you act decisively. Remember that people are constantly searching for indications about their leader’s ability to carry them through a raging storm and they will interpret or misinterpret the slightest signals, whether those signals are sent intentionally or mistakenly.

		INSIST ON REALISM. The business environment will never be the same again. No one knows how long the downturn will last or what shape the recovery will take, so realism will involve living with a degree of uncertainty. Something will always be happening to change the status quo so taking anything for granted or running your business by “looking in the rearview mirror” are recipes for failure. Andy Grove, the retired CEO of Intel, summed it up best for us with the title of his book:  Only the Paranoid Survive. Especially in today’s environment, people will see an unrealistically rosy view of the future or will disguise the problems confronting your organization. It is far more important to maintain your credibility as a leader by being relentlessly realistic rather than trying to gloss over problems.

		Living with uncertainty, though, doesn’t mean paralysis. You have to act on your strategy even as you recognize that the strategy will evolve as circumstances evolve. That means gathering ground-level intelligence by being “out there” observing consumer behavior in the marketplace, not simply receiving reports.

		Realism also requires you to have a view of the world outside your business and to be prepared to adapt it to reality and make rational judgments about which threats are fundamental to the survival of your business and which will cost you more to fight than you can possibly win. Wal-Mart’s business strategy clearly involves low prices. But it became so obsessed with keeping labor costs low that its tough personnel policies wound up hurting both its stock price and its corporate image. Contrast that hostile approach to personnel with Costco’s much more harmonious labor relations and reputation as an employer and it becomes clear that Wal-Mart simply wasn’t being realistic about what its tough approach could accomplish.

		While  understanding reality is crucial, equally important is communicating it to your people. In part that means, as noted earlier, knowing your people and listening to their concerns. With the Internet, cell phones, instant messaging, and Twitter easily available to everyone, it’s inevitable that incorrect, sometimes malicious, information will spread rapidly. So much information is available that it is impossible to respond to all of it. It doesn’t help to become defensive, but if you’re listening carefully to what people are talking and worrying about, you will be able from time to time—when particularly egregious or harmful rumors are spreading—to stop and say “That just isn’t right. Here’s the real information.”

		IDENTIFY CLEAR GOALS AND PRIORITIES. The ability to identify clear goals and priorities is being tested as the world resets. In 2008, for example, the primary goal for many companies became safety and managing for cash. But within that goal was the related one of managing for risk and a shift from previous years in the balance between the short-term and the long-term. Identifying goals requires a level of savvy and expertise to achieve the right balance. That, in turn, requires the realism and the knowledge of the business and the people that constitute the first two of our seven essential behaviors. Choosing the wrong goals can be disastrous. All too often the wrong goals are set because the leader isn’t realistic about the ability of the people to achieve them. Articulating the right goals is the first step. The people in the organization then have to execute and that means setting priorities and benchmarks. It isn’t enough to say “we need to generate $10 billion in cash.” You have to know what parts of the business will generate how much cash, how they will do it (by better managing inventories and receivables, for example), who is accountable, and how to follow through to be sure everyone is doing what they are supposed to be doing.

		A fundamental component of setting any goal is understanding the risks inherent in trying to achieve it. There is no reward without risk, but the failure to understand and guard against those risks jeopardizes the ability to reap the reward. Wall Street has shown us that understanding risks is much more than simply devising sophisticated mathematical models. Such models have their uses, but so does common sense. No doubt the Nobel laureates who devised Long-Term Capital Management’s mathematical models a decade ago and the rocket scientists who devised, sold, or invested in the toxic collateralized mortgage obligations—CMOs—that nearly brought down the global financial system in 2008 were smart, but they couldn’t see the overall risks that were enveloping them. Once the risks are recognized and analyzed, consider a hedging strategy or limiting your participation in an area in which the risks are great. You can’t and wouldn’t want to hedge everything, but if a risk threatens the survival of the organization, hedging can be a lifesaver.

		FOLLOW-THROUGH. Follow-through is a constant and sequential part of execution. It ensures that you have established closure in the dialogue about who will be responsible for what and the specific milestones for measurement. The failure to establish this closure leaves the people who execute a decision or strategy without a clear picture of their role. As events unfold rapidly amid much uncertainty, follow-through becomes a much more intense process. Milestones need to be placed closer together so there is less room for slippage, and information needs to flow faster and in more detail so that everyone knows how the strategy is evolving.

		Follow-through is based on knowledge, but there are times, especially now, when follow-through also requires courage. There were people who were apprehensive about the scale of the collateralized mortgage obligations that their companies were generating. They knew that in the wrong circumstances CMOs could create serious problems. Yet there is little evidence that they had the courage to address the issue in the face of the huge amounts of money being minted through the issuance of CMOs and other exotic derivative products. For follow-through to serve its function, action must follow analysis. Knowledge without courage isn’t effective.

		REWARD THE DOERS. This is a critical part of achieving success that we stressed in  Execution. In the intervening years, however, the significance and importance of rewarding the doers has led to excessive compensation plans that are severely out of balance. There is no question that these plans became far too biased toward short-term results and often toward the wrong results, i.e., the number of mortgages sold rather than how sound a mortgage was. Companies developed what we call “pay as you go” compensation systems that put a disproportionate emphasis on short-term results. That provided a huge incentive for people to take far more risks than they should have in order to grab the big bonuses. And when all the big banks and investment firms were using essentially the same compensation structures, the global risks spun out of control.

		In the run up to the financial crisis of 2008, people in the financial services industry, for example, were being paid to write CMOs with no regard to the long-term performance of these instruments. And the same incentive mind-set permeated the economy from chief executives of major companies like Fannie Mae and Freddie Mac, who garnered huge bonuses despite poor performance, to the storefront offices of mortgage brokers. Mortgage brokers were paid for the number of mortgages they initiated. Those mortgages were then sold, and there were no consequences and thus no regard for how sound those mortgages were.

		Of course, to properly reward the “doers” you must correctly define what a doer is. This is central to the idea of execution. Simply put, a doer is a person who gets things done. Doing is meeting goals. Some goals are legitimately short-term goals that yield short-term results and are properly compensated on a short-term basis. But other goals are long-term and by definition we will not know if we have achieved those goals for some time. Consequently the people striving to meet those goals should be compensated on a long-term basis, with some portion of that long- term compensation based on achieving critical milestones toward the goal. And there are some goals that are so long- term that compensation should only be awarded when a person retires and his or her contributions to meeting those extremely long-term goals can be assessed. Leaders must take responsibility for setting the right rewards for doers. This is particularly true of boards of directors, many of which made egregiously bad calls in rewarding poor performance by the CEOs of their companies.

		Linked together as these behaviors are, rewarding the doers must be based on the correct metrics. For too long companies—and this often involved boards of directors— set “shareholder value” as one of the goals to be measured and rewarded in compensation plans. But the directors and CEOs who set shareholder value as a goal missed an essential point. Increasing shareholder value is an outcome, not a goal. If you set the right strategy with the right goals and execute well to implement the strategy and achieve the goals—growth in earnings per share, good cash flow, improved market share, for example—then shareholder value is the result. Get everything else right and shareholder value will take care of itself.

		EXPAND PEOPLES’ CAPABILITIES. The fundamentals of this essential behavior don’t change. Even in tough times you can find ways to provide education and training as an investment in the company’s future. Even though promotions may be few and far between in this toxic environment, you can still find ways to stretch and test your people. It goes without saying that you need to do precise, accurate, and candid appraisals, but be sure you are looking for the qualities that matter amid the current turmoil: energy, courage, honesty, integrity, and perseverance. You need people who can roll with the punches, not people who are whiners and naysayers. You also need to rethink which people are more likely to rise to the top in the new environment as your organization’s strategy evolves. Lou Gerstner did a fine job of reviving IBM’s computer business, but he also had the wisdom to look ahead and see that IBM would need to become a more service-oriented company. As a result he cultivated Sam Palmisano, with his extensive service career, to succeed him, a move that demonstrates Gerstner’s ability to execute. Palmisano has been adding steadily to IBM’s service business, including expanding service capability abroad and entering into partnerships that give the company broader and deeper expertise.

		KNOW YOURSELF. This seventh behavior is perhaps the most crucial and applies to every leader, but is especially important for CEOs. When people take the corner office they either grow or swell. Mark Hurd at Hewlett- Packard and Ronald Williams at Aetna are great examples of leaders who are growing in the CEO’s job. Dennis Koslowski, the former head of Tyco, merely swelled in  the job and went to prison as a result of his misuse of corporate assets. And even those who grow in the job are confronted by “The CEO Is Always Right” syndrome  that inadvertently stifles much-needed dissent and argument. Thus you have to rely on yourself to contain your own ego and recognize your inevitable blind spots. Be particularly cautious about losing your ability to listen. Not only do you need expertise from both within and  outside the company to shore up your blind spots and weaknesses, but also a pipeline to people willing and able to bring you diverse views and bad news. Above all, you need to be able to recognize when you’re part of the  problem. We give high marks to Bill Ford, first for taking on the challenge of leading his family’s company, then  for realizing that the job was too much for him and essentially firing himself to bring in Allan Mulally to try to revive Ford’s failing fortunes. As of this writing Ford is surviving without government loans, which is more than can be said for its longtime rivals, General Motors and Chrysler.

		THE WAY FORWARD

		The ancient Chinese curse—“May you live in interesting times!”—is upon us. How and when we emerge from the economic and financial problems afflicting the globe today is far from certain. Government and business leaders all over the world are in uncharted waters, each trying to find the right way forward. It is a difficult task, but not an impossible one. The leaders who find the right solutions for their own organizations in the changing world that is emerging doubtless will reap the rewards due them.

		There are several characteristics that will differentiate good leaders going forward. They will have a commanding knowledge of the world around them. They will never stop learning. They will be extremely flexible and quick to adapt to changing conditions. But perhaps most important of all, they will lead in a positive and uplifting way that gives confidence to those who follow.

		Whether you are reading Execution for the first time or rereading it for the tenth time, rest assured that the principles of execution are timeless and will provide guidelines to help you make your way. It is only the methodology of applying those principles that changes with changing circumstances.

	
		INTRODUCTION

		LARRY*: My job at Honeywell International these days is to restore the discipline of execution to a company that had lost it. Many people regard execution as detail work that’s beneath the dignity of a business leader. That’s wrong. To the contrary, it’s a leader’s most important job.

		This particular journey began in 1991 when, after a thirty-four-year career at General Electric, I was named AlliedSignal’s CEO. I was accustomed to an organization that got things done, where people met their commitments. I took execution for granted. So it was a shock when I got to AlliedSignal. Sure, I knew it would be in rough shape, but I wasn’t prepared for the malaise I found. The company had lots of hardworking, bright people, but they weren’t effective, and they didn’t place a premium on getting things done.

		Viewed on the surface, AlliedSignal had the same basic core processes as GE or most other companies: it had one for people, one for strategy, and one for budgeting or operations. But unlike the processes at GE, those at AlliedSignal weren’t yielding results. When you manage these processes in depth, you get robust outputs. You get answers to critical questions: Are our products positioned optimally in the marketplace? Can we identify how we’re going to turn the plan into specific results for growth and productivity? Are we staffed with the right kinds of people to execute the plan? If not, what are we going to do about it? How do we make sure the operating plan has sufficiently specific programs to deliver the outcomes to which we’ve committed?

		At AlliedSignal, we weren’t even asking those questions. The processes were empty rituals, almost abstractions. People did a lot of work on them, but very little of it was useful. The business unit strategic plans, for example, were six-inch-thick books full of data about products, but the data had little to do with strategy. The operating plan was strictly a numbers exercise, with little attention paid to action plans for growth, markets, productivity, or quality. People were holding the same jobs too long, and many plants were run by accountants instead of production people.

		AlliedSignal had no productivity culture. It measured cost-per-man-hour in its plants but had no companywide measure for real productivity growth. It lacked learning or education. Individual businesses were allowed to have their own identities instead of being joined under the AlliedSignal name. I was told, “We’ve got a chemical culture, an automotive culture, and an aerospace culture, and they don’t like each other.” “We’ve got one stock that investors buy,” I replied. “We need one brand.”

		Most fundamentally, the three core processes were disconnected from the everyday realities of the business, and from each other. Leading these processes is the real job of running a business. The leader has to believe in them and be actively involved in them. But the former CEO hadn’t been deeply

		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
			
		

	
		
			
				To the hundreds of people who touched our business lives and influenced the thoughts articulated in this book. A special recognition to Jack Welch, who in our time was the predominant practitioner of “getting things done.”

				Larry Bossidy
Ram Charan
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