MEASURING SUCCESSFUL LEADERSHIP

By Sir Andrew Likierman, Dean of London Business School

Successful leadership -
how would you know?

Boardrooms and business school classrooms are equally preoccupied
with leadership, and success is often assumed to be about profit or
Total Shareholder Return. It’s neither. Increased profits or share
price can have more to do with good luck than good leadership.
Objectives can be set low so they are easily

beaten. And leadership is just as important in

bad times as when things are going well. For

leaders wanting to measure their own success,

for those who appoint leaders to know

what they are aiming at and for
outsiders assessing the quality
of leadership,
Andrew Likierman
shows how to do it.
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as Julius Caesar a successful

leader? What about Genghis

Khan? Or Simon Bolivar? Or

Napoleon? Because we tend

to think of these as military

leaders, the answers look pretty straightforward.
Each achieved major military successes. But then
Napoleon was ultimately defeated — does that make
him a failure? After all, he won a lot of battles be-
fore Waterloo and his sweeping political and legal
reforms have been the basis of the French adminis-
trative life for nearly 200

years.
‘ l' Now let’s move to
the politicians. How do
you feel about describ-
\ ing Bill Clinton as a suc-
cessful leader? George
V W Bush? Tony Blair?
Vladimir Putin? Alto-
gether more difficult
Af A @@‘K e a‘)z/ ground here. Some of
you will have already
decided. Those of you who have not made up your
minds could argue that it is too early to say. The
historic verdict on George W Bush and Tony Blair
will probably depend on what happens to Iraq over
the next 20 years. Those better-informed about Rus-
sia than I am can make up their own minds about
Mr Putin.
Moving next to business territory, with a few
exceptions — say Bill Gates, Herb Kelleher
(Southwest Airlines) and Jack Welch — leaders gen-
erally have to be dead to be agreed to be successful.
No problems with Henry Ford and Alfred P Sloan
then. But with current CEOs, successful leadership
is work in progress. Judgements are particularly
hazardous in mid-flight - Bear Stearns and North-
ern Rock were hailed as run by highly successful
leaders before the credit crunch.

For those who want to check on their own lead-
ership success, for those who appoint leaders and
for outsiders (including analysts and competitors)
assessing the quality of leadership, checklists of
traits are not enough. Nor are comparisons with
Jack Welch, Bill Gates or even Genghis Khan.
What's needed is to know what the problems of
measuring success are and how to overcome them.
Read on.

A number of preliminary steps are necessary to
make sure that measurement is going to be robust.

Preliminary step 1. Agree what we’re measur-
ing. Do you, like Warren Bennis feel that leadership
is “hard to define, but you know the quality when
you see it”. The trouble is that, if you do, there’s a
danger of talking at cross-purposes about what
makes leadership successful.

The danger is illustrated by looking at the huge
variety of ways of defining leadership. Stuart
Crainer identified 9 strands in leadership theories:
the Great Man, trait, power and influence, behav-
iourist, situational, contingency, transactional, attri-
bution and transformational. Leading authorities
provide a variety of approaches. My London Busi-
ness School colleagues Rob Goffee and Gareth
Jones have emphasised authenticity and skill, Jim
Collins suggests humility is critical, Abraham
Zaleznik has the focus on personality, John Adair
on the working of the team and on meeting the
needs of the individual, James MacGregor Burns on
the transformational qualities of charismatic lead-
ers, and John Kotter on establishing direction,
aligning people, motivating and inspiring.

So getting an agreed definition is an essential
starting-point point in measuring success, because
it avoids problems later. But note that this is the
beginning, not the end of the story. Just being a
leader is not the same as being successful, any more
than getting into the driving seat makes one a good
driver.

Preliminary step 2. Focus on outcomes, not in-
puts. Because much of the literature on leadership
focuses on the attributes or qualities a person needs
to become a successful leader, it's usually assumed
that exhibiting those qualities or attributes will be
translated into success.

But success can’t be about having skills
(strategic, operating etc) or personal qualities
(drive, inspirational, openness etc). A leader can
tick off all the lists and still not succeed, since the
skills and personal qualities may be necessary, but
are not sufficient conditions of success. Success is
about results, not characteristics. It's no use defin-
ing yourself as a successful leader because you
have charisma if the shareholders see you leading
charismatically in the wrong direction. The high
turnover of CEOs is testimony to how much suc-
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cess is seen as being about results, not style or
characteristics. Bob Ayling, CEO of British Air-
ways and Clive Thompson, CEO of Rentokil were
two high high-profile British CEOs previously
held up as model managers but who were ousted
because they failed to deliver. That's true even of
founders, as with the Anita and Gordon Roddick
at Body Shop.

Preliminary step 3. Make sure the data is as
robust as possible. It's one of the big practical is-
sues of performance measurement. Just how ro-
bust is the data being used? Say you wanted to
compare yourself as a leader to others. The others
— especially competitors — might not be ready to
reveal as much as you’'d like, particularly those
plans that they made and hadn’t come off. So it
could be very difficult to get as much data for oth-
ers as you have for yourself. Realism is necessary
here and a judgement will have to be made on the
information available.

Leaders are not always the best judges of their
own success. Many are better at rationalising their
mistakes than admitting to failure, which is why
leaders’ judgements about themselves are usually
taken with a pinch of salt.

For outsiders, there’s another, more sensitive
aspect to the integrity of the data. As Stalin cyni-
cally noted “It's not how people vote that counts,
it’s who counts the votes”.

Leaders generally have a big influence in the
way data is collected and presented, not just be-
cause the PR function reports to them but because
there’s an understandable hesitancy to question
what a leader is saying, especially an apparently
successful one. Only at a time of crisis does the
issue of whether what’s being reported is right
come under serious scrutiny, as with Jeff Skilling
at Enron or the dominant Tanzi family at Par-
malat. Any claims of success which can’t be inde-
pendently verified need to be treated with caution,
not taken at face value.

Leadership is not just
about those at the top
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Having sorted out the preliminary steps above, it’s
much easier to tackle the challenges of measuring.

Step 1. Set up the framework.

a. Agree objectives. Once there’s a definition of
leadership, more precise objectives need to be
sorted out. Is the job to transform the organisation,
or to make one that is already doing pretty well
operate leaner, meaner and faster? In the jargon, is
it transformational or transactional? Is it about
team-building or bringing on future leaders? Suc-
cessful leaders could be one or the other, great
leaders are going to be both.

In larger organisations, setting objectives
should be part of the formal annual appraisal
process. In smaller ones, the process may be less
formal, but it’s still important to make them clear
and if possible put them in writing. For those who
are looking to appoint leaders to run an organisa-
tion, defining objectives is crucial in making in-
formed choices about the kind of person they
want.

But the outcomes of a transactional leader, such
as greater efficiency of operations, better morale or
a better talent management programme are more
difficult to track, particularly for those outside the
organisation, than transformational leaders pursu-
ing an acquisition or diversification strategy. For
example it’s easy to identify the leadership impact
of Lakashmi Mittal or Rupert Murdoch. It’s not too
difficult to identify the leadership success of An-
ders Moberg in taking over from Cees van der Ho-
even to clean up the Dutch supermarket giant
Ahold, or Dieter Zetchke coming in at Daimler
after Jurgen Schremmp to get the company back
on track after the failure of the Chrysler merger.

More problematic is the assessment of the lead-
ership of the “Hidden Champions” - world-class
German Mittelstand (medium sized) companies
identified by Herbert Simon. Their leaders are
rarely well-known, not only because the compa-
nies are unquoted but because they are often led
by transactional leaders, whose steady efforts to
maintain the companies are less public than for
those CEOs whose changes are more easily meas-
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A successful leader is successful in

comparative, not absolute terms, and the starting

point has to be against objectives.

urable. So objectives for transactional leaders
need to be framed in terms of identifiable
sub-tasks to trace the leadership element in
meeting objectives.

b. Find the right comparisons. A success-
ful leader is successful in comparative, not
absolute terms, and the starting point has to
be against objectives. These will have to be
set out beforehand (making them up after-
wards is definitely not acceptable), may need
to be changed over time to respond to chang-
ing circumstances and not all need to be ful-
filled. But the degree to which a leader meets
his or her stated objectives will be a key fac-
tor in judging success. John Browne’s ambi-
tion to take BP into the league of world oil
majors was realised through a series of huge
takeovers. It was one of the reasons why he
was judged to be such a successful leader in
the early years of the 21st century. On the
other hand, failure to achieve his objectives is
just one of the grounds on which Hitler can
be judged to be an unsuccessful leader.

But meeting objectives is not enough, any
more than is defining leadership. The level at
which objectives are set is a function of many
factors, one of which is often a desire to meet
them by aiming low, so comparisons also
have to be against a relevant peer group. The
share price may be tanking, but if it’s tanking
less than the others (some of whom are going
bust), this may well be a signal of successful
leadership. Similarly if the share price is go-
ing up significantly less fast than competi-
tors, it may be that poor leadership is seen as
a factor by the markets.

c. Assess handling of opportunities. As
well as comparisons with objectives and a
relevant peer group, a third comparison is

with what might have been, including
whether possible opportunities have been
taken or foregone. One of the things that dif-
ferentiates a good manager from a good
leader is that the former is more focused on
existing plans and objectives, the latter on
additional opportunities as well as current
plans. These opportunities are not easy to
measure. The counterfactual (what might
have been) and opportunities missed may
take a long time to become clear. Arnold
Weinstock was lauded as a great industrial
leader to the end of his tenure as CEO of (the
British) General Electric Company. But with
the benefit of hindsight, it is clear that in his
last years he failed to take crucial opportuni-
ties.

Grasping opportunities cannot be on the
basis of a plan, so an internal comparison
isn’t relevant. What’s needed is a basis of
comparison with others in the sector or the
industry, using judgement to see how others
have taken the opportunities offered or not
taken up. One example is Jorma Ollila, who
led Nokia from being a local Finnish com-
pany to one that took on the long-established
competition, including such industry giants
as Ericcson and Motorola. Another is Ingvar
Kamprad, the founder of the phenomenon
that is IKEA.

Step 2. Use judgement to interpret. Com-
parisons with stated objectives, a relevant
peer group and with opportunities are rarely
straightforward. The world’s major banks or
utilities, for example, have very different
regulatory environments. They, and engi-
neering and pharmaceutical giants operate in
many different kinds of markets and provide
a different mix of products. So deciding who
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is a successful leader in banking, or any other
industry, will always be a matter of judge-
ment. This is one reason why those argu-
ments about “Who is the best CEO (or gen-
eral, Prime Minister or President) of the 20th
century (or all time)?” are so unsatisfactory.
Another key element in interpretation is
the effect of lags. When someone who is seen
as a successful leader steps down, it is usually
to the accompaniment of toasts to their
achievements and statements of undying con-
viction that they can never replaced. Within
weeks, however, doubts often set in and
questions are raised. Was that acquisition
really so successful? Did we really need to go
into that market? In part this is about adjust-
ment to the new regime, but the more funda-

sl

mental questions usually relate to the lagged
effects of actions taken during, or even be-
fore, the leader’s years in office.

The effects of lags are evident in recent
credit crunch victims, whose problems can be
seen to be rooted in decisions about exposure
to financial instruments taken many years
before, as with AIG’s decision to hire a group
of derivatives specialists from Drexel Burn-
ham Lambert. Conclusions are all very well
in retrospect, but judgement is necessary on
the effect of such lags before the conse-
quences become clear. Is an expensive hedge
on oil prices to the end of 2009 at $100 a
stroke of genius or a costly error?

Few leaders escape the effects of lags un-
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scathed, even the managerially saintly Jack
Welch. He, rather than his successor Jeff
Immelt, has increasingly been criticised for
the poor performance of the GE share price
since he left. The company, it has been ar-
gued, should have been left in a better posi-
tion to continue to grow. The effect of lags is
probably the toughest of all the challenges in
measuring the success of someone currently
leading an organisation. This is why rushing
to judgement on today’s CEOs is such a haz-
ardous business and recognising this as a
problem is essential in measuring success.

Finally, care is needed to separate having
the good fortune to be in the right place at the
right time from successful leadership, just as
we need to separate failure from being in the
wrong place at the wrong time. “A rising tide
lifts every boat”. As always, Shakespeare has
been there first. Successful leaders are not
linked automatically to profits, or indeed to
Total Shareholder Return, cash generation or
economic profit. Successful leaders in the
property industry need to lead through the
regular cyclical downturns in the industry,
not just when all property prices are rising.
The trouble is that a halo effect surrounds
company success and judgement is needed to
make sure that it is separated from leader-
ship.

Step 3. As far as possible, reconcile the
needs of different stakeholders. You proba-
bly wouldn’t describe someone as a success-
ful leader if they’d just fired you. Or join in
acclaiming the CEO as a great leader if you
knew that increases in profits were being
gained by exploiting child labour in Bangla-
desh. There’s not necessarily going to be una-
nimity about what successful leadership
means to every stakeholder and even if the
objectives are set out clearly, success won't
mean the same to everyone. Your extra profit
could be my redundancy. Or it could be eve-
ryone else’s excessive carbon footprint.

So it’s possible that the views of different
stakeholders won’t be reconcilable, any more
than the views of some trades union leaders
or some environmental campaigners are rec-
oncilable with the actions of some manage-
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ments. If that’s so, the measurement of success has
to recognise a multiplicity of views. This also ap-
plies to outside comment. In public opinion polls,
Richard Branson is regarded as a highly successful
business leader, but readers of Tom Bower’s biogra-
phy of Richard Branson are treated to a scathing
analysis of the man and his — according to Bower —
lack of achievement. As an outside comment, the
book can be taken as fiercely unbiased and inde-
pendent or an outrageously partial hatchet-job. But
unless Virgin goes bust, it's unlikely there will be a
single view of his success.

Successful leadership isn’t what leaders do or who
they are. It isn’t just what the organisations they
lead manage to achieve, which may be down to
very many other factors. Successful leadership is
about a successful outcome against stated objec-
tives combined with comparisons against a relevant
peer group and the way in which opportunities are
handled.

It’s also important to remember that leadership
is not just about those at the top. The examples
given in this article are mainly well-known CEOs to
illustrate the points. But it's important to measure
leadership at any level.

For those who want the measure their own suc-
cess as leader, the essentials are

e Make sure you set out your objectives (in

terms of outcomes, not inputs) so that others
know what they are, particularly those who
will be assessing your performance.

¢ Find relevant comparators

e An awareness of how opportunities are han-

dled - both those taken and those missed

e In interpreting the information, recognise

the measurement problems and take steps
to mitigate them. If you are a transactional
leader, make sure you have definable objec-
tives. If lags are a problem, establish mile-
stones.

e Recognise that the result is a matter of
judgement and, if you don’t trust your own,
ask someone independent to do it for you

Those who want to measure leadership in others or
choose someone for their leadership qualities, the
same essential elements are required. The element
of judgement for those outside the organisation will
obviously be far greater, since the objectives and
information on handling opportunities (including
all those bad deals turned sown) will probably not
be known. By contrast, someone inside the organi-
sation measuring the leadership of a colleague (as
when a Chairman is assessing the CEO’s perform-
ance), the relevant comparators and the basis for
making judgements should be agreed.

In measuring your own leadership or that of
colleagues, it’s not really the conclusions that mat-
ter as much as the benefit of having to define objec-
tives, find comparators and awareness of the im-
portance of handling of opportunities. It's also
about finding that goldmine, the candid friend. For
outsiders, it’s about turning a vague impression
into an informed judgement. Successful leadership
is an elusive quality. It's worth a better class of
measurement. A
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Sir Andrew Likierman (alikierman@london.edu) is Dean of the London Business School. His non-executive
roles include Chairman of the UK National Audit Office and Director of Barclays Bank. This article was first
published in Business Strategy Review Spring 2009, “Successful leadership: how would you know?”.
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