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Chapter – X

Managing Human Resources Risks

“From the organization’s standpoint, providing more money as a sole inducement for people to join and/or stay is a flawed strategy…Human beings are more complex and driven by more motivations than simply financial rewards.  That’s not to say that money isn’t always welcomed and appreciated.  But when you are asking employees for innovation, thinking and creativity, you have to find additional ways to attract and retain the people required to create success.” 

-AON Risk Services 

Understanding Human Resources risks

In today’s knowledge driven business environment it is the quality of people that ultimately determines the competitiveness of an organisation. Great companies attract good people and have mechanisms for retaining and nurturing them.  In such companies, there is never a leadership vacuum.  On the other hand, in poorly managed companies, good people hesitate to join.  Those who do join, lose motivation, get frustrated quickly and leave.  Due to a shortage of talented managers, such companies find it difficult to grow fast and exploit the opportunities in the market place. Over a period of time, they lose their competitive edge. In short, human resources management has become more critical than ever before.


This chapter examines some of the important risks associated with human resources (HR) and how they can be managed. The best way to understand HR risks is to identify the key activities handled by the HR function. These include leadership development, recruitment, retention and motivation of employees.  We shall explore some of the key strategic issues relating to these activities.



This is obviously not a book on human resources management.  So, the treatment is brief and in line with the basic theme of this book.  Readers may kindly refer to a standard textbook on the subject to get details.

Succession planning

At a strategic level, succession planning is probably the most important Human Resources (HR) risk. The consequences of appointing the wrong successor can be disastrous. Take the case of Westinghouse. A series of wrong CEOs virtually drove the company which was once rated on par with General Electric, into bankruptcy.  


Though all CEOs want to avoid a wrong successor, their track record, in this regard is disappointing. Consider the legendary CEO, of Coke, Roberto Goizueta.  The aristocratic Cuban had trained his successor, Doug Ivester well and had nominated him as his successor well before his death.  When Goizueta died of cancer, Ivester took charge in what the markets perceived to be one of the smoothest transitions ever in a Fortune 500 company. 


Yet, a couple of years later, Ivester was found unfit for the task and had to resign. An accountant by training, Ivester had a flair for numbers and had the reputation of a street fighter, unlike Goizueta, who had been a charismatic leader, strategic thinker and delegator.  When they were together, Ivester complemented Goizueta well.  But after becoming the CEO, Ivester found it difficult to manage some sensitive issues. Towards the end of 1999, he announced his resignation.

Looking back, Ivester’s number crunching, financial engineering and technical skills were exceptional but his people orientation and leadership skills were inadequate.  Following an incident in Belgium, when hundreds of people became sick after drinking Coke, Ivester did not go there for a week. This reflected his inability to appreciate the magnitude of the crisis.  Similarly, Coke’s failed merger deal with Orangina was mostly due to Ivester’s failure in dealing with anti- American sentiments in France.  Ivester also seemed somewhat out of place while handling a racial discrimination suit. Quite clearly, Goizueta had trained his successor well but had chosen the wrong successor in the first place. (Read the case at the end of the chapter)


The problems associated with succession planning are particularly acute in India, where family managed businesses proliferate. Such companies throw discretion to the winds and often spend more time on dividing the family silver among the next generation than in grooming the right person to take over the top job.   Family managed companies would do well to remember that the chosen successor should have the necessary education, skills and grooming to appreciate the privileges, responsibilities and challenges involved. They should also be bold enough to appoint a professional manager from outside the family, when there is no suitable candidate within. Some of the more progressive Indian business houses like Ranbaxy, the Murugappa group and the Eicher group have demonstrated a high degree of professionalism in this regard.  


Many Indian companies are now beginning to take succession planning more seriously. At Larsen & Toubro (L&T), one of India’s leading engineering companies, many of the company’s senior managers are expected to retire in the first few years of the new millennium.  CEO A. M. Naik has named the top 10% of his executives as stars and chalked out a fast track career path for them.  This is an attempt to make sure that talented managers are around when positions fall vacant in the coming years. Naik hopes that by 2005
, “L&T will be in strong hands”.  Before initiating the program, L&T employed the services of an HR consulting firm to list the positions falling vacant and the required competencies.  L&T now fills vacant posts with internal candidates, wherever possible.  In some cases, however, it compares the internal candidate with an external applicant to judge the internal candidate’s readiness to move into the new job.


The problems, which Indian companies face, while managing succession planning are well illustrated by one of India’s most employee-friendly corporations, Thermax.  The Pune based company has been known to take good care of its employees, making it a favourite employer on the campuses of India’s premier technical institutions.  Yet, the company faced a major crisis at the beginning of 2001.  Roughly five years after founder Rohinton Agha  passed away, the entire board of governors had to resign en masse as the company struggled to compete in a changing business environment.  Thermax’s  market capitalisation declined sharply from Rs. 990 crores (on 22nd July 1996) to Rs. 186 crores (on April 4, 2000).  Agha had nurtured and grown Thermax over a long period of time but had not paid enough attention to succession planning.  His wife, Anu Agha
 recalled, “My husband was like an ostrich.  He never liked to discuss anything.  Once, he vaguely talked about taking over as non executive chairperson.  He didn’t discuss a succession plan definitively.  But since Abhay Nalwade was the only designated executive director, he appeared to be his obvious choice”. Nalwade who became the managing director after Agha’s death recalled, “It was so sudden that I didn’t have the time to think.  I feel if succession had occurred systematically, it would have been better.  Rohinton never discussed that I would be the successor he had in mind.  It’s one thing to be a peer and another to be a boss.” Now a new Thermax board with company veteran, Prakash Kulkarni as managing director, faces the challenge of giving the company a new direction.


Succession planning may be defined as the process of identifying and preparing the right people for higher responsibilities. Though relevant at all levels, it is at the highest level that transition poses the biggest challenges.  

Effective succession planning: Some useful guidelines 

· Succession Planning should be customised to suit the present needs of the organization.  For example, if the skills necessary to manage the company in a changing environment are not available inhouse, there may be no option but to hire  an outsider.

· Succession planning should be driven by line managers and not HR executives.

· Succession planning should anticipate rather  than react to job openings.

· Succession planning is not just selection.  Development of employees through job rotation, mentoring and formal training programs is equally important.

· Succession planning must take into account the culture of the organisation.

· Succession planning must be consistent with the company’s strategic intent.

· Succession planning initiatives must be driven by the need to develop leaders within the organization on an ongoing basis. 

· Succession planning should examine all positions, which are critical to the core function or are difficult to replace.  

Succession planning typically involves the following stages:

· Identifying key positions and the time when vacancies might crop up. 

· Determining the skills and performance standards for these positions.

· Identifying potential candidates for development.

· Developing and coaching the identified candidates.

Effective succession planning helps the organization in several ways:

· It encourages senior management to conduct a disciplined review of the leadership talent available within the organization.

· It facilitates the development of key executives.

· It ensures continuity of leadership and sends the right signals to employees as well as external stakeholders.

· It guides the promotion policies and helps to ensure that the right people are promoted at the right time.

· It facilitates a critical review of the selection, appraisal and management development processes of the organisation.

Leadership development at GE

GE is one of those few companies which have been able to grow leaders consistently.  When GE announced that the successor to the legendary Welch would be selected from a short list of three, successors to each of these potential successors were also nominated.  Quite clearly, GE has enriched each level of the organization with strong leaders.  It must not be forgotten that Welch himself honed his leadership skills at GE under the guidance of Reginald Jones, his illustrious predecessor. Jones had hinted to Welch way back in 1977 that he was headed for bigger things.  But Welch had to go through a long process before becoming the CEO.  He was one of seven people short-listed to take over from Jones.  In early August, 1979, the race narrowed down to three people.  It was only in December 1980 that Welch finally got the job.


GE’s Leadership Development Institute in Crotonville, New York focuses on leadership-development activities that are closely linked to the company’s business strategy.  The remake of Crotonville began after Jack Welch became the CEO in 1981.  As he has put it
, “Crotonville was tired.  I wanted to bring the place to life… I saw Crotonville as a place to spread ideas in an open give-and-take environment.  I wanted to change everything: the students, the faculty, the content and the physical appearance of  facilities.  I wanted it focused on leadership development, no specific functional training.”


GE has correctly understood that leadership – development  processes have to be action oriented.  At  Crotonville, real time business issues are applied to skill development in the classroom.  Action-learning topics are chosen for annual executive-development courses. (This initiative was launched by Professor Noel Trichy of the University of Michigan). Participants are asked to do project work and make recommendations.  Proposals for running GE’s operations in Russia and for launching the Six Sigma initiative both came in leadership development programs. As Jack Welch
 has put it, “These classes became so action-oriented, they turned students into in-house consultants to top management.   In every case, there were real take-aways that led to action in a GE business.  Not only did we get great consulting by our best insiders who really cared, but the classes built cross-business friendships that could last a lifetime.” At the end of each year, GE makes an assessment whether corporate leadership development has been able to support GE’s different business initiatives.  


GE has tied leadership development to succession planning.  Potential candidates for senior level positions are appraised both on their bottom-line performance and adherence to core values.  Each year, Crotonville trains some 10,000 GE employees. The top 500 people are considered to be corporate resources and sent to manage different businesses all over the world based on the business and development needs.  GE interviews company leaders around the world to assess future business needs and the leadership characteristics needed in the years to come.


There are three courses focused on leadership: the Executive Development Course (EDC) for the highest potential managers, the Business Management Course (BMC) for the middle level managers and the Management Development Course (MDC) for fast trackers early in their careers.  Participants in the courses make their recommendations in two hour sessions before GE’s senior management committee, called the Corporate Executive Council (CEC).  In the EDC, Welch would ask participants what they intended to do if they became the CEO of GE.  He would ask each of them to describe a leadership dilemma they faced.


Welch took quite sometime to appoint his own successor.  That does not mean he had not given adequate thought earlier.  As far back as 1991, Welch had remarked in a speech: “From now on, choosing my successor is the most important decision I will make.  It occupies a considerable amount of thought almost every day”.  Welch’s successor Jeffrey Immelt, who has been chosen very carefully after a long screening process, recently took charge. It remains to be seen whether Immelt can emulate his illustrious predecessor.



Source: Fulmer, Gibbs, Goldsmith, “Developing leaders: How winning companies keep on 

winning”, Sloan Management Review, Fall 2000, Jack Welch’s autobiography, “Jack: Straight 

from the Gut.”

Why succession planning fails

· High potential candidates are arbitrarily identified.

· The qualities that a successful business unit head has and what he should have after becoming CEO are different. Business unit heads may not have strategic vision or the ability to communicate effectively with external stakeholders. 

· Many executives make excellent No. 2s and act as a fine complement to their CEOs but fail miserably when they move into the corner office.

· The designated replacement may be far from ready to take over. 

· Promotions are made keeping in mind the organizational needs, but totally ignoring the aspirations of the employees.

· The process lacks transparency and confuses talented people, who may hence decide to leave.

· Outsiders are indiscriminately hired without explaining the rationale to insiders.

· When one person leaves or retires, instead of moving decisively and appointing a successor, the portfolio is split among two people at the next level, leaving employees totally confused.

· The program is perceived as being limited to the ‘elite
’ core. 
What the Board needs to do

The board should play an active role in the succession planning exercise. Indeed, choosing the CEO is probably the most important decision the board makes. Unfortunately, many boards do not take succession planning seriously. The directors either due to their cosy relations with the incumbent CEO, lack of concern or simply inertia, are reluctant to broach the subject. It is not simply a matter of chance that many CEOs in major US companies have failed to last even three years in recent times.  These include Douglas Ivester of Coke, Durk Jaeger of Procter & Gamble, Dale Morrison of Campbell Soup and Jill Barad of Mattel.  In India, companies like Thermax have faced crises because of poor succession planning. 

Succession Planning: Guidelines for the Board

According to the famous management consultant, Ram Charan, boards would do well to remember the following:

· The  whole board must be fully involved in the succession planning exercise.

· Detailed criteria for the new CEO must be specified. 

· Not only insiders but also external candidates must be considered, depending on the situation.

· Decisions should be made on the basis of personal interaction and not paper reports.

· The board should be prepared to spend  sufficient time with potential candidates, followed by a detailed and frank discussion about each of them.

· The board should not abdicate the responsibility of choosing the next CEO. to head-hunters.

· The board should not exclude anyone from the race and must make the final choice a few months before the current CEO’s retirement.

· The board should never make the mistake of appointing two people as successors, say one as chairman and the other as CEO.

· The board should view succession planning as an ongoing exercise and set the ball rolling, years ahead of the actual transition.


Identifying and specifying the attributes the next CEO should have, are challenging tasks.  But many boards do not invest sufficient time and effort in this regard. They confine themselves to generalities such as team-building skills or the ability to manage change. Other boards concentrate on technical capabilities to the point of completely overlooking leadership skills.  In many cases, future CEOs are judged by their past track record in delivering measurable performance like increase in market capitalisation. Quite clearly, a balanced approach, which takes into account the different dimensions of the job in a holistic manner, is necessary.


Leadership is something which is difficult to quantify.  But, boards should still identify some parameters for measuring the leadership qualities of a potential CEO. According to Bennis and O’Toole
, the Board should assess the soft qualities of the future CEO by asking the candidate’s peers, subordinates and superiors a series of questions to get an idea about following :

· Consistency in the way the candidate inspires trust in others.

· Ability to introduce a high degree of accountability.

· Ability to delegate.

· Amount of time and effort the candidate spends in developing others.

· Amount of time the candidate spends in communicating the company’s purpose and values down the line.

· Comfort level in sharing information, resources, praise and credit.

· Ability to energise others.

· Demonstration of respect for followers.

· Listening skills.


A crucial decision boards have to make is whether to choose an insider or an outsider.  Firms in trouble often look for fresh blood.  On the other hand, when things are going smoothly, the board is more likely to appoint an experienced insider.  According to a study by Nitin Nohria and Rakesh Khurana
, an outsider replacing a CEO, who has been fired, tends to do well.  But an outsider, who takes over as CEO when the company is doing quite well, often fails miserably.  In the absence of a crisis, an outsider may find it difficult to carry the insiders along.   So, in the case of an outsider, it helps if the board sends clear signals that there are major areas of concern and the new CEO has been brought in to address them.


Pepsi Co India recently decided to appoint Rajeev Bakshi, a Cadbury veteran, as its new country head.  The search for the successor took almost three years.  Pepsi Co headquarters in New York was closely involved in the appointment of the new CEO, though a head-hunter was used to prepare the short-list.  Pepsi Co has a tradition of taking outsiders.  In fact, most of the senior managers in its Indian operations have been poached from Hindustan Lever. He is expected to work with current CEO, P M Sinha for about nine months before Sinha retires.  He will also spend three months at Pepsi Co’s New York headquarters.  The general feeling is that Sinha has done a good job of stabilising PepsiCo’s Indian operations. According to insiders
, the appointment of Bakshi may lead to a churn in the top management ranks.  Only time will tell whether Bakshi can hold the team, painstakingly put in place by Sinha, together.


Being the designated successor of a powerful incumbent CEO is very often not a happy experience.  The power and influence of the CEO tends to upset the succession planning exercise.  The incumbent CEO is usually aware that allowing the process to go ahead smoothly gives him a chance to perpetuate his legacy. But he still hesitates and fails to come to grips with the situation. So, when the CEO is powerful and has been around for a long time, the Board’s involvement in the succession planning exercise should be greater.

What the CEO needs to do


Many CEOs fail to handle succession planning effectively for a variety of reasons:

· They are so involved with the present that they do not think about the future.

· They forget the big picture and stay focussed on day to day operations.

· They have an exaggerated sense of self importance and begin to think that they are indispensable.

· They are poor in building a second layer of management because of an unwillingness to tolerate good people or to delegate.

· They try to avoid conflict and hesitate to send a clear message to senior managers, who the successor is going to be.

· They continue to play a role in the company even after the new CEO has been put in place.


To avoid these pitfalls, CEOs must periodically ask themselves the following questions:

· Is leadership growth keeping pace with business growth?

· Is an adequate member of managers being groomed to keep pace with the strategic needs of the organization?

· Are vacancies in senior management positions being filled up smoothly through internal promotions?

· Are objective plans in place to identify and develop future leaders?

CEOs would do well to be proactive and take care of  the following:

· Identify the key leadership criteria and provide support to potential leaders to meet these criteria.

· Select a few high potential leaders and concentrate  the resources available on their development.

· Monitor the results of the succession planning process at all levels of the organisation regularly.

The successor’s dilemma

Some CEOs appoint successors well in advance of their retirement but only to see them leaving prematurely.  John Walter, who became the president of AT&T in October 1996 left in just nine months.  Disney’s Michael Ovitz had lasted just over a year as president when a souring relationship with CEO Michael Eisner forced him to leave.  In Citigroup, heir apparent Jamie Dimon quit in 1998, following differences of opinion with his mentor, Sanford Weill. Merrill Lynch COO Herb Allison, who was strongly tipped to become the next CEO, met with the same fate.


So, a successor needs to be coached well on handling the transition.  He should be encouraged to stay in constant touch with the CEO, remain focused and be made to understand that his stakes are much higher than those of anyone else in the company, including the incumbent CEO. The successor must be motivated to seize the initiative and rise to the occasion, displaying the highest possible level of emotional maturity.  He should also be made to realise in a subtle way that if he quits, he would harm his own chances of becoming a  CEO elsewhere.  


The successor should be counselled to put himself into the  shoes of the CEO and understand what is going on in his mind.  Typically, the CEO goes through three phases after the successor has been appointed.  In the first phase, he feels good that he has initiated the process and maintains a good relationship with the successor. Then, the CEO starts feeling uneasy as the successor takes charge and begins to shake things up.  The CEO realises that he is losing control and is now having to share his power and authority with the heir apparent.  The prospect of leading a sedentary retired life, also starts causing anxiety.  Finally, the CEO unless he is a person of extraordinary mettle, develops friction with the heir apparent.  At this juncture, an open conflict may develop and the CEO might marshal support from his trusted lieutenants and even encourage people to come to him directly, bypassing the heir apparent. The successor often responds by being even more aggressive and result oriented. If  he succeeds, the CEO feels even more threatened.  Ironically enough, when the successor is just ready to move into the corner office, he becomes frustrated by the confusing signals sent by the CEO and decides to quit.


In short, succession planning is a key strategic issue that needs the time and attention of top management on an ongoing basis.  A pro-active approach is far more desirable than an ad hoc, knee jerk one. It is heartening to note that some Indian companies are taking succession planning very seriously. Some MNC subsidiaries are clear trendsetters in this regard.  Hindustan Lever (Lever) spends quite a bit of time and effort on succession planning.  Transition from one CEO to another has generally been smooth and there has been no case of any CEO miserably failing in the top job.  Succession planning at ITC has also been generally smooth, though one CEO, K. L. Chugh was probably a wrong choice.  A fixed five-year-term for the CEO has lent an air of credibility to the whole process at ITC.  In contrast, Coca-Cola India has seen CEOs changing at regular intervals, a clear sign that succession planning has not been very effective. Another Indian company which has been praised for succession planning is Ranbaxy.  When Parvender Singh died, his successor, D. S. Brar, a professional manager, took over the reins without much loss of continuity.  


In general, Indian companies still have a long way to go in the area of succession planning.  Especially in Public Sector Units (PSUs), succession planning has been a disaster.  CEOs have changed frequently and not been allowed to settle down in their jobs.  Many of the appointments have been guided by political considerations.  The fact that quite a few of the top jobs at PSUs are either unfilled or manned by acting CEOs is a clear indication of the lack of importance attached to succession planning.  The crisis at Unit Trust of India (UTI) in recent times has much to do with a totally ad hoc approach towards CEO succession planning.  In many Indian companies, CEOs spend more time protecting their turfs than in developing the next line of leadership.  Unless this attitude changes, they may find themselves facing crises from time to time.

Attracting and retaining employees 

Turnover of key employees is another big HR risk that companies face today.  The increasingly knowledge intensive nature of many businesses creates serious problems when talented employees leave.  So, companies must do what is necessary to retain their best managers. Attracting and retaining talent is not just a matter of higher salaries and more perks.  It involves shaping the whole organisation, its vision, values, strategy, leadership, rewards and recognition. Thus, companies must look at retention as an exercise that ensures long term employee commitment rather than as a knee jerk response to hold back employees after they resign.

An effective retention strategy must be built around the following:

· Taking note of the company’s culture, designing and building the ideal culture.

· Assessing potential candidates for hiring, following careful hiring practices.

· Measuring and understanding the issues driving retention.

· Putting in place well designed career-development plans.

· Designing an attractive and transparent reward system.


Building the right culture is an important step in improving employee loyalty.  It involves understanding the existing values, clarifying business goals and strategy, defining the desired culture and introducing change management initiatives, wherever necessary to correct the state of affairs.  Fostering the ideal work culture involves various steps:

· Hiring people with leadership potential rather than just managerial potential.

· Articulating a strong corporate purpose that makes people believe that they are making a positive impact on society.

· Treating people with dignity and respect.

· Interacting regularly with employees talking to them to understand the problems they are facing and giving them the additional resources they may need to discharge their responsibilities efficiently. 

· Attempting to influence rather than control employees.


Hiring the right candidate is a challenging and difficult task. Yet, hiring practices in most companies leave a lot to be desired.  Often, the process is reactive and aimed at filling up vacant positions. Very often, managers get impressed by resumes.  Later, the performance of the selected candidate falls short of expectations.  As Jack Welch has put it
, “In the hands of the inexperienced, resumes are dangerous weapons.  Eventually, I learned that I was really looking for people who were filled with passion and a desire to get things done.  A resume didn’t tell me much about that inner hunger.  I had to ‘feel’ it.” Interviews are conducted by untrained managers, who do not appreciate that most candidates are good at projecting themselves well during interviews.  Questions are often predictable and candidates come well prepared to answer them.  Examples include: What are your strengths and weaknesses?  Where do you see yourself five years from now?  Candidates are taken at face value and the answers they give during interviews are not probed further. Another mistake made by recruiters is stereotyping based on race, gender, and nationality. Being carried away by one good attribute and totally ignoring other attributes is another pitfall. Consequently, companies fail miserably in predicting a candidate’s performance on the job.

Leadership in action: Lessons from Jack Welch

1. Do not have two agendas.  Get the message to people straight and honest.

2. The personal intensity of the leader determines the intensity of the organization.

3. Be receptive to ideas from employees.

4. Concentrate more on getting the right people into the right jobs instead of formulating the perfect strategy.

5. Set stretch targets that make people reach for more than what they think are possible.

6. When there is a great idea or message, keep repeating it again and again till it is driven into the fabric of the organization.

7. When to get involved and when to let go is a matter of judgement.  In general, manage tight when you can make a difference and manage loose, when you have little to offer.  

8. Isolate small projects and keep them out of the mainstream.  Encourage smaller ventures and drive home the value of taking risk.

9. The test of a leader is balancing long-term and short-term objectives.  

10. Making tough decisions about people and facilities is a prerequisite to earning the right to talk about soft values.

11. Leaders must have four essential qualities – high energy levels, the ability to energize others around common goals, the edge to make tough decisions and the ability to execute and deliver on their promises.


Source: Jack Welch’s autobiography: “Jack, Straight from the Gut.”


Many companies insist on references but do not understand their limitations. In most cases, referees usually mention only the good things about the candidate as they care more about their personal relationship (with the candidate) rather than contributing towards making a good hiring decision. Another common mistake made by managers is delegation of important jobs such as job description and initial screening to junior employees who are not trained or properly briefed. Hidden agendas, like the desire to put close friends or trusted lieutenants in the vacant job also lead to wrong hiring decisions.  Many job searchers focus on the boss’s requirements and/or the interests of the candidate’s subordinates.  Yet, it is also important to look at the traits valued by peers. Competencies should be defined clearly.  Otherwise, the same term may mean different things to different people.  Many companies spend far too much time unproductively using open advertisements for filling positions. Personal contacts, which can quickly throw up a list of potential candidates, are more cost effective.  Well-managed companies encourage their employees to ‘refer’ competent candidates.  Cisco is a good example.


Above all, retaining employees is a matter of building loyalty.  More often than not, the ability to develop loyalty is linked to the credibility of the top management.  CEOs must demonstrate leadership by practising what they preach.  For example, CEOs, who have the courage to recall defective products, even when heavy expenses are involved, send the right signals to employees.  Those who simply pay lip service to customer care end up confusing employees.  Leaders, who believe in treating employees fairly, build employee loyalty.  Those who fire employees indiscriminately erode loyalty.  


Complex organizations create bureaucracies and slow down decision-making processes. Using small teams facilitates faster and entrepreneurial decision-making. It also increases accountability and makes it easier to recognize achievers.  High achievers relish such a work environment.  So, to retain talented employees, bureaucracy must be killed ruthlessly.  There is no better example of a CEO, who doggedly fought bureaucracy, than Jack Welch of GE.

Improving employee commitment: Factors to be considered
1. Benefits and compensation

· Equity

· Competitiveness with respect to comparable companies

· How well the compensation program is communicated to employees

2. Organisational culture, leadership and direction

· Clear direction for the organization

· Personal growth opportunities 

· Work satisfaction

· Transparency and openness of the work environment

3. Change Management

· Encouraging employees to challenge conventional wisdom

· Participation of employees while planning changes

· Readiness to change

4. Recruitment, training and development

· Ability to hire only top calibre people

· Training

· Performance evaluation & appraisal process

5. Work/life balance

· How much importance the company attaches to personal life

· Extent to which the company supports the needs of employees as individuals


Long-term relationships can be nurtured only in an environment of trust.  This demands two way communication.  Meeting employees regularly, listening to their problems and taking appropriate action where necessary go a long way towards building employee loyalty.

  
Frederick F Reichheld
 makes a distinction between ‘low-road’ and ‘high-road’ companies.  He argues that low-road companies, which have a single-minded focus on financial results, take a big risk. Such companies take advantage of customers, employees, vendors and other business associates whenever they are vulnerable. He adds “The goal of strategy at those companies is to create market power; the job of leaders is to use that power to strangle competitors, bully vendors, intimidate employees and extract maximum value from customers... In this Darwinian struggle, only the toughest individuals survive.  Trust and loyalty are weaknesses to be exploited.”  As long as there is status quo, things are fine but once a new technology or competitor emerges or there is a serious crisis, such companies are overwhelmed by the turn of events with few committed employees around to handle the situation.  High-road companies on the other hand try to create win-win situations and invest in building long term employee loyalty.


To sum up, talented employees like to continue their association with an organization when the following conditions hold good:

· The company is able to inspire the employees through its vision.

· Employees find a greater meaning in the work they do.

· The company is focused on getting results.

· Employees are convinced that rewards and recognition are linked to contribution 
and performance.

· Employees are rewarded for their innovation and creativity. 

· The organization supports the growth of the employees and their development.

· Employees are convinced they can trust the top management.

· Employees feel that they are valued by the organization.

· The organisation shares information in a transparent manner.

· The company encourages prudent risk taking.

· The top management takes feedback from employees regularly.

· The employees perceive the compensation they get to be fair in relation to the 
work they do and in comparison to similar organisations.


One final point needs to be made here.  Just as it is important to hire and retain good people, so is it necessary to remove the non-performers and misfits to protect a performance-oriented culture.  GE uses the vitality curve, (a type of normal distribution) to identify the bottom 10% of the people who are asked to leave every year. Welch has explained the importance of dealing with such people decisively: “Some think it’s cruel or brutal to remove the bottom 10 percent of our people.  It isn’t. It’s just the opposite.  What I think is brutal and false kindness is keeping people around who aren’t going to grow and prosper.  There’s no cruelty like waiting and telling people late in their careers that they don’t belong, just when their job options are limited.”

Concerns for Indian companies

A recent McKinsey study has found that  high-performing firms give employees a clear sense of where the company is headed.  They provide a context for employees to set stretch targets. They create a high degree of accountability and a sense of ownership among the employees.  They break the organisation into small  accountable units and link rewards to performance.  


The McKinsey study has found some major concerns which Indian companies need to resolve urgently.  Top management in most Indian companies does not have a leadership mindset.  Coming from a regulated environment, most CEOs are happy with incremental improvements.  Many companies have also not recognised that people are their most valuable assets.  Training is woefully lacking.  Middle management spends little time in giving feedback to employees and coaching them.  Managers also attach too much importance to loyalty and too little to performance.  Employees, who have been around for sometime, are not fired even if they are non-performers.  Individual accountability is also lacking. According to McKinsey partner, Gautam Kumra, “We (Indians) find it hard to criticise and manage conflict.  We bring our personal relationships into the professional ones.  These are the reasons why we don’t see the kind of performance ethic we should”.



Source:  Business World, July 23, 2001.

Aligning individual aspirations with organizational goals

Many talented employees leave their organization not because they are unsuccessful in their jobs but because they become fatigued and burnt out, due to long hours on the job.  Managers have to help employees find the balance between work and their personal life. Good managers clarify the job responsibilities and ask employees to define their personal priorities. By defining goals very clearly and by being focused on the results than the process, they succeed in giving employees a lot of autonomy.  Good managers also recognize and support the full range of the people’s life roles.  This deep interest strengthens the bond with the employees who learn how to establish boundaries and stay focused on the job.  

How important life interests find expression in business

Butler and Waldroop have identified eight important embedded life interests:

· Application of Technology: Some people are excited about finding better ways to use technology to solve business problems.
· Quantitative analysts:  Some people are extraordinarily good with numbers.
· Theory development and conceptual thinking: Nothing makes some people more happy than thinking and talking about abstract ideas.
· Creative production: Some people relish start up situations where there are many unknowns.
· Counselling and mentoring: Some people like to teach and provide guidance to colleagues, subordinates and clients.
· Managing people and relationships: Some people have a flair for building relationships with people and getting results from them.
· Enterprise control: Some people like to be in charge of a situation and play the role of decision-maker.
· Influence through language and ideas: Some people are at their happiest, when they are given an opportunity to communicate, either verbally or in writing.


Source: Harvard Business Review, September-October, 1999.


In good companies, managers regularly examine whether conflicts between work and personal priorities are due to work place inefficiencies.  They regularly experiment with work processes to improve the organization’s performance and the lives of its people.  They question basic assumptions and develop innovative workplace processes, to facilitate the achievement of goals without in any way compromising the personal interests and priorities of employees.  They have an open mind towards modern day work practices such as flexi working hours and allowing employees to work from their homes or from the location of their choice.  Consulting and computer software companies tend to fall in this category.


Today’s knowledge oriented business environment is characterised by ever rising employee aspirations.  Employees are ambitious and want to achieve a lot in very little time. At the same time, they want to maintain a balance between work life and family life. Innovative techniques are hence needed to understand the inner motivations of employees and manage them intelligently. Many people leave their organisations because of a wrong assumption on the part of senior managers that people who are doing well in their current jobs are also happy.  According to Timothy Butler and James Waldroop
, the best way to retain the star performers is to ensure that the jobs they do match their embedded life interests, which are “long held, emotionally driven passions, intricately entwined with personality and thus born of an indeterminate mix of nature and nurture”. The activities that make people happy are determined by their deeply embedded life interests. Such interests are displayed during childhood and remain stable thereafter but manifest themselves in different ways at different points in a person’s life.  Butler and Waldroop use the term job sculpting to describe the art of matching people to jobs consistent with their embedded life interests.  The main problem with job sculpting is that not too many people are aware of their deeply embedded life interests.  Indeed, many people do not know at least till they are midway through their career, the kind of work that will make them happy.


The process of filling up vacancies and the role of the H R department need to be changed to help people pursue their embedded life interests.  People are often promoted either because a vacancy has to be filled up quickly or because they complain about inadequate growth opportunities. H R departments often use standardised methods based on personality to determine the type of jobs, employees should handle. Butler and Waldroop argue that job sculpting requires an ongoing dialogue between the employee and the boss and cannot be delegated to the HR department. To become good job sculptors, managers need to improve their listening skills. When employees describe what they like or do not like about their jobs, managers must pick up cues.  In the performance appraisal form, employees can be asked to write about the kind of work they love or what they most like about their current job.  This could be an excellent starting point for employees to open up and start articulating what they would really like to do.  Based on these inputs, the next assignment can be suitably selected.  As Butler and Waldroop put it: “In the knowledge economy, a company’s most important asset is the energy and loyalty of its people – the intellectual capital that unlike machines and factories, can quit and go to work for your competition… To turbocharge retention, you must first know the hearts and minds of your employees and then undertake the tough and rewarding task of sculpting careers that bring joy to both.”

Concluding Notes

The way an organization hires and develops people, to create the leaders of tomorrow  has tremendous implications for its long-term competitiveness.  Ultimately, it is the quality of people that separates an excellent organization from an average one.  So, companies have to pay special attention to the HR risks they face and handle them in a systematic, proactive and coordinated manner. This in turn calls for a detailed examination of specific areas such as leadership development and recruitment and taking suitable steps to revamp the organizational mechanisms and processes, wherever necessary.  In short, H R risks deserve far more attention than they have received till now.  They also need a more active involvement of the top management.

Case 10.1 - Succession Planning at Coca Cola

Introduction

Roberto Goizueta, a Cuban born chemical engineer became the CEO of Coca Cola (Coke) in 1981. Goizueta, who had been educated in the US, started his career in Coke’s technical department in Cuba in 1954.  After Castro seized power, Goizueta and his wife escaped to Florida in 1960, with just $40 and 100 Coke shares.  Thereafter, Goizueta made rapid progress up Coke’s corporate ladder. He handled various technical and administrative assignments but did not actually run a business till he became CEO in 1981. In spite of his lack of line function experience, Goizueta was considered for the post of CEO because of his close friendship with Robert Woodruff, the former CEO of Coke.  Woodruff was sufficiently impressed by Goizueta’s integrity and enthusiasm to persuade the board to nominate him.   


During Goizueta’s tenure as CEO, Coke’s market capitalisation increased almost 40 times.  While rival Pepsi Co. tried to increase market share aggresively, Goizueta focused on increasing the return on investment and raising the stock price. Goizueta did make a few blunders such as the launch of New Coke and the acquisition of Columbia Pictures.  But he recovered from these mistakes quickly and by the end of his tenure had become recognized as one of the greatest CEOs in modern corporate history.


When the elegant and aristocratic Goizueta died of cancer in October, 1997, the board quickly nominated Douglas Ivester, the President and COO, as his successor. Many people praised Goizueta liberally for his foresight and vision in having selected Ivester for the top job.  According to the Economist
, “Robert Goizueta will be severely mourned at Coca Cola, … but he might not be missed.  Strangely enough, that would be one of the greatest compliments a departed chief executive could receive… Douglas Ivester, Coke’s 50 year old president and chief operating officer, is now expected to succeed Mr Goizueta and to carry out the same strategy that has served Coke so well.  
Mr Goizueta deserves the credit for this smooth transition.  He was responsible for succession at Coke, and his plans had been laid well in advance.” 


Fortune
 also heaped lavish praise on Goizueta, “It is indeed a tribute to Goizueta that succession at Coca Cola is, to Wall Street at least, no big deal.  The consummate long-term strategist, he planned well.  Ivester has been Coca Cola’s virtual CEO since 1994, when Goizueta appointed him president and chief operating officer.  For the past three years, the two men have had an almost perfect partnership - Ivester managing the business and Goizueta managing big picture strategy and Coke’s marvellous relationship with the Street.”

Ivester’s career progression 

Ivester started his career as an auditor at Ernst and Young.  He joined Coke in 1979 and spent the next 10 years in the finance function. In 1985, at the age of 37, he became the company’s CFO. Ivester demonstrated his financial engineering skills when he masterminded the consolidation and spin-off of Coke’s bottling business. Coke purchased bottlers who were not performing well and merged them with its bottling network.  The new outfit, Coca Cola Enterprises, was then spun off to the public, with Coke retaining 49 percent of the stock for adequate management control.  By so doing, Coke reduced debt drastically and removed a relatively low return asset from its books. 


Ivester served overseas briefly as president of Coke’s European operations before becoming president of Coke USA in 1990. Four years later, when he was appointed as Coke’s president and COO, he had emerged as the clear successor to Goizueta.  With Goizueta referring to Ivester in public as his ‘partner,’ it became clear to everyone that Ivester’s star was on the ascendant. 


Fortune
 observed: “It’s hard to imagine a more methodical executive than Ivester… He urges everyone at the company to forsake traditional, arbitrary goal setting.  The market is expanding 5 percent, so we will shoot for 6 percent … Ivester asks virtually at every stop: What’s possible for your business?  What are the barriers to achieving that?  How can we remove the barriers?” Board members felt there was no person better equipped than Ivester to take over the reins of the company. One of them, Herbert Allen
 remarked, “Ivester has been proving himself for the past 20 years at a variety of jobs.  Everything he’s touched has improved dramatically.  Whatever target he sets he hits.”  The legendary Warren Buffet, another board member remarked
, “The one thing I  can guarantee is Doug will not become complacent for five minutes.”  


Ivester was considered to be an aggressive, though introverted, manager.  His management style could be described as blunt and hands on.  The new Coke CEO was a stickler for discipline. He once remarked,
 “The highly disciplined organizations are the most creative.  If you can create high discipline, in effect, you have created security and safety... We operate with a rigid control system.  It is an enabler, not a restrictor.”  Ivester’s hands on style was reflected in his extreme, and perhaps excessive use of voice mails and messages, which executives were expected to reply to within a certain time frame.  Ivester also had 16 senior executives reporting to him directly.  He decided against a second in command since it would create another layer and distance him from the operations of the company. 


Ivester believed in spending heavily on technology for collecting and processing information efficiently. After becoming the CEO, he launched various initiatives to transform Coke into a learning organization. He hired a senior executive, Judith Rosenblum, as Chief Learning Officer to accelerate the sharing of experiences across  countries. Ivester also made it clear that he wanted rapid growth.  He wanted to portray himself as a CEO who was keen on becoming fully involved in finding solutions to problems. He did not believe in isolating himself from the activities of the company.


A few months after Ivester took over as CEO, Fortune commented
: “Will he be as adept at crisis management as Goizueta, who managed to shape a vision for a new Coca Cola out of the debacle of New Coke? Will he be as wise as his predecessor in picking an utterly complementary No. 2?  Will he be able to manage effectively the dual role required of the Coke CEO – aggressive general pushing the troops and smooth diplomat advancing Coke’s interest in 200 countries?”  The answer would emerge about a year later.

A series of set-backs 

Within a few months of taking over as the CEO, Ivester faced a series of set-backs. In the middle of 1997, Asian currencies went into a tail spin; gradually, the crisis spread to other parts of the world, including Russia and Latin America.  With less dollars being generated per unit of overseas currency, Coke, which generated a substantial portion of its revenues in overseas markets, faced a major decline in net income.


In December 1997, Coke’s attempts to acquire Orangina, the beverages division of Pernod Ricard, a French company, fell through. The main reason seemed to be Coke’s failure to understand the magnitude of anti-Americanism in France.  Many French politicians disliked the idea of Orangina being anything but French. Coke did not give up and pursued the deal for too long and even made a revised bid.  Some considered Ivester’s dogged determination to go ahead with the deal to be a strategic blunder.  


Coke also bungled its takeover, announced in December 1998, of Cadbury Schweppes’ beverage brands. It structured the acquisition to make it look different from a pan-European deal. This infuriated the European antitrust authorities. To get their approval for the acquisition, Coke had to give up some national markets like Germany, Italy and Spain.  


Coke also found itself embroiled in a racial discrimination suit.  Black employees complained about disparities in compensation. Carl Ware, a black executive, was nominated to a senior post, but in a subsequent reorganisation, was sidelined.  Again, analysts felt that the issue had not been handled with sufficient sensitivity.


A scare in Belgium in June 1999, following the alleged contamination of Coke bottles, also created problems for Coke. Ivester was late to visit the country and apologise to customers. Meanwhile, European authorities, furious with Coke, rejected its technical explanation of the problem. Many European countries imposed a ban on Coke sales. The ban was lifted on June 23, 1999, but Coke’s image had taken a severe beating by then. Ivester promised to spend whatever was required to regain the confidence of European customers. He also admitted that Coke had made a mistake by not showing deference to government agencies.  However, by the time he realized this, the damage had already been done.


Ivester triggered off another controversy in October 1999, when, in an interview with a Brazilian magazine, he stated that Coke was considering technology that enabled vending machines to change the prices based on atmospheric temperature: the higher the temperature, the higher the price charged.  Ivester explained that there was nothing wrong in pricing a product on the basis of supply and demand.  Rival Pepsi capitalizing on this careless statement, argued that the move would offend loyal customers and those living in warmer climates.  Later, a Coke spokesman explained that the company had no intention of introducing such vending machines. Ivester’s comment, however, upset Coke executives who were managing the vending machines business. 

The resignation of Ivester

In the middle of 1999, as Coke struggled with several problems, Ivester came under attack. Fortune
 reported: “Many people who have followed Coke over the years believe that if Goizueta were still running the company, Coke’s problems would not be festering as they are.”  Others felt that it was quite beyond Ivester to solve so many problems by himself.  They pressed for a No. 2.  Warren Buffett
 however, defended Ivester: “I think it’s a mistake to designate a No. 2 to run the business.  I like a CEO who does that job himself… Doug is capable of doing a lot.” Buffett felt that in spite of the various problems facing Coke, the prospects for the company remained bright; “From an investor’s standpoint, the whole game is about realising what you’ve got, which is the world’s greatest brand.  And it’s about looking at where Coke is going.  People will drink more Coke every year and the company will make a little more on each serving.  As a Director, the only concern is, Do you have the right people? We’ve got the right people.”


A few months later, Buffett seemed to change his opinion. In December 1999, he and Herbert Allen had a private meeting with Ivester in Chicago, where they shared their concerns with Ivester.  The meeting was inconclusive, but Ivester made up his mind to submit his resignation. He called an emergency board meeting immediately and announced that he was moving out and would be replaced by Douglas Daft, a 56 year old Australian, who had spent most of his time managing Coke’s operations in Asia.


When Ivester resigned, the Wall Street Journal
 quoted an analyst, “He knew he wasn’t gaining the confidence of the people out there… It was like a pitcher who wasn’t throwing any strikes and the bases are loaded.  He finally took himself out of the game.”  According to an analyst quoted in the Financial Times
, “At any time until now, if you lined up 100 Coca Cola people around the world and asked them who would be the senior executive to run the business over the next decade, 100 of 100 would have said Doug Ivester.  This was the man to run the business.”


During Goizueta’s tenure, Coke had rewarded its shareholders handsomely; but during Ivester’s tenure, return on shareholders’ equity declined from 56.5 percent to 35 percent, while market capitalisation remained stagnant.

Concluding notes

After Ivester announced his resignation, analysts and industry experts offered various explanations for what was clearly a failed succession planning exercise:

· Goizueta assumed he would live longer and would be around as the chairman, guiding Ivester from a distance.  Then there would have been no problems, as Ivester was a brilliant No. 2.

· Ivester preferred substance to style.  However, he took it to the extreme and totally overlooked image and perception issues.

· Ivester was managing with a long-term orientation but his rigidity in the face of crises was a big let down.

· While he was a details man, Ivester had lost sight of the big picture.

· Ivester was brilliant, but lacked leadership qualities.

· “Ivester knew the math but not the music required to run the world’s leading marketing organization,” Fortune.
· Ivester severely hurt Coke’s bottlers by a 7.7 percent price hike on syrup.

· Because of his finance orientation, Ivester had totally overlooked the marketing challenges facing the company, including replacement of the tired, long running, ‘Always’ theme.

· During the Goizueta era, many balance sheet maneouvers through bottling consolidation and spin offs had taken place. Consequently, the scope for Ivester to record a superlative financial performance was limited.

· Ivester had failed to maintain good relations with European and Latin American customers, and had inadvertently led overseas regulatory authorities to feel that Coke was trying to dominate the local players.  

· Ivester picked up a personal rivalry with former Coke President and COO, Donald R Keough, by taking away his share of the credit for the bottler consolidation and spin off strategy.  Keough was Herbert Allen’s the right-hand man. Keough gradually emerged as the rallying point for Coke’s disaffected employees, customers and bottlers.
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