What Can We Learn from Lou Gerstner
 and 

President Obama About Leadership Transitions?
Introduction:

This is my third educational stimulus this year.  I hope you will be encouraged to look at leadership issues a little differently.  The first stimulus described my model for leadership transitions.  The second stimulus entitled “The Path to Opportunity” explained the factors critical to succeeding in the world of work, particularly in large organizations.  It drew heavily on the recent publications, Outliers by Malcolm Gladwell and Talent Is Overrated by Geoff Colvin.  Two books I recommended to you.  Both documents are available for download on my Website – www.change-management.net. 
In this paper, key points in my leadership transitions model are illustrated by referencing two cases.    
The first case is from “Who Says Elephants Can’t Dance,” Lou Gerstner’s account of turning around IBM.  The first 30% of the book focuses on the time prior to Lou’s accepting the challenge and his first 90 to 120 days as CEO of IBM, a period considered critical in leadership transitions.  “Who Says Elephants Can’t Dance” is rich in examples of the right things to do when taking on a challenging new turnaround assignment.  I highly recommend this book, particularly the first part for those interested in leadership transitions. Irrefutable evidence of the success of his transition is given.  
Appendix B has detailed business and financial data to illustrate the progress made year by year during Mr. Gerstner’s tenure.  And the turnaround occurred rather quickly. Here are a few salient points from this appendix:
· Net profit went from minus 8.1 billion in 1993 to positive 8.1 billion in 2000 - turned positive in 1994.
· Return on stock holders’ equity went from -35.2% in 1993 to 39.7% in 2000: last 5 yrs. > 29.6% each yr.

· Employee head count went from a low of 219,800 in 1994 to 319,900 in 2001.
· Stock price rose from 12.72 at the last day of his predecessor’s tenure on 3/31/1993 to 120.96 on Mr. Gerstner’s last day 12/31/01.
The problems IBM faced in 1993 were as significant and challenging as any in business.   IBM’s story presents almost as much challenge as the second case, President Barack Obama’s leadership transition.
As the 2008 election neared, it was clear that whoever won was facing a most challenging leadership transition.  There is a great deal of research on presidential transitions in general, particularly going back through Carter’s transition.  Since President Obama’s actions are much more in the public domain, his transition offers examples of things to do as well as things to do better.  
Below key examples are explored to illustrate what can be learned from both of these cases.

Model for Successful Leadership Transitions:
Below is the model shared with you in educational stimulus one.  Selected examples from President Obama’s and Lou Gerstner’s transitions follow.  
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The model encourages a leader to leverage time before Day One, enabling a fast start.
Let’s look at the key learnings Lou Gerstner procured and the key actions he took prior to Day One as IBM’s CEO. 

Key Learnings

First, Mr. Gerstner wanted to clearly understand the current financial status and challenges he would face as CEO of IBM.  He met with Paul Russo, former IBM executive named by IBM’s board to work with the current CEO, John Akers.  Following a secret meeting On February 24, 1993, Mr. Gerstner estimated that IBM’s chance of survival as an intact organization was one in five.  He believed it was not a good idea to pursue the job. However, board members appealed to Gerstner’s love of challenge and to his patriotism, arguing that IBM was a national treasure and could not be lost; Gerstner agreed to take the job.   
Second, during negations over his compensation, Mr. Gerstner learned IBM did not believe in executives having an equity stake in the company - a tradition that went back to the founders.  Mr. Gerstner knew culture change was essential to IBM’s survival, and existing compensation practices were a major inhibitor to that change.
Key Actions
On Friday, March 26, 1993, five days prior to his officially taking the reigns, Gerstner used his first meeting with the top 50 IBM executives as a critical opportunity to set the tone of his tenure.  Gerstner describes himself working hard to prepare this 45-minute presentation.  He focused on
· why he took the job,
· the challenges ahead,
· his management philosophy, and 

· his expectations.  
In addition, he talked about his philosophy of winning with a team from inside the company if at all possible.  He emphasized that he needed their help, but there would be no special protection for anyone based on past success; performance going forward would be coin of the realm. 
Mr. Gerstner clearly emphasized that reaching agreement on strategy came before structural changes.  This was important because rumors supported the notion of breaking up IBM in order to allow it to survive.  He described his five ninety-day priorities.  Finally, he gave each of the 50 executives a 30-day assignment to develop a ten-page report on their business unit covering customer needs, product lines, technical outlook, competitive analysis, economics and key long and short-term issues facing their business units.

The model encourages a leader to make Day One a smashing hit.  Give Day One well-measured thought; make sure your actions on Day One align with your strategic direction and focus.  Location and symbolism matter a great deal on Day One; make the right first impression.

Inauguration Day 2009:  President Obama was about to assume power over a country involved in two wars; he had never served in the military, he opposed the Iraq war, and he is considered to be a strong liberal by many.  Let’s look at his actions, location, and symbolism in the following examples.  
· A president must salute military people, something a president does frequently.  President Obama was observed giving very crisp and high quality salutes to the military people he encountered.  When those close to the president were asked if the president elect had been practicing, the reply was a quick, yes!  A simple action, but can you image the press coverage if he had executed this simple act badly on Day 1 in full view of millions.  
· Inauguration day was cold and crisp in Washington.  The forecast high was for 33 degrees.  The inaugural organizers had back up plans for an indoor celebration.  President Reagan’s second inaugural was held indoors.  It was President Obama’s call.  He was about to transition as Commander and Chief of the most powerful nation on earth; he chose to appear strong and to have the ceremony outside.  In addition, huge crowds had assembled to witness this historic moment. President Obama was not going disappoint the huge crowd which had braved the cold.
President Obama’s inaugural address laid out the challenges the country faced and set the tone for his administration, much as Lou Gerstner did in his meeting with the 50 top executives at IBM before Day One.

Some excerpts from President Obama’s inaugural address illustrate these points well. 
· Challenges - “Our economy is badly weakened, a consequence of greed and irresponsibility on the part of some, but also our collective failure to make hard choices and prepare the nation for a new age. Homes have been lost; jobs shed; businesses shuttered. Our health care is too costly; our schools fail too many; and each day brings further evidence that the ways we use energy strengthen our adversaries and threaten our planet.”

· Tone - “Our workers are no less productive than when this crisis began. Our minds are no less inventive, our goods and services no less needed than they were last week or last month or last year. Our capacity remains undiminished. But our time of standing pat, of protecting narrow interests and putting off unpleasant decisions - that time has surely passed.”

· Tone - “Our challenges may be new. The instruments with which we meet them may be new. But those values upon which our success depends - hard work and honesty, courage and fair play, tolerance and curiosity, loyalty and patriotism - these things are old. These things are true. They have been the quiet force of progress throughout our history. What is demanded then is a return to these truths. What is required of us now is a new era of responsibility - a recognition, on the part of every American, that we have duties to ourselves, our nation, and the world, duties that we do not grudgingly accept but rather seize gladly, firm in the knowledge that there is nothing so satisfying to the spirit, so defining of our character, than giving our all to a difficult task.” 
The model encourages leaders to get the right folks on the bus.  This is a reference to the findings of Jim Collins in his book Good to Great.  Good to Great focuses on understanding how and why companies that have been average, run-of-the-mill companies quickly took off and became great companies with sustained success for a number of years.  One of Jim’s findings was that the new leaders of these transformed companies got the right people on the bus and the wrong people off the bus before the leader decided where to drive the bus.  The leaders then engaged these ‘Right Folks’ in an intense dialogue about where to drive the bus.  This works for the following three key reasons:

· If you start with “who,” it is easier to adapt to a changing world.  In selecting the leadership team, the transformative leader will have thought carefully about the beliefs, attitudes and competences needed to successfully transform the company.   Jack Welch is often quoted as saying, “It is easier to change people, than change people.” 
· The problem of motivation and getting people fired up and aligned goes away to a great extent because you have selected for traits that encourage motivation and enable alignment in the current situation.  
· If you have the wrong people, having the right direction is irrelevant, you can’t get there.  Collins found that the wrong people will be disruptive or not be capable of envisioning the changes needed for the transformation.  Often the wrong people are the ones that created the mediocre performance in the first place.
Lou Gerstner’s top priority in his first 90 -120 days was to assess the existing executive team’s fit for transforming IBM.  He brought in a few top people for key assignments: a new CFO, a new head of HR and a new head of Corporate Marketing.  Please see “Who Says Elephants Can’t Dance” for more details.

While President Obama put great energy into selecting his leadership team (the Cabinet and close advisors) and did it quickly, he made the common mistake of  not helping/coaching or adequately supporting some other key subordinates who also were handling significant transition challenges.  In the Obama transition, this was most evident regarding the Department of Energy.  
First, here is some important background regarding the DOE.  The DOE is a Cabinet-level department of the United States government responsible for energy policy and nuclear safety.  Its responsibilities include the nation's nuclear weapons program, nuclear reactor production for the United States Navy, energy conservation, energy-related research, radioactive waste disposal, and domestic energy production. The DOE also sponsors more basic and applied scientific research than any other U.S. federal agency; most of this is funded through its system of United States Department of Energy National Laboratories.  The department was started in 1977 and was an outgrowth of the Atomic Energy Commission.

In the U.S., all nuclear weapons deployed by the United States Department of Defense (DOD) are actually on loan to DOD from the DOE, which has federal responsibility for the design, testing and production of all nuclear weapons.

· Estimates have the Department of Energy employing about 115,000 people, about 100,000 of these are on a contract basis.

· Its budget was $23.4 Billion in 2006 – it is about the same this year, pre-stimulus funding.
Leading a department of this importance and size is an enormous undertaking. The following information suggests cause for concern that successful leadership transition in this key department may be at risk. 
Steven Chu, a noble prize winning physicist was selected to run the Department of Energy.  His most significant leadership job prior to taking on this role was to head the Lawrence-Berkeley National Laboratory in California, with a headcount of 4,000.  His new job is a huge leap in scope - a factor which, by itself, is considered to be a significant cause of executive transition failure.  

In researching Mr. Chu’s transition, eight key leadership challenges were identified. The most critical challenge is that President Obama’s priorities for the DOE are very different from the traditional focus of the DOE, which was on nuclear energy.  This challenge is describe in more detail below.

President Obama assigned Dr. Chu to carry out the following priorities: wean America from dependence on fossil fuels, achieve energy independence, rebuild the nation’s electrical grid and address the challenges of climate change.  
· The DOE is expected to distribute about $39 Billion in stimulus money wisely in a relatively short time, about 1.5 times its annual budget.  Where are the processes to do this? 
· Much of our national wealth now flows into the coffers of countries not particularly friendly to the U.S.  Dependence on foreign oil in time of a major war would be a significant risk.  Obama’s emphasis on renewables serves multiple proposes: creating jobs in the US, stimulating the economy, fighting climate change, and increasing our energy security by reducing our dependence on foreign oil.  Chu’s success in addressing these priorities is a critical element to the success of Obama’s presidency.

· Climate change is a colossal problem.  Many policy thinkers have identified it as one of the most important national security threats because of the displacements of populations caused by drought and coastal flooding.  It is unlikely the problem will be solved by personal sacrifice; some combination of renewables, incentives to change behavior and management of pollutants are critical to effectively addressing climate change.   This is a huge shift in emphasis from President Bush approach to climate change.  
· The DOE has few new civilian appointments in place to help with this huge task and is reliant on civil servants to carry out this massive new program.  Implementation must happen quickly; Dr. Chu is upset at the slow pace of getting things done in the DOE.  In addition, pundits think there are probably people buried in the organization who do not share Dr. Chu or President Obama’s priorities.  Find the wrong people and get them off the bus. Given the historic mission of the DOE, one has to wonder if it currently has both the resources and talent to manage such an extensive new program and change in mission.  The DOE leaders need a rich and aligned understanding of how to make change occur in order to address the challenges it faces.  There is open discussion in Washington about this challenge.

According to a report on nuclear weapons spending by Stephen I. Schwartz and sponsored by the Carnegie Endowment, the budget for nuclear weapons in 2008 was over $52 billion. Robert Alvarez, a policy advisor to the energy secretary in the Clinton administration, said in an interview that the department is spending about 11 times more money on nuclear weapons than on energy conservation. 

Comment by Stephanie Cook in a March 19, 2009 Op-Ed in the NY Times the author of the forthcoming book “In Mortal Hands: A Cautionary History of the Nuclear Age.”
 “Sadly, the Energy Department is too weighed down by nuclear energy programs to devote itself to bringing about the revolution Mr. Obama envisions.

Today, the department’s main task is managing the thousands of facilities involved in producing nuclear weapons during the cold war, and the associated cleanup of dozens of contaminated sites. Approximately two-thirds of its annual budget, which is roughly $27 billion, is spent on these activities, while only 15 percent is allocated for all energy programs, including managing the Strategic Petroleum Reserve and researching and developing new technologies.

Given the department’s origins, it is not surprising that nuclear programs have won out over other energy technologies. Of the $135.4 billion spent on energy research and development from 1948 to 2005 (in constant 2004 dollars), more than half, or $74 billion, went to nuclear energy, while fossil-fuel programs received a quarter, or $34.1 billion. The leftovers went for alternatives, with renewables getting $13 billion, or 10 percent, and energy efficiency $12 billion, according to a Congressional Research Service report written in 2006.

Against this background, alternative energy solutions are but an afterthought: in the current fiscal year, for example, all of $1.1 billion is apportioned for programs falling under this category, not including the stimulus money.” 
Several accounts indicate Dr. Chu has had a rough start in handling the transition.  The following quote from the New York Times, March 23, 2009 is illustrative:  
“For a slight, soft-spoken Nobel laureate, Washington has been an initiation that he has likened to being dumped in the deep end of the pool.  Dr. Chu, 61, was chairman of Stanford’s physics department and ran a national research laboratory. But in addition to being verbally slapped around by Mr. McCain, he has been forced to backtrack on some ill-informed comments about OPEC.  Dr. Chu is still mastering skills like ducking a tough question from a reporter and delivering the all-purpose ‘I’ll get back to you on that.’  He has admitted his naïveté on certain policy questions, like OPEC production quotas, and is still getting used to the scrutiny that comes with a cabinet job.  ‘I didn’t appreciate how much of a public figure you become,’ Dr. Chu said in an interview recently.” 
Hopefully, Dr. Chu is a quick learner and will right the ship.  But if he had been given the kind of leadership transition support he should have been given, much of his early problems may have been avoided.  
Hopefully, this educational stimulus will help you to be more successful in the future transitions you make and/or help you better coach subordinates or loved ones as they make significant work-related transitions.
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