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LIST OF INTERVIEWEES



As background for this book I interviewed a number of business leaders. Following is a list together with the dates of our meetings.


C. Michael Armstrong, Chairman & CEO, AT&T Corporation, July 15, 1999


G. Leonard Baker, Jr., Managing Director, Sutter Hill Ventures, November 17, 1999


Susan V. Berresford, President, Ford Foundation, November 18, 1999


Michael Bloomberg, CEO & Founder, Bloomberg L.P., July 19, 1999


Michael R. Bonsignore, Chairman & CEO, Honeywell International Inc., July 14, 1999


Richard Branson, Chairman, Virgin Management Ltd., May 4, 2000


Dr. Rolf-E. Breuer, Spokesman of the Board of Managing Directors, Deutsche Bank AG, July 30, 1999


John Browne, Group Chief Executive, BP Amoco p.l.c., October 27, 1999


Stephen M. Case, Chairman & CEO, America Online, Inc., September 24, 1999


Kenneth I. Chenault, President & COO, American Express Company, September 13, 1999


Michael S. Dell, Chairman & CEO, Dell Computer Corporation, December 2, 1999


Roger A. Enrico, Chairman & CEO, PepsiCo, Inc., July 8, 1999


William Clay Ford, Jr., Chairman, Ford Motor Company, October 19, 1999


Victor Fung, Group Chairman, Li & Fung Limited, October 1, 1999


Orit Gadiesh, Chairman, Bain & Company, November 12, 1999


Christopher B. Galvin, Chairman & CEO, Motorola, Inc., July 14, 1999


Andrew S. Grove, Chairman, Intel Corporation, November 2, 1999


Minoru Makihara, Chairman, Mitsubishi Corporation, July 26, 1999


Ira M. Millstein, Esq., Senior Partner, Weil, Gotshal & Manges LLP, May 4, 1999


Yoshihiko Miyauchi, Chairman & CEO, ORIX Corporation, April 27, 2000


Mark Moody-Stuart, Chairman, Royal Dutch/Shell Group, September 17, 1999


Rupert Murdoch, Chairman & CEO, The News Corporation Limited, April 22, 1999


Hiroshi Okuda,Chairman, Toyota Motor Corporation, June 11, 1999


Jorma Ollila, Chairman & CEO, Nokia Corporation, October 28, 1999


Henry M. Paulson, Jr., Chairman & CEO, The Goldman Sachs Group, July 19, 1999


Nancy B. Peretsman, Executive V.P. & Managing Director, Allen & Company Incorporated, July 18, 1999


Franklin D. Raines, Chairman & CEO, Fannie Mae, November 19, 1999


Leonard Riggio, Chairman & CEO, Barnes & Noble, Inc., August 10, 1999


Jürgen E. Schrempp, Chairman, DaimlerChrysler AG, November 22, 1999


Stan Shih, Chairman & Co-Founder, The Acer Group, August 5, 1999


Frederick W. Smith, Chairman, President & CEO, FedEx Corporation, August 14, 1999


George Soros, Chairman, Soros Fund Management LLC, August 4, 1999


Martin S. Sorrell, Group Chief Executive, WPP Group plc, July 19, 1999


Donald Valentine, General Partner, Sequoia Capital, November 17, 1999


Lawrence A. Weinbach, Chairman, President & CEO, Unisys Corporation, April 14, 1999


John F. Welch, Jr., Chairman & CEO, General Electric Company, October 21, 1999


James D. Wolfensohn, President, The World Bank Group, October 18, 1999


Interviews were also conducted with the following executives who have since resigned their positions:


Richard L. Huber, Chairman, President & CEO, Aetna Inc., May 15, 1999


Rebecca P. Mark, Chairman & CEO, Azurix Corporation, September 23, 1999


G. Richard Thoman, President & CEO, Xerox Corporation, June 16, 1999


In addition, I talked to three historians: Ron Chernow, the biographer of J.P. Morgan and John D. Rockefeller; Richard Tedlow of the Harvard Business School; and Emma Roth-schild of Kings College, Cambridge University, England.






















PREFACE TO THE
 PAPERBACK EDITION



Since I originally wrote The Mind of the CEO, several important events have occurred. Dwarfing everything is the terrorist attack on the World Trade Center and the Pentagon on September 11, 2001. The full implications of this event are still not clear, but among other things, an already slowing global economy has been further undermined by massive political uncertainty. No one can know how deep the economic slump will be or how long it will last, but it certainly raises all the pressures on CEOs that I discuss in this book. The specter of a long war against terrorism could also add impetus to the political backlash against globalization that was already building, as evidenced by rising protests at the Economic Summit of major governments in Genoa, Italy, in July 2001 and the seriousness with which governments, international institutions, and companies are taking the issues that the demonstrators have been raising. Many of the CEOs whom I interviewed warned about this trend, and in this book I underlined the importance of their devoting more attention to political and social issues and asserted that these matters would become mainstream strategic concerns for business leaders. I believe this assessment is more true today than ever. Finally, a new presidential administration has settled in in Washington, one that is unabashedly pro-business and is staffed by several former CEOs. It is too early to tell how the performance of President Bush’s team will influence some of the themes in the book—the relationship between CEOs and the government, for example, or the prominence of the American model of capitalism—but these remain big issues that cannot be divorced from what will be in CEOs’ minds as the decade evolves.


Despite the changes in the business and political climate, not to mention the rapid turnover of CEOs, as of this writing, nearly all of the people I wrote about are still firmly in place. The three exceptions are General Electric’s Jack Welch, who retired; Honeywell’s Michael Bonsignore, who resigned after the failed merger with GE; and PepsiCo’s Roger Enrico, who stepped down as chairman and CEO to the position of vice chairman to make way for younger talent. It was my original objective to interview leaders who were not only prominent and had something important and thoughtful to say but who also had substantial impact on the global business scene. I’m pleased to see that it worked out that way.
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INTRODUCTION



Suppose you had a chance to travel around the world and speak to dozens of the most successful business leaders, one on one. Suppose further that they talked to you frankly about their goals and strategies and what keeps them awake at night. What would you think about these captains of industry who sell trillions of dollars worth of products and services, employ many millions of people and develop our path-breaking technologies? Would you find them impressive or ordinary? Would you judge their visions bold enough for the changing times? What kind of impact would you think they will have on shaping society in the early twenty-first century? What kind of impact would you think they should have?


In late 1999, I had this very experience. I interviewed forty men and women whose jobs and ideas affect just about every part of our lives. I tried to get into these people’s heads. I wanted to understand the environment in which they were operating, the opportunities they saw, the obstacles they faced and what worried them most. I wanted to know what they thought about the challenges posed by the Internet, the New Economy and the management of gigantic corporations spanning many national cultures, and what role they saw for themselves in building the foundations of capitalism in our times. When I was done, I tried to come to grips with what I thought of the environment CEOs faced, how they were dealing with it, and what more, if anything, they ought to be doing.
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Jack Welch, chairman and CEO of General Electric, held forth before an audience of MBA students at Yale recently. I was in the audience, and that’s when the idea for this book arose. Welch, of course, is one of the most successful business leaders of our times, having taken GE from a market value of $12 billion to over $500 billion in his twenty years at the company’s helm, and having set the standard for other CEOs on corporate restructuring, quality control, globalization and how to take a traditional industrial and service company into the Internet age. The room was packed. Students were sitting on the floor in front of the first row of seats, in the aisles and cramming the doorway, and yet the audience seemed totally motionless in its concentration on what Welch was saying. When he finished speaking, he asked if there were any questions, and at least twenty-five hands shot up immediately. He pointed at one eager young man. “Shoot,” he said.


“Lots of companies are merging these days,” said the student. “If I found myself in charge of one of these big new conglomerates, what would be your advice to me?”


Welch took off his coat and threw it on the chair behind him. He walked in front of the podium, rolling up his shirtsleeves at the same time. “You have to think about that company as being a big house,” he said. “The house has several floors. Think of each floor as a layer of management. Then there are interior walls. Think of them as separating different divisions of the company.” His eyes were glistening and he moved closer to the audience. “Then you get a hand grenade,” he said, his arm curling upward and his fist tightening around an imaginary object. “Then you pull the pin.”


He paused. It seemed as if all the students were leaning forward. “And then”—now he dropped his shoulder, stooped, and slowly swung his arm in a long arc as if he were bowling—“you roll the sucker right through the front door of the house and blow up every floor and every wall.”


He straightened up, smoothed one hand against the other. “And now you are ready to do something with that company.”


America’s legendary CEO went on to explain that his strategy for GE was to create an organization without any boundaries, a culture in which ideas flowed freely from the division that made aircraft parts to the one that made lightbulbs, from the subsidiary in Shanghai to the one in Cincinnati. But first, he said, you had to tear down the existing barriers.


Tearing down barriers is at the heart of Welch’s strategy for GE, but the idea resonates nearly everywhere. It describes what is happening within companies of every industry as hierarchies are flattened, barriers to internal communication are removed and employees become more entrepreneurial. It reflects what is going on among corporations as they join forces in all kinds of partnerships to expand their range of products and customers. It is a metaphor for what the Internet is doing around the world. It is the essence of the blurring of national borders, the phenomenon we call globalization.


Jack Welch is one of many top business executives who have come to the “Leaders Forum” at the Yale School of Management to tell their stories. Another is Sir John Browne, chief executive of British Petroleum, who over the past four years has acquired two large American firms, Amoco and Atlantic Richfield, and thus has become a pioneer in the creation of the new transatlantic mega-firms. Browne also came to Yale in the fall of 1998 to talk about how leadership entails not just focusing on the bottom line but also on the relationship between a company and the communities in which it operates. In his talk he committed BP to voluntarily reduce carbon emissions below levels recommended by governments or targeted by other firms, a groundbreaking announcement that was instantly reported around the world. When he finished, a student posed a broader question: “How do you think about the links between big multinational firms like yours and society at large?”


Browne slowly walked up the central aisle, about twenty yards up, and stood right next to the student. He spoke so softly that the small portable microphone hooked to his tie barely picked up the words. “Companies are an integral part of the societies in which they work,” he said, with unmistakable earnestness. “We don’t make our profits and then go and live somewhere else. This is our society, too. The people who make up our company are also citizens. They have hopes and fears for themselves and for their families. Companies that want to keep operating successfully have to uphold their employees’ values, just like their customers’ values. We cannot isolate ourselves. We have to be engaged in public policy issues. We have to be constructive.”


Browne’s words illuminate another vital issue. In a global economy where Adam Smith has decisively won the day and where governments have far less control over economic and technological forces than at any time in memory, what are the roles and responsibilities of big international companies? How should we think about the relationship between their mission to enrich their shareholders and their obligations to other groups such as customers, employees, suppliers and the communities in which they work? These questions raise others. Just how much power do leaders like Welch and Browne have at the dawn of the new century? What opportunities do they see, and what constraints? How do they define their biggest challenges, and what should we think of their perspective on them? Listening to Welch, Browne, and many others who have come to Yale, I found myself wanting to talk more intimately with some of them and with many more who had yet to make it there to find out what was on their minds.
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Top executives of global companies lead organizations with enormous reach. Among the people I interviewed, for example, Stephen Case, chairman and CEO of America Online, will, once the merger with Time Warner is complete, sit on top of the world's largest communications conglomerate, which has at least 22 million Internet subscribers and reaches some 65 million households via sales of books and magazines. C. Michael Armstrong, who runs AT&T, directs a company with over 60 million customers. William Clay Ford Jr.'s Ford Motor Company has sales that exceed the gross national product of most countries. Leonard Riggio's Barnes & Noble accounts for about 10 percent of all books sold in the United States. Jorma Ollila's Nokia constitutes over half of the stock market capitalization of Finland, its home base, as well as 25 percent of all global sales of cellular phones. Sir Martin Sorrell's WPP, which is acquiring Young & Rubicam, is about to become the world's largest advertising and communications conglomerate. Rupert Murdoch's News Corporation beams news, sports and entertainment from Boston to Beijing and is becoming the most formidable media company in the United States. Henry Paulson Jr.'s Goldman Sachs advises some of the world's largest firms regarding their structures and strategies and accounted for 20 percent of all money raised for initial public offerings in the United States in 1999. Rolf-E. Breuer's Deutsche Bank is the largest bank in Europe and, depending on how you measure it, in the world. George Soros, the world's best-known global investor, has moved international markets with his business decisions or his public policy suggestions. Susan Berresford's Ford Foundation supports philanthropic causes through offices in sixteen countries.


CEOs are also major actors in the drama called globalization. Their companies move the money, information, goods and services that are knitting the world together. They therefore have a crucial impact on economic growth, employment, technological development, and the environment. They will influence values relating to the balance of private and public interests—how much free market and how much regulation, for instance. They will guide the socially explosive activities that fall at the intersection of science and technology, commerce, and values—biomedical research, genetically modified foods, privacy and personal security. They can be a progressive force in building capitalism around the world or they can constitute a rearguard action against political and economic change. However they behave, their influence will be at least as important as that of national governments and international institutions—probably more so.
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I talked to leaders here and abroad from a wide range of industries: telecommunications, computers, automobiles, aviation, energy, finance, law, health care, media and entertainment, publishing, advertising, consumer products, economic development and philanthropy. I spoke not just to people who ran global companies but also to those who financed and advised them. I looked for men and women who were highly respected by their peers and recognizable to a large audience. While deliberately excluding the new breed of successful dot-com entrepreneurs, I did not ignore the enormous wave of entrepreneurship around the world. My sample included some who founded major operations and continue to run them, including Frederick Smith, Rupert Murdoch, Michael Dell, Stephen Case, Michael Bloomberg, Leonard Riggio and Richard Branson. I also selected leaders who were exceptionally innovative in large organizations, adapting technology, decentralizing decision making, stimulating new ideas throughout their organizations, and motivating their employees to be creative.


I went to prominent venture capitalists to get their views: Donald Valentine at Sequoia Capital, Leonard Baker at Sutter Hill Ventures, and Nancy Peretsman at Allen & Company. I spent time with Ira Millstein, who leads Weil, Gotshal & Manges, a prominent U.S. law firm, and has been an advisor to various presidents, governors and international institutions. To gain some historical perspective, I spoke also to three influential historians: Ron Chernow, the biographer of J. P. Morgan and John D. Rockefeller; Richard Tedlow, a business historian at the Harvard Business School; and Emma Rothschild, an economic historian from Cambridge University in England.


In making my selections I knew I was not talking to the typical CEO. The men and women in this book are at the top of the pyramid. From the resources they oversee to the pressures they face, they constitute an elite class, a distinct group worthy of observing. I am also aware that generalizing about leaders who are involved in a range of industries requires omitting a large number of important concerns that relate to specific companies. An investment bank faces different day-to- day opportunities than an automobile company. Nevertheless, there is no shortage of information on individual executives and their firms, and I want to complement what exists elsewhere by focusing on what they have in common. A media company and a high-tech manufacturer are both preoccupied with the Internet, globalization, getting closer to customers, figuring out how to tap into exceptional talent around the world. This book, therefore, does not attempt to cover all the important questions surrounding CEOs or even most of them, but rather looks at business leadership through a wide-angle lens.


As a business school dean, I know as well the extent of scholarly research that exists on all aspects of business management. I've come to respect this work enormously, and a good deal of my professional time is devoted to creating an environment where it is encouraged and promoted. But as someone who has spent most of his life on Wall Street and in Washington, I lay no claim to scholarly knowledge in this area. This is not a theoretical book, and there is no pretense that it is based on hard analytical data. To the extent that it provides insights into business strategy, it is the result of what CEOs are saying to me and the thoughts they provoke.


My objective has been to reflect the most important thoughts that run through the minds of some of the world's leaders as a group. I was looking for patterns from which to draw conclusions, patterns derived from what was said and what wasn't.


Most important, I make no pretense of being an objective observer. Although I drew from the interviews, I wanted to describe not just what the world's top corporate executives are saying but what it made me think about. I have been interacting with top business leaders throughout my career. When I was on Wall Street some were my clients. When I was undersecretary of commerce, I helped many of them to expand their company presence abroad. As a columnist at Business  Week, I write about them. As a dean I now call on some of them to help educate our students. In this book I want to talk about the awesome challenges that CEOs face as seen through what they have said to me and as filtered through my own experiences and my own thoughts.
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Finally, let me explain how I went about writing this book and how it is organized. When I began this project, I had no preconceived view of how it would turn out. In effect, I conducted an experiment by talking to top businesspeople to see what they thought. Because the interviews—which averaged sixty to ninety minutes ach—covered a wide range of topics, many ideas arose. I subsequently zeroed in on those few themes that emerged most frequently and that I felt were most fundamental to CEOs' thinking. As I sat down to write, in some cases I felt it was enough for me to be just an observer; in others, I wanted to comment; in yet others, I felt compelled to go further and offer some thoughts about what CEOs should do in the future. In some ways this is a book of essays. But there is a train of thought that ties them together, and it goes like this:


Global CEOs are in the middle of the third industrial revolution and face three kinds of challenges. First, they have their hands full with the central strategic problems of how to take advantage of the Internet and the global economy. Second, they face certain everyday dilemmas of leading and managing corporate Goliaths. And third, they have roles to play on the world political, economic and social stage.


While the strategic and everyday problems are almost overwhelming in themselves, CEOs are doing the best that can be expected, often against trends and pressures that are much more powerful than they are. That notwithstanding, where they fall down is in the third category: They have not sufficiently understood or accepted their roles as leaders in helping to create the rules and the institutions for trade, finance and communications and for defining social responsibility for global companies. I am not naïve, however, and I acknowledge that because the business pressures alone are so awesome, it simply may not be possible for global CEOs to add to what they are now doing by substantially expanding their service to society more generally. If this is true, however, we will all be worse off.
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1
Masters of the Universe
 or Lost in Space?


Leonard Riggio, chairman and CEO of Barnes & Noble, was talking fast, and his entire compact body seemed to be in a state of animation. We were discussing the business climate and how it was changing. “Put it this way,” he said. “Everything is in play.”


In those four words he captured the environment in which CEOs operate today—the possibilities, the vulnerabilities, the uncertainties. Riggio caught, too, the tension between the various jobs that chief executives have to perform as they scramble to lead their companies and as they come to grips with their changing positions in society.


This tension will shape this third industrial revolution that we are all living through. How do the requirements of running a highly competitive and profitable company interact with other pressures on CEOs to build a better global society? One answer is that they really don’t; business executives worry about shareholders, customers and employees, while governments and public interest groups deal with the rest of us. But this response is too simplistic. In the real world, CEOs—particularly the kind interviewed for this book—are required to play roles beyond the narrow scope of their businesses, if for no other reason than that their companies affect the lives of so many people and communities around the world. But how far does this role extend? How far should it extend?


The best starting point for this discussion is something that two CEOs from different countries and industries told me. “Unless you are competitive,” said Michael Armstrong, chairman and CEO of AT&T, “then all other issues are moot.” Or as Jürgen Schrempp, chairman of Daimler- Chrysler, put it, “Only a profitable corporation can think about being a social enterprise, too.” Without underestimating the formidable obstacles CEOs face in running successful companies, I will nevertheless argue for a broader conception of business leadership than now exists in the minds of most top executives. While they are naturally riveted on meeting quarterly earnings targets, and while unrelenting attention to shareholders is the best market discipline that anyone has yet conceived of, most top executives still construe their jobs too narrowly. Their critical task is to build value for shareholders over time, not just to please speculators and day traders who buy and sell securities according to the latest headlines. This means that CEOs will not only have to run profitable companies, but they will need to build great institutions that provide customers with superior products and services, create high-quality jobs, and in the process make life better for the population at large. They will also have to devote far more effort to helping to devise the rules under which twenty-first century trade, finance and communications systems will evolve, and to lending a hand to build the institutions that will be the global counterpart to the arrangements on which national economies rest.


There are a number of reasons for this more expansive view of corporate leadership. First, a company will have a better chance of finding and keeping loyal customers and talented employees—the essential ingredients for creating value in the new economy—if it offers brands and creates relationships that can be trusted. This, in turn, requires CEOs to chart and execute a steady course over several years, and not bend like a bough in the wind every time market sentiment shifts.


Second, while everyone might agree that only democratically elected governments have a clear mandate to represent the popular will when it comes to issues like new laws or social institutions, there are some realities that must be taken into account. Public sectors are simply not equipped to do what they ideally should in the midst of today’s rapidly changing world. Below the very top levels they lack the talent. And while many national budgets are in surplus today, over time governments will not have the financial or technological resources to keep up with powerful and capricious markets. They are already overwhelmed by the enormity of capital flows across borders, the forces unleashed by the Internet, and the demands of citizens for stronger and more flexible safety nets in the face of changes wrought by globalization.


Third, because we are in a transition between the industrial age and the information age, a large vacuum exists concerning the regulatory framework for the global economy. We have very few of the international institutions that will eventually be required. There is nothing equivalent to a central monetary and banking authority, no global Securities & Exchange Commission, no global Food & Drug Administration, no common set of antitrust procedures. There is an absence of international arrangements for all the new problems that are arising, including environmental protection, labor standards, the Internet, the Human Genome Project and global fraud and corruption. Even what organizations we do have—the International Monetary Fund, the World Trade Organization, the World Bank, the International Labor Organization—are mired in political controversy over what they should be doing, and their operational effectiveness has suffered accordingly.


Fourth, the environment for global business is more fragile than it appears. A powerful political and social backlash is building against continued liberalization of global trade and finance. The protests at the meeting of the World Trade Organization in Seattle in November 1999, and subsequent demonstrations in Washington and in Prague, were just the beginning of a trend in which public interest groups and disaffected citizens around the world are joining together to form a counterweight to what they see as the unbridled power of global companies.


What I will be suggesting, therefore, is that CEOs see themselves in a new light, adopting more of a proactive stance than they have thus far. This isn’t just a question of civic-mindedness, for many CEOs have been quite generous in supporting charities and important causes. Nor is it about marginal improvements in exercising “social responsibility” through corporate foundations, because that is definitely happening already. The imperative is not a stepped-up public relations campaign, and it’s not a question of lobbying governments more effectively on behalf of business interests.


I am proposing something more far-reaching: CEOs ought to think more broadly about what true business leadership means today. Of course they need to run their companies well, but they ought also to realize that they should take more responsibility for shaping the environment in which they and everyone else can prosper. They should be corporate chief executives, but also business statesmen. The wider mission has as a prerequisite the need for their companies to be competitive and profitable, but it also entails more involvement in building the future regulatory framework of the global economy and working with public authorities to create it and make it work. It includes helping to define the role big corporations ought to play in solving many of our social problems before they become too severe to handle and before multinational companies become scapegoats for causing the problems in the first place. In my interviews, no one asserted that a free market alone, without effective government rules and institutions, would work to the benefit of business and society. They were much less clear about what that framework should consist of, how to establish it, and what their own roles should be.


In advocating a broader and more proactive role for business leaders, I am not equating the private interests of business with the public interest, nor saying that markets are the only mechanisms to deal with the needs of our citizens. I am suggesting that the definition of the public interest has become too complex to draw bright lines between the public and private sectors as we have tended to do in recent years.


We all know, as well, that there is a long history of business pursuing its self-interest in ways that are antithetical to the general welfare. Companies in industries such as oil, automobiles, pharmaceuticals, media, entertainment, and, of course, tobacco have all come under political attack in recent years for charges ranging from fixing prices, to environmental degradation, to marketing music and movies that celebrate violence to children. Even today, with elaborate and sophisticated government regulation in place, there is a substantial amount of fraud and deceit, stimulated in large part by the profit-at-any-cost motive. Of course businesses have been pouring money into political campaigns in an effort to buy political favors, and I am not advocating that government cease its vigilance or slow its attempts to fashion sensible regulations and enforce them vigorously. On the contrary, I believe in stronger and more effective government and in business leaders doing more to police their own activities.


The question is whether the world’s most important business leaders can transcend their immediate competitive preoccupations and formidable strategic requirements to create something more for the society in which they operate and on which they depend. There are intense counter-pressures, and it is not at all clear that this can be done. But the assumption of a more substantial leadership role for top business executives is more than a worthy goal. It is essential to the continuation of economic and social progress in this new century.
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Let’s step back and reflect on the circumstances that surround today’s business leaders. CEOs are at the center of a struggle for the soul of the global company and the soul of society—both of which are closely linked. In the business world, technology and globalization have created a level of competition that will lead to new categories of winners and losers and force a transformation in how companies are organized and led. The impact of these changes will spill over into the workplace and economy. It will also spread to the political realm as citizens and governments search for new regulatory systems for both the national and global economies.


This is not the first time in modern history that the world has witnessed such a profound and complex interaction between business and society while both were reeling from all manner of new pressures. If you examine the past two industrial revolutions—England between 1750 and 1840, and America between the late 1860s and the 1920s—you can see many of the same phenomena that we are experiencing today. Then as now, new forms of business and work patterns emerged. England witnessed a large-scale move from farm to factory; in America, local firms expanded nationally for the first time. In past industrial revolutions, the spirit of innovation was unusually intense, with new technologies such as the steam engine, the railroad, the telegraph and the telephone all reinforcing one another and fostering new businesses that were soon organized and managed in new ways. Financial markets grew exponentially, even as they experienced their booms and busts. Immense fortunes were made, and legendary business tycoons such as J. P. Morgan and John D. Rockefeller wielded substantial influence in the business world and beyond. Governments were much smaller in England and America in the eighteenth and nineteenth centuries, and at first what powers they did have were no match for market and technological forces. Yet when public officials felt sufficient political pressures to deal with increased poverty, oppressive working conditions and rules for fair competition, the public sector simultaneously reformed itself and intervened in the economy with substantial effect.


Nevertheless, it is likely that the business and societal challenges of the late twentieth and early twenty-first centuries will be seen as even greater than in previous epochs. Talking to Ron Chernow, the biographer of J. P. Morgan and John D. Rockefeller, I got a clear picture of how things moved slower a century ago and how business leaders had more time to plan their strategies step by step. Chernow noted that Rockefeller often spent hours staring out his office window and just thinking. Yesterday’s tycoons paid scant attention to shareholders and disclosed the barest of information to the public. The giants of the Gilded Age wielded near total control over their boards of directors, almost all of whom were insiders or partners in the enterprise.


In those days the media were typically much less investigative than they are now, and unlike current CEOs, the Rockefellers and the Morgans could lead the most private lives, without the pressures of their every move and every decision being reported around the world. Indeed, their situation was in great contrast to the “open book” nature of the lives and activities of today’s CEOs and their companies, pressed as they are by shareholders and the public for reams of detailed information on a continuous basis. “Rockefeller didn’t have a lot of audiences,” said Chernow. “For most of his active life he was completely reclusive and mysterious, really invisible to the general public. And this was typical of a lot of businessmen of the era. Their idea of publicity was no publicity. They had no interest in burnishing their image because there was nothing, from their point of view, to be gained from it. The public was a damned nuisance to them.”


Compared to today’s CEOs, who are in constant motion between North America, Europe, Asia and Latin America, the titans of yesteryear didn’t have to travel abroad, with all the mental and physical strain that entails. Rockefeller built the world’s most powerful international oil company without venturing outside the United States until his mid-forties, and then only as a tourist. In the first two industrial revolutions, corporate competition was mostly local, not global.


Business leaders during the second industrial revolution were free of today’s government constraints, as well as the pressures of modern corporate governance. “They didn’t have income taxes; they kept everything they made,” said Harvard Business School historian Richard Tedlow. “Aside from a few railroad companies, you would also have to look long and hard to find a nineteenth-century business leader who was thrown out of his company by a board of directors. Nor was there the pressure from big institutional investors, as there is today.”


The life of CEOs was much easier even through most of the post–World War II era. Up until the 1980s, when Japanese companies and corporate raiders upset the existing business order, American companies basked in domestic prosperity, faced no threats from abroad and were under no pressure to change their fundamental business models. It was possible to build a niche and exploit it with a generic strategy. A CEO could choose to be a low-cost producer or an upscale provider. Either way, there were ways to erect barriers to competition. A great brand such as Johnson & Johnson could act as a deterrent to potential rivals. A particular production advantage such as Sony’s mastery of miniaturization could keep others out. A regulated monopoly such as the old AT&T could also create a zone of protection. With less competition, the big moves, the big gambles, the dramatic organizational changes were nowhere near as necessary as now.


Indeed, the imperative for today’s CEOs is not just to find the right business model but also to keep changing it to meet the pressures of unprecedented competition. It’s not just that competition is so fierce but also that in many ways it is qualitatively different. For example, in the 1980s American manufacturers faced an assault by Japanese companies like Toyota and NEC—companies that had mastered quality, inventory control and so on. But at least the American CEOs could study the competition, deconstruct what made it so good and adopt the better features of their rivals’ strategies. Today, however, the corporate race is less against some identified competitor than for markets that don’t yet exist, for consumer needs that have not yet been identified, for young talent whose full creativity has yet to blossom. There is no rabbit to lead the dogs around the track.


In the past, the elements of corporate competition were simpler. You tried to make a better product, and you aimed for respectable growth in revenues and profits. Today, these achievements still count, but the financial markets, which ruthlessly value and revalue companies on a continuous basis, are looking at much more. It’s not enough to have strong growth; hypergrowth is the yardstick. It is not enough to succeed in being within a range of earnings; a CEO must hit or exceed a precise target. It’s not enough to make good products; Wall Street is looking also at your business model and asking a host of questions: Is your organization Internet savvy? How fast can you expand your business? How good is your management team? Who are your corporate partners? What kind of intellectual property do you have now and are developing for the future?


Products and services, producers and customers, executives and entrepreneurs—all are being joined in new ways. Big decisions are being made at warp speed. Nothing is static. Everything is in a state of change.


On a broader societal level, the changes may well be unprecedented, too. Whether or not the Internet is as transforming a technology as, say, the telegraph or the radio, it is spreading around the world much faster than previous path-breaking technologies did. You don’t have to argue that globalization is a new phenomenon to conclude that it encompasses more of the globe than ever before and that its roots now run much deeper than during any other time in modern history. The implications of these trends are many, but at least two are highly relevant to the world of today’s CEOs.  First, more opportunities and also more risks abound than ever when it comes to the future of their companies. After all, the number of new markets will be unprecedented but so will the competition, and so will the pace of technological and political change that will shape the markets themselves. Second, as the world gets smaller, CEOs will be unable to escape involvement in some of the most difficult political, economic and social problems of our times. There will be no way to avoid operating in countries with fragile economies, weak democratic structures and mega-cities with severely overburdened infrastructures. Exploding populations with growing health problems and environmental nightmares will be part of the scene too. There will be a need for more laws, standards and governing institutions in this new world; otherwise, there will be destructive chaos as different economic and cultural systems clash with no mediating or arbitrating arrangements to solve the ensuing problems. There will also be a need to accommodate billions of people who are now very poor, and who may soon be very angry at the global disparities they can now see so clearly for the first time in history because of modern communications. In September 2000, James Wolfensohn, president of the World Bank, gave a quick summary of this grim situation at his organization’s annual meeting in Prague. “Something is wrong,” he said, “when the average income for the richest twenty countries is thirty-seven times the average for the poorest twenty—a gap that has more than doubled in the past forty years. Something is wrong when 1.2 billion people still live on less than a dollar a day and 2.8 billion still live on less than two dollars a day.” Years ago these kinds of inequalities might have been ignored or finessed. But it’s probable now that in a world growing more interdependent by the hour, rich countries in general or global CEOs in particular will have to confront these problems sooner rather than later.


C. Michael Armstrong is Chairman and CEO of AT&T Corporation. After thirty-two years at IBM and four years as CEO of Hughes Electronics, he joined Ma Bell in 1997 with a mandate to bring it into the new economy. I first met him in 1994 when I was the undersecretary of commerce for international trade and he, then at Hughes, had just been appointed chairman of President Clinton’s National Export Strategy, with the job of coordinating the input of top American business leaders on the making of U.S. export policy. At the Commerce Department, we had spent weeks preparing an elaborate agenda for the first meeting to help him get started. When the time came to begin, my staff and I were standing around in a government conference room waiting for Armstrong to arrive. We expected him to come with an entourage of assistants; instead he walked in alone and warmly greeted everyone, making the rounds and shaking hands. He radiated the confidence, enthusiasm and energy of a seasoned politician. Then he sat down. I was about to give an overview of the administration’s policies and objectives, but I never had a chance. I never even opened the briefing book. “Here’s what we’re going to do,” he said, in a tone that indicated he was already running and we had better catch up. He had arrived with his own agenda, knew exactly what he wanted to accomplish and from the first minute it was his show. His voice was soft and his face often broke into a smile as he talked about what the group’s priorities would be, chief among them an effort to rein in the government’s inclination to slap unilateral export controls on countries that ran afoul of American foreign policy goals. He came across as “Mike”—friendly, accessible. But there was enormous force and clarity in what he was asking the Clinton administration to do. You had the sense that if you were making a movie and said “Get me a CEO” to the casting director, he’d give you Michael Armstrong.


Five years later, when our interview for this book took place, Armstrong was still the picture of a major CEO. “I’ve seen an awful lot of history made in a relatively short time,” he said. “I joined IBM when the most popular form of data processing was punch card accounting, and I saw the evolution of computers from mainframes to PCs. I went to Hughes in 1993, when space was basically a government environment and satellites were used mostly for spying, and helped usher in the era of private commercial space communications. And here at AT&T, I can see the whole world of communications exploding. Remember this: It took radio fifty years to reach fifty million people, it took television thirteen years to reach fifty million people, and it took the Internet half that time— six years or so—to reach 100 million people. We are laying enough fiber each day to go around the world twice. Internet traffic is doubling every hundred days. The borders are coming down, and it’s an irreversible trend, whether they are tariff borders, monetary borders, political borders, ethnic borders—they are coming down.”


Asked whether there was something different about the extent of change at the beginning of the twenty-first century compared to just a few decades ago, he replied, “Two things are radically different. The pace has been faster. And the global reach has been unprecedented. I don’t care whether you are in a Communist country, a kingdom, a dictatorship, or a democracy. The Internet reaches your people and e-commerce reaches your business and your institutions. With your keyboard and your mouse, you can reach the whole world. I think it’s a revolution unparalleled in history.”


Henry Paulson, chairman and CEO of Goldman Sachs, talks about change from the vantage point of someone who has spent nearly his entire professional life at the same investment bank, with the exception of a few years in the early 1970s in the Pentagon and White House, his first jobs out of Harvard Business School. Paulson and I were classmates at Dartmouth College, where he was an all-Ivy League football lineman. We were also colleagues in the Nixon White House, where, at the age of twenty-six, he became the deputy director of the Domestic Council under John Ehrlichman. I had not seen him except in passing for most of the next two decades, but I had never forgotten an incident that revealed his determination to win at everything he did.


It was January 1973, and we were in the middle of a game of outdoor paddle tennis. I had been playing racket sports since the age of eight, but Paulson was new to the sport. As the game went on, I was maneuvering him from one side of the court to another, back and forth, back and forth. Although he was in great shape, he was tiring, and the cold air—it was about ten degrees Fahrenheit—made him short of breath. I was beating him badly, and he asked to stop for a second. No problem, I said, let’s just call it a day and pick up the game later. No, he replied, I just need a minute. He then leaned over the side of the court and vomited. Come on, I said, let’s go inside. We can continue next weekend. His body was hunched over, his face was flushed. He didn’t say anything for what seemed like a long time. Then he slowly straightened up. Okay, he said, I’m ready to continue. I offered again to postpone the match, but he wouldn’t hear of it. I worried that he would injure himself and wondered if I should be less aggressive on the court. The thought didn’t last long. Within minutes he came on like a raging bull, and I was on the defensive—and he proceeded to demolish me.


A quarter century later, I was sitting across from him in his Wall Street office, a modest room for the chief executive of the world’s premiere investment bank. His shirtsleeves were rolled up to the middle of his forearms. He was leaning forward, his words tumbling out faster and faster, his restless energy filling the room. He gave me the impression of being tough and forceful, without the slightest trace of arrogance. In fact, like many of the CEOs I met, he seemed awed by the situation he found himself in, the range of opportunities and problems, the speed with which things changed and decisions had to be made, the amount of sheer gut instinct that had to go into weighty decisions on which billions of dollars and the fate of companies rested. Seeing the way he was leaning forward, I got the sense that he subscribed to a theory, perhaps intuitively, that you had to keep moving forward always. There was no neutral gear, no resting position. “So what’s changed in the time you’ve been at Goldman?” I asked.


“What hasn’t?” he replied. “When I came to the firm in 1974, there were very few mergers being done anywhere, and today that market is something on the order of $1 trillion. There were hardly any high-yield or derivatives markets, both of which constitute so much of our business today. Investment bankers dealt with chief financial officers and didn’t make presentations to boards of directors, as we routinely do today.


We didn’t meet with heads of governments, didn’t help to restructure whole industrial sectors around the world. When I joined the firm, Goldman had only twelve hundred employees compared to over fifteen thousand today. We had only thirty-two employees overseas and three little foreign outposts, whereas today we have twenty-five offices and at least half of our employees are overseas. Despite all that’s happened in the last twenty-five years, the pace over the last five has been the fastest, driven in particular by globalization and technology. I do believe that we are at one of those crossroads in history—an inflection point, to use a cliché—in which massive changes are occurring.”


Nancy Peretsman is executive vice president and managing director of Allen & Company, a small but influential corporate matchmaker and investor in large-scale business deals. The firm’s crowded offices are on New York’s Fifth Avenue, near the Plaza Hotel, and we met in a conference room, where coffee, fruit and bagels were available on a silver tray. Peretsman has been centrally involved in some of the highest profile media and entertainment transactions in recent years, having represented CBS in its sale to Westinghouse, advised Barry Diller in creating USA Networks, and counseled Oprah Winfrey on the expansion of her empire. She apologized in advance for the need to step out a few times to take phone calls, since she was in the middle of a deal that had, she said cheerfully, “fallen apart and been put back together twice in the last twenty-four hours.” She was remarkably relaxed, given that she was shuffling between our interview and her office. I asked her how she saw the changing business scene. She zeroed in on the creation of new businesses, but she drew a distinction between today and previous eras, noting why business models can change so fast and why the scale of the deals can be so large.


“Historically, most capital formation was funding new businesses,” she said. “In cases like the cable industry or the cellular industry, you had to get the business proposition ultimately accepted by the consumer. Why should you buy cable? Why should you get a cellular phone? Why should you buy a computer? Today, something different is happening. This whole Internet industry, in many parts, is not asking you to do something you didn’t do before. It’s just changing how you do it. Unless you believe that the number of books has changed exponentially, Amazon.com’s growth has clearly come out of the hide of other [booksellers]. Ticketmaster’s on-line growth came out of people who used to pick up the phone to order a ticket and now find it easier to order by computer. So you haven’t changed the consumer proposition; you’ve just changed who it is that’s making the sale. The growth [in these kinds of Internet businesses] has been meteoric, because historically to build a business required gaining consumer acceptance. But [with e-commerce] I just gave you an easier and cheaper way to buy what you already buy. We’re changing not what people are doing as much as we’re changing how they are doing it. I can’t think of anything we’ve seen like this. . . . Two years ago Priceline.com didn’t exist. We’re going to do $500 million of revenues this year. When else in history did you go from zero to five hundred million in that period of time?”


Not all business leaders view change the same way, of course. Andrew Grove, the legendary chairman of Intel and  Time’s 1997 “Man of the Year,” is a case in point. A Hungarian refugee who arrived in the United States in 1956 unable to speak English, he worked his way through City College of New York, where he majored in chemical engineering, then obtained a Ph.D. from the University of California, Berkeley. He cofounded Intel in 1968, became CEO in 1987, relinquished the title in 1998, and became chairman. If any business leader personifies the realization of the American dream, it is he. We met at Intel headquarters in Santa Clara, California, amid the rabbit warren of cubicles that constitutes Grove’s working environment. I reminded him of a phone conversation we had in November 1993 when I was a senior trade official at the trade negotiation in Geneva that was about to launch the new World Trade Organization. Early one morning, about 1:00 A.M. Geneva time, I began to phone a handful of American business leaders to give them an update and seek any last minute advice they had. I reached Grove and he gave me a few thoughts to pass on to Mickey Kantor, the chief U.S. negotiator. Grove said he remembered me “as the only official who would listen to what I had to say,” an outrageously self-effacing comment from a business leader who drove a good deal of high-technology trade policy toward Japan in the late 1980s and early 1990s.  In any event, from the minute we sat down I felt as if we were having a conversation in a Parisian café, with nothing to do but kill a few hours over coffee, so personal and thoughtful were his comments.


“Are we in a true revolution? Has technology revolutionized the way we live in the United States or the rest of the world?” he asked rhetorically. “I don’t think so. I don’t think this is a revolution in the sense that it represents a step function—a sea change—in the quality of what happens in our lives. How revolutionary was the creation of the supermarket compared to the general store, or the downloading of music from the Internet compared to going to Tower Records? Those are changes, yes, but evolutionary ones. The steam engine was a revolution. The railroad was a revolution. The equivalent today would be space travel.” What the Intel chairman worries about is the accelerating pace of technological development. “One problem is that the success of the cycle of innovation, which has created all the improvements we see around us, is leading to good financial results and even to more funds flowing to support new technologies,” he said. “This is creating an accelerating, dizzying dance in which you are chasing your tail in a circle, faster and faster, until you are getting ahead of yourself. For technological change to penetrate society, however, it has to be invented, has to be proved, has to be deployed, and deployed widely. Then it becomes a platform on which other developments are built, and then the cycle starts all over again. We make a cult of how wonderful it is that the rate of change is so fast. But . . . what happens when the rate of change is so fast that before a technological innovation gets deployed, or halfway through the process of its being deployed, [an] innovation sweeps in and creates a destructive interference with the first one? If you look at the Internet technologies, for example, there are business methods that are being pioneered, Web-based techniques and infrastructure, and they are tumbling out so fast that Approach M is barely beginning to be deployed when a better idea— M + 1—comes along and says, Don’t bother with that. Deploy me. And these things are just tumbling on each other and the end result could be a traffic jam in which users and suppliers— and investors—are all choking on this.”
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I found the business leaders I interviewed to be uniformly thoughtful—even philosophical—but I also found them to be pragmatic and non-ideological. They are acutely aware of the changes sweeping over our society. They believe that the lines between producers, suppliers and customers are blurring, and the borders between countries and industries are dissolving. As a group they sense that we are in the early innings of a business and societal revolution that will continue for many years to unfold in unpredictable ways.


They live in a world that includes too much unsifted information, multiple constituencies with different objectives, pressure to act with extreme speed in an environment of conflicting market signals and untested technologies. It is a world of tremendous uncertainty, where the trade-offs between one course of action and another are almost impossible to quantify and require an unusually high dose of gut instincts. Consequently they place great weight on finding simplicities that work—following basic instincts, identifying first principles clearly and remaining true to them in good times and bad.


They talk about the importance of serving customers and of finding and keeping the best talent for their organizations. They are preoccupied with absorbing new technologies and turning them to competitive advantage. They see the marketplace in global terms, although they are deeply rooted in the societies in which they grew up. They acknowledge the importance of what has come to be called “corporate social responsibility”—protecting the environment, contributing to education and training, working closely with the communities in which their firms operate—but they are concerned about being held accountable for a widening range of problems outside the orbit of their control and corporate mandate. Despite the trend to downsize government and the support for more market-oriented economies around the world, top business leaders are uncomfortable assuming responsibilities that have traditionally rested with the public sector. Count on me, they say, to provide advice to lobby government or when my direct interests are at stake. But beyond that, public leadership belongs to someone else.


In their thoughts about fundamentals, I did not find large variations among CEOs of different industries. Perhaps this is because there is so much blurring between making a product and providing a service (think, for example, about how manufacturing and service mesh in industries such as computers, automobiles, and telecommunications). Nor did I see great differences among nationalities, perhaps because all major companies are no longer national but global, or because all CEOs face similar problems.


Another background factor is at play too: The phenomenal decade-long business expansion in the United States coupled with the end of the Cold War. In the business community there is a psychology of prosperity and unlimited opportunity, without much on the horizon that will put an end to the good times. “Over time, I feel the spread of free and open markets is inevitable and irreversible,” says Rupert Murdoch, Chairman and CEO of the News Corporation. “Our opportunities,” says Christopher Galvin, Chairman and CEO of Motorola, “are nothing short of spectacular.” “I cannot imagine being able to have all this knowledge and all this intellect and being able to put it in people’s hands and having anything negative over the long haul,” says Jack Welch. Today’s CEOs have no firsthand knowledge of a full-scale economic depression, and most have limited experience with operating in a serious recession. Vietnam excepted, war is not part of the personal history of any of them. We can only speculate how this positive environment has affected the CEO’s mind-set. Perhaps it accounts for the luxury of looking at business leadership in relatively narrow terms, recognizing the broader societal impacts but not feeling a pressing obligation to get deeply involved. Perhaps it accounts for their optimism about the future, or the reluctance to see serious social and political problems on the horizon. But were the world to go into an economic or political tailspin, it is likely that a lot of what’s in the mind of CEOs today would change substantially.
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There is no elegant theory of management that CEOs can use to deal with their many problems—no one-size-fits-all, no ten rules to surefire success. When you review all that arose in a wide range of interviews, you are left with an unsatisfying feeling of untidiness. The parts don’t add up to any simple theory. There are too many contradictions. Guess what? That’s real life for CEOs. But after you’ve heard what the chief executives have to say and after you’ve thought about what they didn’t say and what their body language communicated at certain points in the discussion, you do come away with a picture of the revolution in which they find themselves.
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