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‘A strong cadre of leaders is essential for firms to thrive in today’s complex and fast changing environment. This academically thorough, yet practical book shows how to build such a cadre of a leaders’


Alain Bejjani, Chief Executive Officer, Majid Al Futtaim Holding


‘Transformation means changing at scale starting with leaders. Our organization – like many – has limited resources and this book really showed me how we could use time and money effectively to create better leaders everywhere that counts’


Andrea Clemente, HR Latin America Whirlpool Corporation


‘There are hundreds of magic recipes in the market about the “most important attributes of great leaders”, but most of them provide only limited help to translating these lessons into concrete leadership growth programmes across the whole organization. This book is very different. It integrates the teaching on very thoroughly researched, highly practical and wide-ranging leadership development approaches with a fictitious implementation story, which stays entertaining until the very end’


Bernd Uhe, Global Head of Human Resources, Pictet Group


‘I find this book very illuminating. It is one of the best pieces I read about leadership since Leadership at Scale is a unique blend of cutting edge, field-tested research on developing the right leadership at scale, and a roadmap to make it happen in practice. The book is both: a state-of-the-art reference for the different research findings on Leadership and a practical handbook of how to make sustainable and lasting change happen. It has everything for firms and their leaders to cope with today‘s increasingly complex, volatile and hence challenging world’


Bruno Pfister, Chairman of Rothschild Bank AG


‘Most leadership development programs disappoint or are being canceled to generate quick savings, leaving many organizations short of capable leaders. Yet, building leaders is one of the key priorities for organizations in today’s dynamic and complex environment. This book shows how firms can develop a leadership culture that can help them thrive and prosper’


Daniel Vasella, M.D., Chairman and CEO Emeritus Novartis AG


‘Building the bench of leaders necessary to lead corporations in today’s world is a key CEO priority. The task is hard and complex. Leadership at Scale shows how. It is academically thorough, comprehensive, and practical. An invaluable resource for company leaders’


Gitte P. Aabo, President & Chief Executive Officer, LEO Pharma A/S


‘Many leadership programs focus on developing a few individuals. However – given the dynamic environment – firms need to be able to build more leaders and faster. This book is unique in that it compellingly answers the question of how large firms can build leaders at scale’


Graham Ward, Ph.D., Adjunct Professor of Organisational Behaviour, INSEAD Business School


‘Leadership at Scale provides a clear methodology for increasing leadership effectiveness across an organization, not only for the top leaders, but for all employees. A key resource for leaders who need to prepare their organizations to master the challenges ahead’


Joe Jimenez, Board Director, Procter & Gamble and General Motors


‘This book shows you both WHAT skills really matter to organizational performance depending on your context, and HOW to create lasting leadership change across the organization. A practical and thoughtful book that addresses very well the multidimensional aspects of leadership’


Jörg Reinhardt, Ph.D., Chairman of the Board of Directors, Novartis AG


‘At a time of technology-driven change, the need to inspire, engage and tap into the creativity of employees demands better leaders. This book sets out how that can happen’


Kevin Sneader, Global Managing Partner, McKinsey & Company


‘Today many organizations are trying to simplify and become more dynamic. However, decentralizing decision power and engaging all members of large organizations requires building more and stronger leaders. Leadership at Scale is a practical guide to do so’


Mario Greco, Chief Executive Officer, Zurich Insurance Group


‘Large-scale organizations present particular challenges. At the NHS, Europe’s largest employer, all 1.3m staff are potential leaders. This deeply-researched book shows how to work at scale, to simplify, concentrate and sustain leadership development for large organizations: it tells us who to develop and why, how and for how long, and in what ways. As a practical guide it is invaluable’


Professor Nicki Latham, former COO Health Education England (NHS), responsible for the NHS Leadership Academy


‘To institutionalize themselves organizations need a leadership culture. This book shows compellingly and practically how to do it. A worthwhile read!’


Nicolas Pictet, Senior Partner, Pictet Group


‘A first class template demonstrating how to use superior leadership to drive performance in large organizations’


Paul Myners (Lord Myners), former FTSE100 Chair and Treasury Minister


‘The core principles outlined in this book are relevant for all organizations, regardless of size, industry or strategy. In a more and more digitized world this book should be required reading in particular for young leaders’


Rolf Dörig, Chairman of the Board of the Swiss Life Group and Adecco


‘An organization with better leaders will invariably have better results. This practical guide shows you how to develop your leaders by focusing on what drives performance and on what people can learn easily and quickly on the job. The authors show how this approach can work for many leaders right across your organization’


Stuart Rose (Lord Rose), Chairman, Ocado PLC


‘While there are many books about individual leadership development, the new focus here is on improving leadership effectiveness across a whole organization, based on your specific context and strategy. This book will show you a theoretically sound but still pragmatic way to improved leadership effectiveness’


Prof. Dr. Thomas A. Gutzwiller, Partner, GW Partners AG, and Professor in Corporate and Leadership Development at the University of St. Gallen, Executive School of Management


‘Leadership is our most valuable resource to drive positive change in business and society. Leadership at Scale is a comprehensive, academically thorough, and yet practical guide on increasing leadership effectiveness across a large organization, not only for the top leaders, but for all employees. I look forward to applying the principles in our organization’


Vasant Narasimhan, M.D., Chief Executive Officer, Novartis AG
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Introduction: Leadership that really drives performance


Andrew St George, Claudio Feser, Michael Rennie, Nicolai Chen Nielsen


Why this book? | Why leadership matters | The organizational leadership challenge | Meeting the organizational leadership challenge: leadership at scale | What does impact look like? | Structure of this book


In this book, we will use a fictional company called New Classic Look clothing (NCL) to illustrate a leadership development journey in practice. Carolyn Randolph is the CEO of NCL, a specialized clothing company based in Shanghai. The company had grown quickly under her leadership, was operating in over 50 countries, and had amassed a yearly revenue of $6 billion. The stock had outperformed the market in recent years, and shareholders expected the growth to continue. Ever since the head of design had retired last year, however, NCL struggled to stay up to date with the latest trends in the fast-changing market. Carolyn felt that the company required a comprehensive revamp in order to stay relevant.


In our story the company executives recently finalized an ambitious strategy to reignite growth, but Carolyn had her doubts about their ability to execute it. The executive team seemed jaded and out of touch with the dynamic market they operated in, and Carolyn did not feel that the company had a strong ‘leadership bench’ to take over in the future. In a bid to enable the strategy and help NCL reach its performance objectives, Carolyn decided to launch an ambitious leadership development programme.


Carolyn is not alone. Many executives we work with feel they have a leadership gap in their organization, with negative performance implications. In addition, many organizations struggle to bridge this gap. We find that a large proportion of leadership development initiatives do not achieve the desired outcomes and do not result in enhanced performance. Making this link, while critical, is difficult to do in practice. We will be re-acquainted with Carolyn, her executive team, and NCL in Part 2 of this book, where we will follow their leadership development journey in detail, and see how NCL is able to increase its leadership effectiveness across the organization, to help enable the overall company strategy.


Why this book?


Leadership increases value by driving performance, pure and simple. Every day throughout a large organization, hundreds of leaders make thousands of decisions; these decisions involve millions of interactions; and each of these can either support or harm the main effort of the organization. So it makes sense for an organization to guide their people in interactions in a way that aligns behaviour with strategy and purpose. Great organizations understand the primacy of the relations that its leaders – at all levels – have with those around them.


Yet a new leadership challenge has emerged: organizations consistently state that they lack the required leadership to execute their strategies, despite collectively spending billions of dollars on leadership development globally. Perhaps your organization is one of them: you understand the need for effective leaders, and yet the development programmes you run are not delivering what you need of them?


We wrote this book in order to develop more and better leaders in organizations. We focus on leadership at scale, on leadership development across an organization. We have found that most of today’s leadership development approaches in organizations – while important for selected individuals – simply do not work for organizations as a whole.


We know what works and we practise what we preach. McKinsey & Company is one of the world’s largest leadership factories. Internally, we invest over $500 million each year in building our own knowledge and leaders. We have seen more of our alumni go on to be chief executives of other companies than any other management consulting firm, and indeed any other firm: currently more than 450 McKinsey alumni are leading billion-dollar organizations, in addition to the many alumni who are high-ranking officials in public office. What we practise within, we apply to our professional engagements. We serve 88 of the Fortune 100 companies, half of which on human capital and leadership topics. McKinsey – a ‘top five’ global leadership development institution – conducts over 100 leadership development programmes globally per year.


We constantly review and measure what we do for clients; and we research widely. In this book, we have combined data from over 375,000 employees in 165 organizations, new research from over 500 executives, years of practical experience, as well as our own internal approach to developing our people, to crack the code for developing leadership at scale that really drives organizational health and performance. Our approach rests on the idea that leadership excellence matters profoundly, more than previously thought, in terms of both organizational health and performance. We offer a systematic and fact-based approach towards developing leadership across the entire organization, in order to really move the needle on performance. Leadership at scale is the answer.


This book is the product of hundreds of colleagues and friends from McKinsey and beyond, who have come together to integrate and advance our latest thinking on leadership to better serve our clients on the topic. We are proud of our insights, but also know that leadership is an unfolding science that continuously yields new data on how humans, organizations and society work.


We wrote this book for a broad, global audience of current and future leaders. It is relevant for anyone leading an organization, department, or team, as well as for individuals who want to improve their knowledge of leadership and understand how they can perform better on the job. It will help executives and current leaders take a critical look at their leadership development approach, understand how to better link leadership with the overall strategy, and drive performance through leadership effectiveness. For leadership development practitioners (for example, the chief human resources officer (CHRO) or head of learning and development), there is significant detail to provide a roadmap for implementation as well. For individuals and aspiring future leaders, the book provides a broad background on the importance of leadership in organizations and what good leadership looks like, what works and what does not in terms of becoming a better leader, and the specific skills that are needed to succeed in today’s organizational environment.


The book is applicable to businesses, non-profit organizations and governments. We also see a benefit in using the book as a textbook on applied leadership courses at universities or business schools.


Our hope is that this book will, first of all, help you create higher performing, healthier and more sustainable organizations. Beyond that, we hope that the science and practice of great leadership will ripple throughout society itself. Some say that the world is in a ‘crisis of leadership’,1 and we believe in advancing the pursuit of excellent leadership as a noble goal in and of itself.


Why leadership matters


Effective leadership is important for organizations, and leadership development is often the top human capital priority of CEOs and a top three priority overall.2 No surprises here. But how much does leadership really matter? We show that leadership excellence matters profoundly, more than perhaps previously thought, in terms of both organizational performance and health. First, leadership effectiveness matters directly to performance. It is measured – discretely – by a range of metrics relating to observed organizational practices, and is a predictor of future performance. The better the leadership effectiveness, the better the organizational performance. Companies with top-quartile leadership effectiveness have on average a 3.5 times greater total return to shareholders (TRS) than companies with bottom-quartile scores, over a three-year period.3 Organizations that invest in developing leaders during significant transformations are 2.4 times more likely to hit their performance targets.4 So, leadership effectiveness can be measured independently – and has a positive impact on – organizational performance.


Second, health (which we define as an organization’s ability to align, execute and renew itself) sustains exceptional performance over time. (We define the components of organizational health in more detail in Chapter 1.) For over ten years, we have measured health through the medium of the Organizational Health Index (OHI), and have accumulated a database of over 5 million respondents across all geographies and sectors. We find that health is one of the best predictors of future performance. Health encompasses a number of highly desirable organizational qualities that include strategic alignment, talent retention, energy, purpose, commitment, innovation, direction, accountability and external orientation. We show that leadership effectiveness is itself a key driver of organizational health, and that it is extremely rare to achieve top-quartile health without top-quartile leadership effectiveness.


The organizational leadership challenge


Leadership has been studied for thousands of years, and there has historically been a great admiration for heroes, and the great men and women in history. Over the last century numerous schools of leadership have emerged. Scholars talk about the ‘romance of leadership’,5 and the larger-than-life quality that the term often assumes. It has been found, for example, that people have a tendency to explain poor company performance on uncontrollable or external events, while good performance is credited to the foresight and quality of leadership.6


Today, there is no lack of leadership advice on the market. There are hundreds of university (and corporate) courses on the topic alone. A plethora of leadership coaches and niche consultancies have emerged. A quick internet search on the topic yields several hundreds of thousands of articles, books and videos, many of them published within the past few years.


So it should be simple for organizations, right? Unfortunately, this is not the case. Organizations are drowning in leadership advice (and it’s not helping them), and are smothered by theoretical jargon. We have found that there is a double gap, and it is a big one. We call it the organizational leadership challenge.


First, leadership is often the number one human capital priority for CEOs (and a top three priority overall), and our latest research showed that a third of organizations do not feel they have the quality and quantity of leaders to execute their strategies and performance objectives. An additional third of organizations state that they do not have the leadership capacity needed to take them through the next three to five years, beyond the near-term strategy and performance objectives.7


Second, depending on context, between 50 and 90 per cent of leadership development interventions are not successful, a finding consistent across multiple sources. For example, our recent survey of executives found that only 55 per cent believe their leadership development efforts meet and sustain the desired objectives. Indeed, when looking only at those who ‘strongly agree’, the proportion drops to around 11 per cent.8 In another study, three-quarters of the nearly 1,500 senior managers at 50 organizations interviewed were dissatisfied with their organization’s learning and development function.9 And only 7 per cent of senior managers polled by a UK business school think that their companies develop global leaders effectively.10 It is clear that there is a huge problem. (Another interesting discrepancy is that leaders overwhelmingly over-estimate their effectiveness at leading and the effectiveness of their leadership development efforts, compared to the views of those they lead.)


Organizations are certainly attending to the gap by spending money on leadership development. One study reported that in 2017, US companies spent, on average, $1,075 per learner compared with $814 per learner in 2016 on capability building.11 A large portion of this spend is on leadership-related development (more than $50 billion by some accounts12), with a typical four-week executive leadership course costing $40–50,000 for tuition only ($2–2,500 per day).13 This points towards billions of dollars wasted, with little or no impact.


These two conundrums go hand in hand and lead to a double whammy: organizations do not have the leadership capacity they need now or in the future, and they are not successful when trying to develop more and better leaders.14 Perhaps your organization is one of them: you understand the need for effective leaders, and yet the development programmes you run are not delivering what you need of them.


Some claim that the leadership industry has failed.15 While this is a strong assertion, we do agree that better leadership development is needed. There are three main reasons for why this is the case. First, the majority of the leadership literature targets individuals, focusing on how to increase the effectiveness of one or a few individuals. The literature often talks about the key behaviours that leaders need to display, for example: authenticity, decisiveness and strategic thinking. While improving the effectiveness of individual leaders is important, an incremental ‘bottom-up’ approach is not sufficient in today’s fast-paced markets when entire organizations need to adapt quickly to new realities. To truly increase their leadership effectiveness fast, organizations must think at a much larger scale, and respond in a coordinated, system-level manner.


Second, leadership research often is ‘one-size-fits-all’, that is it typically focuses on leadership qualities that cut across a sample of high performing organizations. While such cross-cutting leadership qualities are undoubtedly important, they miss the important question of what was different between the organizations, but still effective. To increase leadership effectiveness at scale, organizations must understand and develop the leadership behaviours that matter to their specific contexts.


The third reason for the organizational gap in leadership effectiveness is that leadership is widely seen and mostly written about as a soft discipline, often with limited hard data. A lot of research is based on anecdotal evidence, or small sample sizes. The industry is highly fragmented with few performance standards (besides reputation), and anyone can in theory set up a leadership development practice overnight. What is needed is more science and more rigour.


Meeting the organizational leadership challenge: leadership at scale


We know from our research and our experience what works. Our approach begins with enabling organizations to increase their leadership effectiveness at scale across the organization, to really drive performance. Scale implies touching a critical mass of leaders and employees to reach a tipping point – after which point the change becomes self-sustaining and the organization fundamentally changes how it leads.


The need to develop leaders at pace and scale has never been more acute, as we live in an era of accelerating change and uncertainty. In large organizations several hundreds if not thousands of leadership decisions are made each day. As an organization grows (or shrinks) it must change with the times, and rises and falls as a result of the quality of the decisions it makes.


There are multiple levers that executives can use to improve leadership effectiveness, including leadership development programmes, talent acquisition, promotions and dismissals, succession planning, and even organizational structure and process changes. We focus on leadership development interventions, as this creates meaningful near term changes in leadership effectiveness (besides, perhaps, drastic hiring and firing decisions). As such, the focus of the book is on increasing leadership effectiveness of an organization as a whole, through leadership development interventions (the focus is not on developing individual leaders, although this is of course part of a whole-system effort). We have set about this in three ways:


1    We offer clear insights based on proprietary research data from hundreds of leadership development practitioners and participants. Coupled with the latest neuroscience of adult learning, this illustrates the key success factors of leadership development interventions. We tested over 50 key actions to discover what really matters. We present our four key principles related to:


i     focusing on the critical shifts that drive disproportionate value


ii    engaging a critical mass of leaders through breadth, depth and pace


iii   architecting programmes for behavioural change using modern adult learning principles grounded in neuroscience


iv   integrating the programmes in the broader organizational system and measuring the impact of the programmes.


However, there is no ‘silver bullet’ – organizations must do many things right in order to succeed. With this approach organizations can flip the odds of success of leadership programmes from an average of approximately 10–50 per cent to almost 100 per cent. Leadership development is very much a science, and we show how to move from insight to action and really make the change happen at scale, across the whole organization.


2    Related to the principle of focusing on the critical behaviours that really matter for a particular organization, we offer an updated review of situational leadership. Situational leadership is by no means new and has been recast or reinvented by many studies related to contingency or contextual leadership.16 However, for first time, we have been able to set effective leadership in a precise organizational health context defined through data in a practical way. Our latest research shows the specific behaviours an organization should develop to increase its leadership effectiveness, given the organizational context. In addition, we discuss the mindsets and skills organizations should foster, to best support the desired behaviours.


This latest research breaks new ground by isolating the characteristics that make for effective leadership under any circumstances, in terms of not only behaviours but also mindsets and skills. The research pinpoints those (behaviours, mindsets and skills) that are best suited to discrete stages of an organization’s development. In effect, our research renders pointless the academic debates about whether exemplary leadership is situational or normative. The data clearly reveals that it can be both, in different contexts, and all the time depending on the context. We can also illuminate, with some certainty, those behaviours that consistently undercut the long-term health of an organization as well as those that hurt the organization in particular situations.


For example, we have found that organizations with bottom-quartile organizational health (the least healthy) should focus more on fact-based decision-making and solving problems effectively, while organizations with top-quartile health (the healthiest) should focus on motivating and bringing out the best in people. (We discuss organizational health and how to measure it in more depth in Chapters 1 and 2.) These insights can help organizations adopt the leadership behaviours fit for their specific context, to best drive performance.


3    We show how to create system-wide change. We set out the 4Ds (Diagnose, Design & Develop, Deliver, Drive Impact) – stages that characterize the leadership development programmes we run. At each stage we show how the programme works by linking to the broader organizational context, and by addressing the importance of talent acquisition, succession planning and performance management. Leadership development is only one of the many tools available to executives. Others, such as talent acquisition, succession planning and performance management are equally important, and often run in parallel with leadership development efforts, as part of a broader initiative. With this knowledge, you can take a comprehensive approach to increasing the leadership effectiveness in your organization.


Some will say that the key success factors listed above are already known. The question then becomes why do organizations not adopt them? There could be three main reasons:


•    There could be a short-term orientation and lack of sustained focus from CEOs and Boards. It is easier to focus on a few, high-profile and visible interventions that deliver immediate feedback (such as executive programmes) than to design and sustain an integrated programme over a period of time.


•    CHROs/CLOs may need to focus on simplifying their message and ensuring an even stronger focus on linking leadership development and organizational results.


•    Third, it may be that – as is with any organizational effort – bringing an idea to life is often much more difficult than generating the idea in the first place. Knowing what best practice leadership development looks like does not guarantee a successful implementation.


Interestingly, we also find that organizations typically have learning and development budgets available for leadership development – the money is there. The imperative is therefore to spend this budget more effectively (not necessarily to earmark new funds for leadership development) in order to generate a better return on the investment.


What does impact look like?


When done correctly, leadership development interventions can have a profound impact. The impact is two-fold:


•    increased leadership effectiveness improvements


•    business impact across the organization.


In the short term, we often see profound shifts in the leadership effectiveness evaluations of participants, for example measured through a 360-degree feedback survey at the beginning and end of a programme. In addition, we also often see significant performance improvements stemming from the on-the-job ‘breakthrough projects’ conducted by the participants. For example, a global chemicals producer rolled out a global leadership transformation across 200+ plants, leading to an annual net income increase of more than $1.5 billion (from a market cap starting point of approximately $40 billion).


Another example is from an energy and construction company that rolled out a seven-month leadership programme for 30 senior leaders and 200 middle managers. The impact from projects above and beyond the normal work of participants resulted in an incremental revenue of more than $250 million (almost 3 per cent of revenue).


Longer term, successful organizations are able to sustain the shifts in leadership effectiveness by expanding the initiative to all levels of the organization and, through this, generate additional business impact. One large insurance company in Asia, for example, ran a six-month leadership development programme for ‘pivotal leadership positions’, consisting of four Vice Presidents, 33 Regional Managers, and 210 Office Heads. Positive behavioural changes were observed in 70 per cent of the participants. Further rollout across the organization led to a 25 per cent improvement in core business KPIs, and also helped turn around 30 office branches that were previously not meeting their performance targets. Common for all the companies was an underlying increase in organizational leadership effectiveness. We include case studies throughout the book to help illustrate the concepts, both short snippets as well as longer, more in-depth examples.


Structure of this book


This book has three parts:


•    Part 1 (Chapters 1–6): we define leadership and the mindsets and behaviours required for effective leadership at scale for a given context; and we discuss our leadership development philosophy and the guiding principles of our approach.


•    Part 2 (Chapters 7–12): we outline our approach in more detail with case examples and an extended fictional case (based on our collective experience) of CEO Carolyn Randolph and her company. We felt this was the best way to show how a leadership development programme looks from the outside and feel from the inside.


•    Part 3 (Chapters 13–14): we look at some of the questions that might arise from our approach to whole-system development.


The research and methodology supporting our views can be found in the Appendices. An outline of the book is provided below.


PART 1: LEADERSHIP DEFINED


CHAPTER 1: THE FOUNDATIONS: CONTEXT, EXPERIENCE AND MINDSET


Leadership has been studied for thousands of years, and a multitude of definitions and schools exist. After studying, practising, and developing leadership for many years, we define leadership in terms of a set of observable behaviours, which are affected by the context, skills and mindset of the leader. We know what makes a great individual leader and great leadership, and focus on both the organizational context and the individual context to produce insights on leadership at scale.


CHAPTER 2: THE LEADERSHIP AT SCALE DIAMOND


We discuss our different pillars of leadership knowledge, including our latest research, and introduce our four core principles of leadership development, which jointly constitute the leadership at scale diamond.


CHAPTER 3: CORE PRINCIPLE 1: FOCUS ON THE CRITICAL SHIFTS


Different organizational contexts present different leadership challenges. We review different lenses to identify the leadership behaviours that will be most effective, including the primary lens of organizational health. Armed with our latest research with over 375,000 data points, we show the specific leadership behaviours that can help an organization transition to higher stages of health, depending on the health quartile that the organization is in.


CHAPTER 4: CORE PRINCIPLE 2: ENGAGE THE ORGANIZATION


Too often, leadership development efforts are sporadic and episodic. We discuss the importance of developing a critical mass of leaders through sufficient breadth (who must be reached), depth (how intensely must they be reached) and pace (how quickly should interventions be rolled out).


CHAPTER 5: CORE PRINCIPLE 3: ARCHITECT PROGRAMMES FOR BEHAVIOURAL CHANGE


Programmes must be designed not just for knowledge acquisition or skill building, but to maximize behavioural change on the job. This requires more than classroom learning which, for leadership development purposes, is well and truly dead. We present the seven adult learning principles based on neuroscience that organizations should adopt in leadership development journeys.


CHAPTER 6: CORE PRINCIPLE 4: INTEGRATE AND MEASURE


Capability building only forms 25 per cent of the required effort to make leadership at scale succeed. Successful programmes involve the whole organization. Measurement of these programmes is essential. We discuss communication, role-modelling, measurement and system reinforcement to sustainably shift organizational ways of working.


PART 2: OUR APPROACH IN PRACTICE


CHAPTER 7: A ROADMAP FOR SUCCESSFUL LEADERSHIP DEVELOPMENT


There are many ways to implement a leadership development intervention – what is key is that the four principles outlined are adhered to. We outline our typical approach in practice, framed around four main steps: Diagnose, Design & Develop, Deliver, Drive Impact. For each stage, we outline the typical outputs and how to get there.


CHAPTER 8: MEET CAROLYN RANDOLPH


Here we introduce our fictional story of New Classic Look clothing (NCL), which is facing a leadership crisis. The organization embarks on a leadership development journey across the organization, in order to improve organizational health and reach its performance objectives.


CHAPTER 9: SETTING THE LEADERSHIP ASPIRATION


Too many leadership development interventions start with a bottom-up ‘needs analysis’, and completely miss the link to strategy. We show here how to translate your strategy into required leadership qualities and capabilities through a leadership model, and define the aspired business outcomes as a result of the intervention. Thereafter comes assessing the current leadership strengths and gaps, as well as the root causes, which is a critical prerequisite prior to designing the programme. At the individual level, this includes understanding the mindsets that account for why leaders behave the way they do today, and how the mindsets and behaviours need to change in the future, based on the leadership model (‘from–to’ shift).


CHAPTER 10: DESIGNING THE ROADMAP


Our research shows that designing a successful leadership development intervention requires multiple sources of input, including ‘end-users’, external best practices and design expertise. In addition, it is critical to design the ‘learning transfer’ up front, that is the process of putting learning to work in a way that improves performance.


CHAPTER 11: DELIVERING THE LEADERSHIP PEAK PROGRAMME


Neuroscience informs the latest thinking on how to help adults learn and change their behaviour. In addition, technology is playing a huge role in redefining the delivery of programmes, and best practices include gamification, on-demand learning and daily ‘triggers’ to participants.


CHAPTER 12: DRIVING IMPACT


More than a quarter of organizations do not measure the return on leadership development. We show how to measure return on investment (ROI) with the same rigour as other initiatives across three dimensions: participant assessment, behavioural change and business performance. In addition, it is critical to adapt formal HR systems to reinforce the leadership model (for example, performance evaluation, compensation, succession planning) and to use ‘graduates’ to build future leaders and embed desired leadership expectations further down the hierarchy.


PART 3: FREQUENTLY ASKED QUESTIONS


CHAPTER 13: FAQS ON LEADERSHIP DEVELOPMENT


Questions include the return on investment, how leadership development differs across organizational levels and industries, and the importance of recruiting.


CHAPTER 14: FAQS ON TRENDS RELEVANT TO LEADERSHIP


Questions include defining the most critical leadership behaviours in the future, how millennials differ (and what to do about it), whether men and women lead differently and how technology is changing leadership development.


APPENDICES


These include supporting material for our situational leadership research, an elaboration of the skills and mindsets that can underpin each leadership behaviour, and details on how to boost individual learning and performance.


We hope this book is an insightful and enjoyable read and contributes to enhanced leadership effectiveness and performance in your organization.
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Leadership defined
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The foundations: context, skills and mindsets

Andrew St George, Claudio Feser, Michael Rennie, Nicolai Chen Nielsen

Why leadership matters | Leadership is manifold, and so is leadership theory: a short review | Summary

‘Anyone can hold the helm when the seas are calm’, said Publilius Syrus over 2,000 years ago. In organizational life today, there are few calm seas, few periods without turmoil. A good captain has the capacity to apply his or her refined judgement in uncertain situations and to encourage others to follow; then to learn from the experience and be ready for the next storm. Leadership matters, and organizations must find and develop that quality in their people to outlast and overcome those stormy seas.

This chapter introduces the foundations of our thinking on leadership and leadership development. First, we illustrate the link between leadership effectiveness and organizational health and performance. Second, we give a brief history of leadership development theories and philosophies. Third, we present our definition of leadership and its implications for organizations and leadership development.

Why leadership matters

We know from our research and our practice that the best-performing organizations transcend others in terms of their leadership. At its best, great leadership can achieve extraordinary results. And at its worst, poor leadership can derail teams, organizations and even nations. The evidence for this has long been intuitive, and visible to the discerning observer: it is possible to feel within minutes of visiting an organization whether it is ill or well (and even ill- or well-led). But this feeling is of little use unless there is data to support the insight and turn it into value-adding and actionable advice.

Anecdotally, there are a multitude of reasons why leadership matters: more clarity about direction, better plans, faster execution, better talent development and so on. These elements fall broadly into both organizational performance and organizational health. When reviewing the importance of leadership, it is therefore important to address both concepts. We will review each in turn.

Leadership drives performance

Leadership effectiveness has a strong correlation with performance directly. Companies with top-quartile leadership outcomes on the McKinsey Organizational Health Index (there will be more on the OHI in the next chapter) have 3.5 times greater average total return to shareholders (TRS) than companies with bottom-quartile leadership outcomes, over a three-year period. When we looked at 14 individual leadership behaviours (more on the specific behaviours in the next chapter), we found that companies with top-quartile results for the leadership behaviour scores have between 1.4 and 7.2 times greater average TRS than companies with bottom-quartile scores, depending on the behaviour being looked at. For example, when looking at the ability of organizations to problem-solve effectively (one of the leadership behaviours we tested), companies in the top quartile on problem solving have a 6.6 times greater average TRS than companies in the bottom quartile on that behaviour.1

Other studies back up these results: organizations performing in the top quartile on overall leadership effectiveness (leadership outcome) outperform bottom-quartile companies by nearly 2 times on EBITDA (earnings before interest, tax, depreciation and amortization).2 Organizations that invest in developing leaders during significant transformations are 2.4 times more likely to hit their performance targets.3 And leaders who have developed a core of self-mastery feel 4 times as prepared to lead amidst change and are 20 times more likely to be satisfied with their leadership performance.4

Leadership matters to health

Leadership matters to organizational health. Organizational health is the ability of an organization to align, execute and renew itself to sustain exceptional performance over time. Organizations with poor health typically face stark challenges, for example: lack of direction, customer losses, low employee morale, loss of talent and lack of innovation. On the other side, organizations with great health are typically performing extremely well, leading in their industry, gaining share in the market, attracting great talent and working with engaged, motivated employees.

At McKinsey & Company we measure organizational health with the Organizational Health Index (OHI), a metric based on nine outcomes (which measure perceptions of effectiveness), and 37 management practices (which measure frequency of each practice) (See Figure 1.1).


[image: image]

FIGURE 1.1 Organizational health is defined through nine outcomes, driven by 37 management practices



For more than fifteen years, we have compiled over 1 billion data points from more than 5 million respondents across more than 1,700 organizations. These organizations are spread out globally in over 90 countries, with all regions almost equally represented. Our research in the past decade shows that the OHI score of an organization is a strong predictor of shareholder returns. Organizations with high OHI scores tend to produce high levels of shareholder returns in the three years subsequent to the measurement of the OHI score.

The effectiveness of leaders in an organization strongly correlates with the OHI score of that organization. The R2 is 0.78, meaning that the leadership outcome explains almost 80 per cent of the variance in the overall health scores – see Figure 1.2.
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FIGURE 1.2 Overall organizational health

There is a significant difference between the likelihood that companies with a specific leadership level have top-quartile overall health: it is virtually impossible to have top-quartile health if leadership effectiveness is in the fourth quartile or third quartile, while only 27 per cent of companies with second-quartile leadership effectiveness have top-quartile health. This number jumps to 65 per cent for top-quartile companies in terms of leadership for exceeding the 25 per cent proportion of top-quartile health companies, conferring a 240 per cent advantage (see Figure 1.3). Leadership is thus clearly a key component of organizational health.
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FIGURE 1.3 Likelihood that companies with specified leadership level have top-quartile overall health

Hence we have seen that leadership effectiveness is a clear driver of overall organizational performance and health. So, what leadership behaviours are the best, under what circumstances, and how can organizations develop these behaviours at scale? This is the subject of the following chapters. Before we address these questions, it is important to understand the different leadership theories that exist, as well as how we define leadership and the implications this definition has on leadership development.

Leadership is manifold and so is leadership theory: a short review

What makes a good leader? Ask any five experts what makes a good leader, and chances are you will get six answers: Aspiration. Inspiration. Imagination. Creativity. Authenticity. Integrity. Perhaps anything goes. It's now time for a reality check. There's good news, and there's bad. The bad news: we don't have a one-word answer. The good news: we have found the stepping-stones that empower organizations to develop leadership that is more effective, right across the organization.

Leadership has been a subject of investigation since the dawn of democracy in ancient Greece. Some 2,500 years ago, Plato's Republic sparked a furious debate among the citizens of Athens. His rigorous rules for the selection and education of the guardians of the ideal state were as controversial then as they are today. Overnight, leadership had become the talk of the town.

Today, colleges and universities in the US alone offer hundreds of degree programmes in leadership. Amazon lists more than 60,000 book results on the topic.5 In 2016 the word ‘leadership’ was mentioned in US news headlines more than 25,000 times,6 up from just a few hundred in the 1990s. Once again, leadership is the talk of the town.

In an effort to bring some measure of order to this rich discussion, we have identified five principal schools of leadership. While this breakdown is obviously a simplification, we believe it is an instructive one.

•    Traits-based leadership. According to this theory, leaders are born, not made. Proponents of innate leadership believe that immutable personality traits, such as intelligence or character, determine an individual's leadership effectiveness and performance. One of the more popular versions of this school of thought is the ‘Great Man Theory’, developed by the Scottish scholar Thomas Carlyle in the Victorian era. Carlyle was convinced that the history of the world was ‘the biography of great men’ (he does not include women). It may well be that some individuals are more inclined to lead (and lead well) than others; but the limitation of this theory lies in its determinism: unless you are born a great leader, you never will become one.

•    Behavioural leadership. This theory is based on the assumption that leadership is action rather than character. Leaders become leaders not by birth, but by the power of the behaviour they display. Rooted in nineteenth century behavioural psychology, this theory postulates that effective leadership is defined by a set of ideal behaviours. For instance, a strong leader may be someone who develops a compelling vision, acts courageously and takes decisions quickly. The drawback of this theory is its assumption that the same set of behaviours is optimal in all circumstances. But in a concrete business situation, some abstractly defined ‘ideal behaviour’, whatever it may be, could prove irrelevant or even detrimental to the leader's intent. It is hard to refute the idea that all leadership involves interaction and exchange between people, and therefore that all leadership is about behaviours; however, there is no one-size-fits all model, and behaviours have to be apt and appropriate in order to be effective.

•    Situational leadership. According to this theory, great leadership arises only in response to specific situations. Its followers are convinced that different real-life situations call for different traits or behaviours in a leader; they deny that leadership is based on any single optimal psychographic profile or set of ideal behaviours. This theory draws on empirical research suggesting that someone who is a leader in one situation might not necessarily fill this role in others. Situational theories of leadership enjoy great popularity in practice. Their main drawback is their assumption that leaders can adjust their style according to the situation – that when circumstances or teams change, leaders can easily change their behaviours accordingly. In reality, even the finest leaders may have a hard time adapting to a changing environment or new types of challenges.7

•    Functional leadership. This theory construes leadership as a combination of specific skills that help groups of individuals become effective as a team. These skills enable the leader to perform essential functions, such as monitoring, organizing, coaching, motivating and intervening. Proponents of functional leadership consider both behavioural and situational factors, suggesting that leaders should devise their courses of action in light of the specific requirements of a given organizational unit. The limitation of this theory is twofold. First, many of its opponents regard it as overly simplistic, since it reduces leadership to a technique or set of techniques. Secondly, real-life leaders often find it difficult to match the right approach to the right needs, to inflect their style to suit the needs of different groups, or both. In this respect, functional leadership theories resemble situational leadership theories.8

•    Psychological leadership. This type of theory recognizes the fact that the path to great leadership is riddled with obstacles, and that many leaders feel they are less effective than they believe they could and should be. In response, the proponents of psychological leadership argue that leaders must accomplish self-mastery by exploring the driving forces of ineffective leadership behaviour and tackling their inner resistance to change. Critics of psychological leadership theory note that it relies on inference and interpretation rather than observation and measurement, and that it may be dangerous in the wrong hands. Because it uses introspection and self-examination, psychological leadership development requires practitioners with deep psychological expertise and experience.

In addition to these schools where ideas on leadership have coalesced, there has been a substantial body of work from numerous different angles. There is a great deal of literature from individual (often successful) leaders, who share their experiences. There are sector-based analyses – for example from the military – as well as regional studies that dive into cultural differences. More recently, gender based studies have emerged, which explore the differences and similarities between women and men.

All these theories have limitations as they try to explain leadership through a single lens, be it character, behaviour or situation. Therefore modern leadership models take several angles to address the practical definition of leadership. For example, the ‘Be + Know + Do’ model of leadership9 of the US Army is essentially interdisciplinary in that it focuses on character and traits (Be), skills (Know), and behaviours and action (Do), and draws on a clear sense of behaviours in context. The ‘Be + Know + Do’ model derives from several of the schools (innate, behavioural, situational). The point here is that no one model or theory can carry the whole field.

While we believe in the value of Occam's Razor – the principle that the simplest scientific explanation is usually the best – we also find that each of these schools (while adding an important angle) falls short of the manifold reality of organizational leadership we encounter in our work. We also take account of the individual variance we find. We serve many of the world's most distinguished leaders, and we find that no two are alike. Some are introverts, others extroverts. Some lead by doing; some are great at bringing out the best in others. Some thrive on detail, others on the big picture. Yet these wildly different individuals are all great leaders in their respective fields. In real life, all kinds of people excel and succeed as leaders.

Any theory should explain the past and help predict the future: such a thing is unlikely with a one-dimensional and static view of leadership. Instead, we take a view that is expressed through research, informed by real work engagements and the results we have achieved internally as well as with clients. No one answer fits all occasions, and equally no model is either robust or flexible enough to compass the many variables at work. The appeal of a ‘Both/And’ approach is more attractive as leadership challenges become more complex.

Bear in mind that we have at all times an organizational perspective: we think in terms of leadership within and across an organization, not solely of individual leadership. To increase the leadership effectiveness of an organization as a whole, it is imperative that executives think at an organizational, system-wide level, and the approach one takes to do this differs markedly from that of increasing the effectiveness of individual leaders.

Our definition of organizational leadership builds on several schools of thought and is pragmatic. We take inspiration from multiple schools and advocate an approach that is comprehensive and practical. In fact, we do not propose a new model of leadership. Rather, we build on existing thinking. Our definition of organizational leadership is thus as follows:

Leadership is a set of behaviours that in a given context align an organization, foster execution and ensure organizational renewal. These behaviours are enabled by relevant skills and mindsets.

Our definition draws on all the schools of leadership thinking: behavioural (behaviours and skills), situational (in a given context), functional (aligning, fostering execution and renewing), and traits based and psychological (mindsets). It builds on existing work in the leadership literature. Gary Yukl, for example, categorizes individual leaders as task-oriented, relationship-oriented, change-oriented, and external, and stresses the situational variables alongside the importance of behavioural flexibility, i.e. the importance of adapting one’s leadership behaviours to certain situations. This is in a long tradition of situational leadership thinking, exemplified in the work of Ken Blanchard or John Adair that emerges from military practice10 yet is explored further through our research and practice on what really works ‘in the field’. Figure 1.4 summarizes our model of leadership, incorporating the four key elements of context, behaviours, skills and mindsets.

[image: image]

FIGURE 1.4 Four key elements of leadership

We believe leadership comes alive in the behaviours that are used, felt and observed across an organization. These seen and felt behaviours are where we have placed our main research effort (beginning with 24 leadership behaviours in the next chapter). Our research shows that the context defines which behaviours are most desired and most effective. We take these observed behaviours as our units of analysis, and the organization’s health (and the industry and economy in which it operates) as the primary context in which that behaviour is expressed. Our emphasis is on improving leadership effectiveness at an organizational level to help achieve organizational performance goals. Broadly, there are four premises in our view of organizational leadership.

1 Leaders align, execute and renew

Leadership is expressed in action. For us, this takes the form of alignment, execution and renewal. Leaders make decisions about people and direction (we call this alignment); they see that their intent is carried out (we call this execution), and they think about the next evolution of activity (we call this renewal). This cycle of alignment, execution and renewal may take place over the short term (in the event of a crisis) or the long term (in the event of a shift of circumstance or priority).

All leadership therefore seek to achieve these three things in concert. There are many ways to express this triad – alignment might well include visioning and inspiring people; execution might well involve organizing and measuring performance; and renewal might well entail a leadership approach that values creativity, innovation, adaptation, learning and development.

We want to highlight the importance of the third element renewal, which is represented in our definition by the last three words, the constantly changing environment. Organizational contexts have and will always be ever changing, and a key element of leadership is thus to display resilience and agility in order to continue to thrive.11 We have previously shown that organizations and teams must demonstrate all three dimensions by emphasizing different elements of organizational health (see Figure 1.5), and it is only natural that leaders help bring these outcomes about.
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FIGURE 1.5 Alignment, execution and renewal as measured by organizational health outcomes

2 All leadership takes place within a context

Our definition pays close attention to how leadership behaviours differ according to the specific context. This comes to bear in two ways:

1    The context of each organization differs in terms of industry, maturity, geography, general business performance, and so on. Each context, at an organizational level, thus requires different behaviours.

2    Organizational strategies typically emanate from the top down to the rest of the organization, often through explicit Key Performance Indicators (KPIs) and clearly defined boundaries. Hence the common goal around which to align will vary greatly from one department to the next, meaning that the specific contexts within an organization have a bearing on the most relevant behaviours to display.

Would you trust a physician who prescribes the same treatment to all patients, regardless of their symptoms? Probably not. We strongly believe that there is no such thing as standard leadership behaviour that works irrespective of contextual factors, such as corporate strategy or the level of hierarchy of a given position.

Our research with Egon Zehnder International, an executive search firm, illustrates this point. By matching Egon Zehnder's management appraisals of more than 5,500 senior leaders with McKinsey's ‘Granularity of Growth’ database, we were able to isolate the impact of leadership on growth in terms of total return to shareholders. We have found that leadership quality matters. Executives at top-performing companies display stronger leadership profiles than those at other companies. But, more importantly, we found that different contexts require different combinations of leadership competencies.12

Let’s take growth strategies as an example. Thought and business leadership help commercial companies make the bold moves that let them excel at mergers and acquisitions; for example, the strongest predictor of growth through M&A turned out to be market insight. In contrast, people leadership and organizational savvy are more conducive to organic growth, which involves succeeding through superior execution of a given strategy. Achieving organic growth takes leaders who excel at developing organizational capability and display team leadership. These insights are in line with the work of Ralph Stogdill, a pioneer of situational leadership theory. In his influential review Personal Factors Associated with Leadership he found that few, if any, leadership skills are universally applicable.13 Hence the contextual awareness and the ability of a leader to adapt his or her behaviours appropriately is critical for successful leadership.

Take the chief executive of an American energy utility. When the market was deregulated, the company was plunged into the most serious financial crisis of its history. The CEO helped transform the organization from a denizen of the regulated age into a competitive player in a liberalized global market. He is convinced that leadership should be a function of economic reality: ‘You have to put things in the context of a business model. Who are your real customers? Can you grow the business? What kind of partner do you need to make it work? What do you really do? And where should that work be done?’14 The executive in question has since been named ‘one of the best-performing CEOs in the world’ by Harvard Business Review.

Our experience shows that highly successful executives typically think about a range of dimensions to determine the relevant context for effective leadership in a given case, for example:

•    Landscape: what are the characteristics of the industry and competitive arena?

•    Mandate: who are the stakeholders, and what do they expect?

•    Strategy: what is the company, or business unit, trying to achieve?

•    Organization: what are the structures, processes, systems and culture like?

•    Team: what is the team like in terms of skill, will and psychological makeup?

3 Skills built through real-life experience enable effective leadership behaviours

Would you get on a plane piloted by an aviation expert who has logged zero flying hours? Would you buy tickets to the concert of a band that has never actually played together? We would not. Of course, you can learn to fly a plane in a simulator. You can learn to play the guitar by watching virtual tutorials. All this is true – up to a point. Sooner or later, you have to take your plane off the ground, get up on stage with the band.

The ability to display effective leadership behaviours in a given situation depends on having the right skills (and experience, which we count as an accumulation of skill). Leadership skills are the leadership lessons and wisdom that individuals have accumulated through formal training and on the job learning. Skills cannot be developed solely by reading about them; and learning can only be accelerated to a certain extent. As Henry Mintzberg said, ‘Leadership, like swimming, cannot be learned by reading about it’.15 It is undoubtedly important to receive the right training and best practises as a foundation for any skill-building effort. However, successful leaders are sure to hone their new skills in the context of actual business assignments – and are seen doing it.

In any given situation, a leader either has the right skills or does not, in which case the organization will have to take a risk and support the individual in developing these skills. In a low-risk situation, such as restructuring a small department, this may not be an issue at all, but in a high-risk situation, such as the acquisition and integration of a major competitor, it could be favourable to have individuals who have prior experience and skills learned from a similar initiative. Alternatives to developing leaders in their place could be to transfer leaders from within the organization, or to hire them from the outside, and then either on a permanent or temporary basis.

Leaders define goals, attract talent, assign responsibility, monitor target achievement and make decisions. In this respect, we follow the behavioural school: leadership is something you do.16 The important thing is that you do it, rather than just pretend to. Even after very basic training sessions, adults typically retain just 10 per cent of what they hear in classroom lectures, versus nearly two-thirds of what they learn by doing (more on this in Chapter 5). Furthermore, burgeoning leaders, no matter how talented, often struggle to transfer even their most powerful workshop experiences into changed behaviour on the front line.

Over the course of almost a decade, we have accompanied dozens of senior leaders who made transformational change happen in a wide range of national cultures, industries and organizations. They have restructured international conglomerates, turned around companies on the brink of bankruptcy, steered former monopolies through deregulation, and helped reinvent entire national economies. Despite the diversity of their assignments and the lessons they learned along the way, they all agree on one thing: these lessons could only be learned in real life. There is no exercise, no handbook, and no training programme that will prepare you for the real thing. As Marvin Bower, McKinsey's Managing Director from 1950 to 1967, put it: ‘The only training for being a CEO, is being a CEO.’

In short, great leaders’ skills are forged on-the-job, and the experience and skills that leaders have accumulated help them display more effective leadership behaviours.

4 Leaders must develop the right mindsets based on introspection and self-awareness

Leaders are often required to adapt their behaviour to a new assignment, expand their knowledge to make sense of a change in context, or enhance their skill set as they take a new role. But in some cases, a more fundamental kind of development is called for. Think of an executive who moves into a board-level position, takes on an assignment in an entirely new corporate culture, or assumes a position of leadership in a situation of extreme uncertainty. According to our research, those who are most satisfied with their performance as leaders are those who excel at knowing and mastering themselves. They have the ability to regulate their own energy, tap into their personal sources of meaning and strength, overcome fears and connect with others.17

These and similar capabilities are unlike the kinds of skills learnt from a textbook. Collectively, they constitute what we think of as the hidden layer of leadership. This line of thought is inspired by psychological theories of leadership.18 While behaviour can be observed and knowledge can be communicated, psychology remains hidden beneath the surface. We use the metaphor of an iceberg; behaviours are ‘above the water’ and constitute only 20 per cent of what there really is. Below the water lie mindsets and beliefs, values, and needs and fears. See Figure 1.6. The reason we focus on mindsets is because mindsets ultimately drive behaviours. Hence, in the same way that ensuring leaders have the right experiences and skills for a given context, it is critical to understand and address what lies beneath the waterline in order to bring out the desired leadership behaviours.
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