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Achieving and maintaining
strategic competitiveness in the
215" century: The role of
strategic leadership

R. Duane Ireland and Michael A. Hitt

Executive Overview

Competition in the 21°' century’s global economy will be complex, challenging, and
filled with competitive opportunities and threats. Effective strategic leadership practices
can help firms enhance performance while competing in turbulent and unpredictable
environments. The purpose of this paper is to describe six components of effective
strategic leadership. When the activities called for by these components are completed
successfully, the firm's strategic leadership practices can become a source of competitive
advantage. In turn, use of this advantage can contribute significantly to achieving
strategic competitiveness and earning above-average returns in the next century.

It is possible—and fruitful—to identify major
events that have already happened, irrevoca-
bly, and that will have predictable effects in
the next decade or two. It is possible, in other
words, to identify and prepare for the future
that has already happened.

Peter Drucker, 1997.

Grounded in the insights and understanding that
experience provides, conventional wisdom holds
that it is very difficult to predict the future with
high degrees of accuracy. In fact, Peter Drucker
goes so far as to suggest that “In human affairs—
political, social, economic, or business—it is point-
less to try to predict the future, let alone attempt to
look ahead 75 years.”! Notwithstanding this diffi-
culty, the capability implied by Drucker’'s comment
above is encouraging. It is both possible and pro-
ductive for firms to identify and prepare for a fu-
ture that has already happened. Thus, although it
is difficult for organizations to predict their future
accurately, examining events that have already
taken place allows them to know how to prepare
for a future whose state has been influenced.
Based on this approach, we present a descrip-
tion of the strategic leadership practices that will
contribute to corporate success during the 21%! cen-
tury. More precisely, our position is that the global
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economy is a major irrevocable event whose exis-
tence has already had a major influence on today's
strategic leadership practices and offers insights
about practices that should be used in the future.
By examining appropriate and often innovative
strategic leadership practices currently being used
successtully by visionary organizations, it is pos-
sible to identify and understand practices that will
be effective in the next century. This analysis is
important, because strategic leadership may prove
to be one of the most critical issues facing organi-
zations. Without effective strategic leadership, the
probability that a firm can achieve superior or
even satisfactory performance when contronting
the challenges of the global economy will be
greatly reduced.?

Strategic leadership is defined as a person's
ability to anticipate, envision, maintain flexibility,
think strategically, and work with others to initiate
changes that will create a viable future for the
organization.? When strategic leadership pro-
cesses are difficult for competitors to understand
and, hence, to imitate, the firm has created a com-
petitive advantage.* Because the creation of sus-
tainable competitive advantage is the universal
objective of all companies,® being able to exercise
strategic leadership in a competitively superior
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manner facilitates the firm's efforts to earn supe-
rior returns on its investments.

The Global Economy

There is virtually uniform agreement that the com-
plexity, turbulence, and extraordinary changes
during the 1980s and 1990s are contributing to the
rapid development of an ultracompetitive global
economy. Joseph Gorman, TRW's CEO, suggests
that a transformational change is occurring, from
regional economies and industries to global ones.®
A key reality of our time, the commercial interac-
tions that are taking place in the global economy
are becoming the dominant force shaping relation-
ships among nations. The fact that “. . .the propor-
tion of trade among nations as a share of global
income has increased from 7 percent to 21 percent
since the end of World War II demonstrates why
the globalization of commercial markets has an
important effect on individual countries.”” Thus, in
the global economy, products are shipped any-
where in the world in a matter of days; communi-
cations are instant; and new product introductions
and their life cycles have never been shorter, with
six months the norm in some high-tech industries.8

The incredible breadth and depth of the global
economy'’s effects are shown by the suggestion
that in the 21! century, nation-states will lose their
sovereignty, technology may replace labor, and
corporations may come to resemble amoebas—
collections of workers that are subdivided into dy-
namic, ever-changing teams to competitively ex-
ploit the firm's unique resources, capabilities, and
core competencies. Thus, some analysts argue
with conviction that the large number of structural
changes occurring simultaneously in the interna-
tional system are resulting in economies and com-
munication systems that are more integrated. For
example, it has been predicted that by 2150, all or
most of the global economy will be part of a
“...single market, perhaps complete with a single
currency and monetary authority.”® However, oth-
ers believe that the political structures supporting
various economies and their communication sys-
tems will remain somewhat fragmented and may
even be reduced to ethnic units during the 21%
century.!? Changes such as these may culminate in
corporations that would be unrecognizable to
many employees and world citizens today.!! The
global economy may create a need for individual
citizens to maintain separate loyalties—one to
their own unique traditions and institutions, the
other to the characteristics of a rapidly evolving
international culture.

The global economy may create a need
for individual citizens to maintain
separate loyalties—one to their own
unique traditions and institutions, the
other to the characteristics of a rapidly
evolving international culture.

The New Competitive Landscape

The global economy has created a new competi-
tive landscape—one in which events change con-
stantly and unpredictably.l? For the most part,
these changes are revolutionary, not evolutionary
in nature. Revolutionary changes happen swiftly,
are constant, even relentless in their frequency,
and affect virtually all parts of an organization
simultaneously.!® The uncertainty, ambiguity, and
discontinuity resulting from revolutionary changes
challenge firms and their strategic leadership to
increase the speed of the decision-making pro-
cesses through which strategies are formulated
and implemented.!* In the global economy, knowl-
edge work and knowledge workers are the primary
sources of economic growth—for individual firms
and for nations. Thus, in the 215! century, the ability
to build, share and leverage knowledge will re-
place the ownership and/or control of assets as a
primary source of competitive advantage.1®

However, certain conditions of the new compet-
itive landscape, including the expectation that the
world’'s economy will grow substantially during
the first 20 years of the next century, also create
opportunities for companies to improve their finan-
cial performance.!® Organizations in which strate-
gic leaders adopt a new competitive mindset—one
in which mental agility, firm flexibility, speed, in-
novation, and globalized strategic thinking are
valued highly—will be able to identify and com-
petitively exploit opportunities that emerge in the
new competitive landscape. These opportunities
surface primarily because of the disequilibrium
that is created by continuous changes (especially
technological changes) in the states of knowledge
that are a part of a competitive environment. More
specifically, although uncertainty and disequilib-
rium often result in seemingly hostile and in-
tensely rivalrous conditions, these conditions may
simultaneously yield significant product-driven
growth opportunities.!” Through etffective strategic
leadership, an organization can be mobilized so
that it can adapt its behaviors and exploit different
growth opportunities.!8



2005 Ireland and Hitt 65

Strategic Leadership

In the 1960s and early 1970s, situations facing the
firm were thought to be the primary determinant of
managerial behaviors and organizational out-
comes. Compared with the influence of conditions
in the firm's external environment, managers were
believed to have little ability to make decisions
that would affect the firm’s performance.

The Great Leader View of Strategic Leadership

In 1972, John Child, a prominent organization the-
orist, argued persuasively that an organization's
top-level managers had the discretion or latitude
to make choices that would, indeed, affect their
firm's outcomes.!® In particular, because top man-
agers have the responsibility for the overall per-
formance of their firms, these individuals have the
strongest effect on the firm's strategic manage-
ment process. In Child's view, strategic leaders,
armed with substantial decision-making responsi-
bilities, had the ability to influence significantly
the direction of the firm and how it was to be
managed in that pursuit. Strategic leadership the-
ory holds that companies are reflections of their
top managers, and, in particular, of the chief exec-
utive officers, and that “. . .the specific knowledge,
experience, values, and preferences of top manag-
ers are reflected not only in their decisions, but in
their assessments of decision situations.”20

Substantial numbers of CEOs have adopted the
notion that strategic leadership responsibilities
are theirs alone. One of their primary tasks is to
choose a vision for the firm and create the condi-
tions to achieve that vision. Thus, as a result of the
significant choice options available to the CEO as
the firm's key strategic leader, this individual often
worked as a Lone Ranger when shaping the firm.
Isolated from those being led, the firm's key stra-
tegic leader commanded his/her organization
primarily through use of top-down directives.2!
Particularly when these choices resulted in finan-
cial success for the company, the key strategic
leader was recognized widely as the “corporate
Hercules."22

Appropriate for its time, the theory of strategic
leadership contributed to organizational success.
But the environmental conditions in which this
theory was used have changed dramatically be-
cause of the global economy. In the past few
decades, environmental conditions were relatively
stable and predictable compared with the current
and predicted states of these conditions in the 215
century.

The relative stability and predictability of the

past few decades resulted in manageable amounts
of uncertainty and ambiguity. Change was often
treated as linear in many industries; major com-
petitors were largely domestic, not global compa-
nies; organizations were structured in hierarchical
configurations that were supported by selection
and promotion practices. However, conditions as-
sociated with the global economy’s new competi-
tive landscape—shorter product life cycles, ever-
accelerating rates and types of change, the
explosion of data and the need to convert it to
useable information—prevent single individuals
from having all of the insights necessary to chart a
firm's direction. Moreover, some believe that hav-
ing strategic leadership centered on a single per-
son or a few people at the top of a hierarchical
pyramid is increasingly counterproductive.2? Con-
strained by their abilities to deal with rapidly in-
creasing amounts of data and the general com-
plexity of the global economy, top managers are
now challenged to discharge their strategic lead-
ership responsibilities differently.?¢ Insightful top
managers recognize that it is impossible for them
to have all of the answers, are willing to learn
along with others, and understand that the uncer-
tainty created by the global economy affects peo-
ple at the top as well as those lower down in the
organization.?®

Insightful top managers recognize that it
is impossible for them to have all of the
answers, are willing to learn along with
others, and understand that the
uncertainty created by the global
economy affects people at the top as well
as those lower down in the organization.

The Great Groups View of Strategic Leadership

In the 21! century, the nature of the organization in
which effective strategic leadership practices oc-
cur will be different. In the view of noted business
thinker Charles Handy, a public corporation
should and will be regarded not as a piece of
property owned by the current holders of its
shares, but as a community. More properly thought
of as citizens than as employees, people involved
with an organizational community remain together
to pursue a common purpose. A community is
something to which a person belongs and that
belongs to no one individual. The community's cit-
izens have both responsibilities to pursue the com-
mon good and rights to receive benefits earned
through its attainment.
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In an organizational community, strategic lead-
ership is distributed among diverse individuals
who share the responsibility to create a viable
future for their firm. Handy argues that many citi-
zens will need to serve their communities as lead-
ers and will need to be dispersed throughout the
firm.?6 When allowed to flourish as involved lead-
ers, people spark greatness in each other. As Ital-
ian author Luciano De Crescenzo noted, “We are
all angels with only one wing, we can only fly
while embracing each other.”#7

Combinations or collaborations of organiza-
tional citizens functioning successfully have been
labeled great groups. These collaborations usually
feature managers with significant profit and loss
responsibilities, internal networkers “who move
about the organization spreading and fostering
commitment to new ideas and practices,” and com-
munity citizens with intellectual capital that stim-
ulates the development and/or leveraging of
knowledge.?2 Members of great groups rely on one
another to create an environment in which innova-
tions occur regularly and knowledge is generated
and dispersed constantly. Consistent leadership
between and among all of the firm's great groups
results in innovative strategic thinking and rapid
acceptance of organizational changes that, even
when difficult, are required to enhance firm per-
formance. Top managers who facilitate the de-
velopment of great groups—groups in which
strategic leadership takes place among a range
or people with different talents—have shifted the
locus of responsibility to form adaptive solutions to
issues from themselves to the organization's full
citizenry.?®

As knowledge sharing and developing entities,
great groups have several characteristics.? First,
members of great groups have accepted their re-
sponsibility for firm outcomes. Involved and com-
mitted, these people understand the significance
of their work and their responsibility to each oth-
er.3! Second, great groups seek to learn from mul-
tiple parties, including contractors, suppliers, part-
ners, and customers. Group members are
committed to the position that “No matter where
knowledge comes from, the key to reaping a big
return is (for the group) to leverage that knowledge
by replicating it throughout the company so that
each unit is not learning in isolation and reinvent-
ing the wheel again and again.”32

The third great group characteristic concerns in-
formation and knowledge. Increasingly, the infor-
mation great groups gather to form knowledge and
to understand how to use knowledge already pos-
sessed must come from events and conditions out-
side the organization. In Peter Drucker's view, it is

primarily information from outside that allows a
business to decide “...how to allocate its knowl-
edge resources in order to produce the highest
yield. Only with such information can a business
also prepare for new changes and challenges aris-
ing from sudden shifts in the world economy and in
the nature and content of knowledge. The develop-
ment of rigorous methods for gathering and ana-
lyzing outside information will increasingly be-
come a major challenge for businesses and for
information experts.”3? Great groups respond pos-
itively to Drucker’'s challenge and are learning
how to interpret external information in competi-
tively relevant terms. In the 215! century, it will be
increasingly vital for the firm's strategic leader-
ship processes to adopt this perspective regarding
the acquisition and use of information flows.

Another characteristic of great groups is their
maintenance of records of individuals' knowledge
stocks. With these records, people can quickly find
others who possess the knowledge required to
solve problems as they arise. Maintaining and us-
ing these records demonstrates these groups’ abil-
ity to work smarter through their collective insights
and the skills resulting from them.’* Finally,
great groups understand that the firm's method
of strategic leadership results in a constantly
changing configuration of responsibilities. Across
tasks, every member of a great group serves, at
different times, as a leader, peer, or subordinate.
The operationalization of this understanding re-
sults in mutual influence relationships among
the firm's top managers and all organizational cit-
izens, including those with formal managerial
responsibilities.3

Perhaps the most important “great group” in an
organization is the top management team (TMT)
formed by the CEO. The top management team is a
relatively small group of executives, usually be-
tween three and ten people. These individuals are
at the apex of the organization and provide strate-
gic leadership.

Because of the complexity of the new competi-
tive landscape, both in its structure and dyna-
mism, the collective intellect generated by a top
management team is necessary for etfective stra-
tegic leadership to occur in the firm. A philoso-
pher’s view demonstrates this point: “None of us is
as smart as all of us.”3” The large number of
organizational stakeholders alone makes it nec-
essary to depend on a team of top executives for
strategic leadership. The global economy, more
than any other factor, has created the need for the
top management team to effectively exercise stra-
tegic leadership in organizations. The knowledge
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The global economy, more than any
other factor, has created the need for the
top management team to effectively
exercise strategic leadership in
organizations.

needed to understand and operate in many global
markets is substantial, thereby requiring a team
effort. In fact, global firms such as Asea Brown
Boveri (ABB) believe that it is necessary to have a
culturally diverse TMT to successfully operate in
such markets. This is particularly important be-
cause of the emphasis on gaining the external
knowledge necessary to develop a collective vi-
sion for the organization and to gain the multiple
constituencies’ commitment to pursuit of the vision.

Because of multiple stakeholders with compet-
ing interests, there is need for a heterogeneous
TMT, one with members having different knowl-
edge sets and skills.3® The CEO remains the top
leader, but must use these different knowledge
sets and skills to successfully manage the organi-
zation. Viewing the other members of the TMT as
partners allows the CEO to do this effectively. Be-
yond this, top managers should treat all employ-
ees as partners, especially in flatter, matrix type
organizations—an organizational form that will be
used increasingly in 21%' century firms. In such
organizations, top managers manage across tradi-
tional boundaries (e.g., functions), building the
horizontal organization in the process.3®

Even though the operational details of effective
strategic leadership are continuing to change as
the global economy evolves, the CEO remains ac-
countable for the entire firm's performance. The
board of directors will hold the CEO accountable
for guiding the firm in ways that best serve the
interests of owners (e.g., shareholders) and other
stakeholders. Tomorrow's organizations will still
require a great leader to be successtul. Great lead-
ers are able to share responsibility for leading and
managing business units, sharing information and
ideas widely with others and seeking mutual in-
fluence among all who have accepted the respon-
sibility to contribute to the formation and achieve-
ment of the firm's direction.

Six Components of Strategic Leadership

What will be different in 21%' century companies is
how top managers discharge their strategic lead-
ership responsibilities. They will no longer view
their leadership position as one with rank and
title, but rather as a position of significant respon-

sibility to a range of stakeholders. Instead of seek-
ing to provide all the right answers, they will strive
to ask the right questions of community citizens they
have empowered to work as partners with them.
They can choose to form a community of col-
leagues rather than a company of employees con-
strained by traditional hierarchical configurations.

The top managers must atfect the behaviors of
many stakeholders, especially those of organiza-
tional citizens, working often as a coach. The orga-
nizational community is one in which citizens' cre-
ative energy is released, and their self-confidence
enhanced, when they are inspired to assume re-
sponsibility for leading themselves through the
work of great groups.* Sharing among inspired
and committed citizens facilitates the emergence
of the collective magic that creates intellectual
capital and knowledge. An effective strategic
leader “finds glory in the whole team reaching the
summit together."”4!

John Browne, CEO of British Petroleum Com-
pany, believes that the top manager must stimu-
late the organization rather than control it. The top
manager provides strategic directives, encourages
learning that results in the formation of intellec-
tual capital, and verifies that mechanisms exist to
transfer intellectual capital across all of the firm's
parts. Browne believes that “the role of leaders at
all levels is to demonstrate to people that they are
capable of achieving more than they think they
can achieve and that they should never be satis-
fied with where they are now.”#2 Heinrch von
Pierer, president and CEO of Siemens AG, says
that “As we move into what will be a century of
unprecedented challenges, successful leaders will
rely even more intensely on strengths that have
become crucial in recent years—speed of deci-
sions, flexibility, capable delegation, teamwork,
the ability to build for the long term while meeting
short-term needs—and vision. Increasingly, net-
worked and globalized thinking will be essential
for coping with the accelerating pace of change.”43

Based on the evidence discussed above, we be-
lieve that 215! century strategic leadership should
be executed through interactions that are based on
a sharing of insights, knowledge, and responsibil-
ities for achieved outcomes. These interactions
should occur between the firm’s great leaders—the
top managers—and its citizens. These interactions
take place as the firm satisfies the requirements
associated with six key effective strategic leader-
ship practices. Although considered individually,
it is through the configuration of all six activities
that strategic leadership can be effective in the 215
century organization.
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Determining the Firm’s Purpose or Vision

The task of determining the direction of the firm
rests squarely on the CEO’s shoulders. Joe Gor-
man, TRW’s CEO, believes that the top manager,
often working in concert with the TMT, must pro-
vide general guidelines as to where the firm in-
tends to go and the key steps to be taken to reach
that end.#* J. Tracy O'Rourke, CEO of Varian Asso-
ciates, Inc., endorses Gorman's view: “Clearly, if
you're going to do well over time, you have to have
some ability—yourself or in combination with oth-
ers—to come up with a vision ... and then follow it
up with believable and implementable action
plans. In most corporate structures, the only person
who can do that is the CEO."45 A recent survey of
1,450 executives from 12 global corporations found
that the ability to "articulate a tangible vision,
values, and strategy” for their firm was the most
important of 21 competencies considered to be
crucial skills for global leaders to possess in the
tuture.

Various definitions of purpose or vision have
been offered. However, the one advanced recently
by John Browne, British Petroleum'’s CEO, captures
the attributes of an effective organizational pur-
pose for 215 century firms. Browne argues that as a
description of who the firm is and what makes it
distinctive, purpose indicates what a company ex-
ists to achieve and what it is willing and not will-
ing to do to achieve it. Browne also believes that a
clear purpose “...allows a company to focus its
learning efforts in order to increase its competitive
advantage.”4” Visions that facilitate development
of this type of focus make sense to all organiza-
tional citizens, stretch citizens’ imaginations but
are still within the bounds of possibility, are un-
derstood easily, and create a cultural glue that
allows units to share knowledge sets.*8

Once the CEO and the TMT have set the general
organizational purpose, all other citizens, includ-
ing the TMT, will be empowered to design and
execute strategies and courses of action to accom-
plish that end.*® Empowered organizational citi-
zens working individually or as members of great
groups in pursuit of the firm's purpose will be able
to provide valuable feedback to the CEO and the
TMT. This feedback will help the top executives
develop the type of insights required to revisit the
purpose regularly to verity its authenticity.

Rockwell International’'s new vision is for the
company to become “the world’'s best diversified
high-technology company.” The CEO and TMT be-
lieve that the actions necessary for this vision to be
reached are the aggressive pursuit of global
growth, the execution of leading-edge business

practices, and the manufacture and distribution of
products that will allow the firm’s customers to be
the most successful in the world in their business
operations.

Critical to efforts to achieve the firm's vision is
the active involvement of Rockwell employees (or-
ganizational citizens). At locations throughout the
world, employees are to be challenged to take de-
termined actions that will help the firm achieve its
purpose. To select appropriate actions, employees/
citizens are formed into 23 implementation teams
(or great groups) that are asked to identify
strengths and weaknesses. Each unit is to develop
recommendations that when accomplished will al-
low it to become the best in the world at complet-
ing a particular task or set of activities.®® This
pattern—wherein organizational citizens work as
members of a community that is seeking to serve
the common good—will be linked with effective
strategic leadership practices in the 215 century.

The blurring of industry boundaries stimulates
the emergence of new and sometimes aggressive
competitors with significant resource bases and
creates interesting challenges for firms' strategic
leadership processes.

The announced entrance in early 1998 of the Ko-
rean giant, Samsung Group, into the world’'s auto-
mobile manufacturing industry demonstrates this
challenge. Although as of mid-1997 Samsung had
never built and delivered to a customer a passen-
ger car, it was in the midst of a $13 billion invest-
ment to manufacture 1.5 million cars annually. The
vision driving these commitments and actions was
for Samsung to rank among the world's top ten
automakers by 2010. A demonstration of this vision
is the billboard outside Samsung’s new automo-
bile manufacturing facility in Pusan: “Our dream
and Korea's future.”

Samsung Group's ambitious auto manufacturing
goal surprised at least some industry analysts who
noted that the global auto industry was awash in
excess production capacity—a problem not ex-
pected to abate in the foreseeable future. One
noted industry observer said “the world is not wait-
ing breathlessly for a Samsung car ... There's no
logical opening in the marketplace where Sam-
sung can step in and fill a vacuum. Its sales will
have to come out of someone else’s hide.”5! Evi-
dence was also emerging in mid-1997 that at least
some of South Korea's conglomerates were en-
countering difficult performance challenges be-
cause of too much diversification at too rapid a
pace. Although Samsung'’s future competitive in-
tentions could be affected by these general prob-
lems,52 some believe it would be a serious mis-
take to underestimate Samsung’s ability to make
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its vision a reality. In the words of Richard Pyo of
Credit Suisse First Boston in Seoul, “Many peo-
ple say that Samsung’s plans are crazy and too
risky, but the Korean economy has developed on
gambles."”53

As this example suggests, every automobile
manufacturing company'’s strategic leadership is
challenged to analyze carefully Samsung Group's
ability to achieve its vision in the world's auto
marketplace. To respond successfully to this chal-
lenge, both the top managers (strategic leaders)
and organizational citizens (through their work in
great groups) in companies competing against
Samsung Group’s auto unit should use significant
amounts of external information to select appropri-
ate competitive responses.

Exploiting and Maintaining Core Competencies

Core competencies are the resources and capabil-
ities that give a firm a competitive advantage over
its rivals. The relatively unstable market condi-
tions resulting from innovations, diversity of com-
petitors, and the array of revolutionary technolog-
ical changes occurring in the new competitive
landscape have caused core competencies rather
than served markets to become “. . .the basis upon
which firms establish their long-term strategies.”5*
In the 215 century, an ability to develop and exploit
core competencies will be linked even more posi-
tively and significantly with the firm's success.

Only the combinations of a firm's resources and
capabilities that are valuable, rare, costly to imi-
tate, and for which there are no equivalent strate-
gic substitutes can be rightly identified as core
competencies.®® Only when uniform agreement ex-
ists within the organizational community about
which resources and capabilities are indeed core
competencies can appropriate actions be designed
to exploit them in the marketplace.’® The large
retailer Nordstrom Inc., for example, is thought to
have core competencies in its customer service
and ability to package merchandise in ways that
provide unique value to customers. Dell Computer
Corporation’s distribution system is a key compet-
itive advantage. Competencies in the general area
of marketing and specific applications of special
skills in advertising campaigns and its global
brand name are recognized as core competencies
for Philip Morris. In each of these cases, following
agreement about their identification as core com-
petencies, strategic leaders work tirelessly to ap-
ply the competencies in ways that will improve
company performance.

The sharing of knowledge or intellectual capital
that is unique to a particular organization will

influence significantly the choices strategic lead-
ers make when seeking to use core competencies
in novel, yet competitive ways. Through the recip-
rocal sharing of knowledge and the learning that
results from it are a firm's core competencies nur-
tured etffectively.

Knowledge is shared and learning occurs
through superior execution of the human tasks of
sensing, judging, creating, and building relation-
ships.5” The importance of knowledge for firms
seeking competitive advantage in the global econ-
omy is shown by the following comment about
Owens Corning'’s positive financial performance.
“In the past year a series of moves in sales and
marketing, information systems, and manufactur-
ing and distribution have come together in a co-
herent strategy that is transforming this Midwest-
ern maker of humdrum materials into a global
competitor whose real business is knowledge."”%8
Indeed, with rare exceptions, in the 21%' century, a
firm's productivity will lie more in its collective
intellect—that is, in its collective capacity to gain
and use knowledge—rather than in its hard assets
such as land, plant, and equipment.5?

The competitive value of core competencies in-
creases through their use and continuing develop-
ment.%0 A firm's privately held knowledge is the
foundation of its competitively valuable core com-
petencies and is increasing in importance as a
driver of strategic decisions and actions. The most
effective strategic leadership practices in the 215
century will be ones through which strategic lead-
ers find ways for knowledge to breed still more
knowledge. While physical assets such as land,
machinery, and capital may be relatively scarce
on a global basis, ideas and knowledge “are abun-
dant, they build on each other, and they can be
reproduced cheaply or at no cost at all. In other
words, ideas don't obey the law of diminishing
returns, where adding more labor, machinery or
money eventually delivers less and less additional
output.”8!

Johnson & Johnson's CEO is a strategic leader
who believes in developing and nurturing his

The most effective strategic leadership
practices in the 21°' century will be ones
through which strategic leaders find
ways for knowledge to breed still more
knowledge.

firm's knowledge base. Asked to describe factors
that account for his company’s success, he sug-
gested that his company is “not in the product
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business. (It) is in the knowledge business."%2 How-
ever, knowledge cannot breed knowledge and core
competencies cannot be emphasized and exploited
effectively in the global marketplace without ap-
propriate human capital.

Developing Human Capital

Human capital is the knowledge and skills of a
firm's entire workforce or citizenry. Strategic lead-
ers are those who view organizational citizens as a
critical resource on which many core competencies
are built and through which competitive advan-
tages are exploited successfully. In the global
economy, significant investments will be required
for the firm to derive full competitive benefit from
its human capital. Some economists argue that
these investments are “essential to robust long-
term growth in modern economies that depend on
knowledge, skills, and information.”s® Continual,
systematic work on the productivity of knowledge
and knowledge workers enhances the firm's ability
to perform successtully. Citizens appreciate the
opportunity to learn continuously and feel greater
involvement with their community when encour-
aged to expand their knowledge base. Ongoing
investments in organizational citizens result in a
creative, well-educated workforce—the type of
workforce capable of forming highly effective
great groups.

The importance of educational investments in
citizens is being supported in a growing number of
corporations. Andersen Consulting, for example,
allocates six percent of its annual revenue to edu-
cation and requires each professional employee to
complete a minimum of 130 hours of training an-
nually. Intel Corp. spends $3,500 per year per per-
son on education. General Motors Corp. and Gen-
eral Electric have appointed chief knowledge
officers. Warren Bennis suggests that “this institu-
tionalization of education is not some fringe, feel-
good benefit. It is tangible recognition that edu-
cation gives the biggest bang for the corporate
buck.” A recent study showed that companies
that invest 10 percent more in education receive an
8.5 percent increase in productivity. In contrast,
companies boosted their productivity by only three
percent as a result of a 10 percent increase in
capital expenditures.t

The global economy allows firms to earn a finan-
cial premium by using competitively superior
practices in the location, selection, and subse-
quent development of human capital. One key rea-
son is that skilled labor is expected to be in short
supply during the first part of the 215" century. For
example, a million new jobs in high technology

will be created over the next decade with almost
no increase in the supply of human resources to fill
these jobs.5%

A survey of human resource managers con-
ducted by the American Management Association
revealed that 47 percent of the respondents worked
in firms that faced skilled labor shortages. Inter-
estingly, 54.7 percent of the same group of respon-
dents also believe that the shortages in skilled
personnel will be worse in 2000 and beyond. As of
mid-1997, at least 190,000 information technology
jobs were vacant in U.S. companies. A 43 percent
decline in the number of college graduates earn-
ing undergraduate degrees in computer science
between 1988 and 1997 suggests more serious labor
shortages ahead.®®

Skilled labor shortages have unintended nega-
tive consequences. Talented, dedicated, and moti-
vated employees often become frustrated and dis-
satisfied when asked to work continuously with
those without equivalent skills and commitments.
As a successful financial analyst explained: “I
could not fathom, let alone accept, the extreme
variations in work ethic, attention to detail, and
commitment to job and company. All my prior work
and school experience had been with creative, en-
ergized self-starters. It took me months, if not
years, to value the diverse work styles and varying
motivators of the work force I encountered.”®” Thus,
a challenge for tomorrow's strategic leaders is to
find ways to encourage each employee to fulfill
her or his potential. Especially when faced with
labor shortages, the organizational community's
common good can be reached only when each
member of the great group is committed to full
participation.

Greater workforce diversity is another issue that
will confront 21! century strategic leaders. Orga-
nizational communities will comprise individuals
from multiple countries and cultures that may
have unique and idiosyncratic value structures.
CEOs and TMTs should learn to appreciate the
beliefs, values, behaviors, and business practices
of companies competing in a variety of regions and
cultures. Organizational citizens can then better
understand the realities and preferences that are a
part of the region and culture in which they are
working.

Peter Brabeck-Letmathe, CEO of Nestle SA, be-
lieves that it is increasingly important for top man-
agers to speak at least two to three languages.®8
Cross-border and culture transfers among organi-
zational citizens will be used prominently in the
215! century, as will experts who help people un-
derstand the nuances of other cultures. As at ABB
today, many firms’ TMTs will be culturally diverse.
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Success will depend on the ability of a firm's top
managers to form a community of citizens rather
than a band of employees working for a firm.

Sustaining an Effective Organizational Culture

Organizational culture refers to the complex set of
ideologies, symbols, and core values shared
throughout the firm. Several business writers be-
lieve that the challenges to firms in the 21%' century
will be not so much technical or rational as cultur-
al—"how to lead the organizations that create and
nurture knowledge; how to know when to set our
machines aside and rely on instinct and judgment;
how to live in a world in which companies have
ever increasing visibility; and how to maintain, as
individuals and organizations, our ability to
learn.”s9

Culture provides the context within which strat-
egies are formulated and implemented. Organiza-
tional culture is concerned with decisions, actions,
communication patterns, and communication net-
works. Formed over the life of a company, culture
reflects what the firm has learned across time
through its responses to the continuous challenges
of survival and growth. Culture is rooted in history,
held collectively, and is of sufficient complexity to
resist many attempts at direct manipulation. Be-
cause it influences how the firm conducts its busi-
ness, as well as the methods used to regulate and
control the behavior of organizational citizens, cul-
ture can be a competitive advantage.

In the global economy, strategic leaders capable
of learning how to shape a firm's culture in com-
petitively relevant ways will become a valued
source of competitive advantage. Chrysler's CEO
Robert Eaton and President Robert Lutz are strate-
gic leaders thought to be sources of competitive
advantage for their firm. The secret to his compa-
ny's recognition as “Detroit’s profitability cham-
pion,” Eaton suggested, is the "Chrysler difference;
a corporate culture that rejects Motown's hide-
bound bureaucratic traditions.” Some analysts
support this suggestion, noting that “no group of
managers has stirred up Detroit more since Ford's
fabled Whiz Kids of the 1950s.” In one writer's view,
the firm's tone "is set by Eaton, whose low-key
demeanor belies a fierce competitive streak, and
Lutz, the swashbuckling ex-Marine with a flair for
product creation. But behind Eaton and Lutz,
Chrysler boasts a little-known cast of managers
who've become the envy of the industry.””° Inte-
grating this culture with Daimler-Benz's may prove
to be challenging. On the other hand, a successful
integration of these cultures could result in a com-
petitive advantage for the new firm.

The social energy that drives Southwest Airlines
is largely a product of CEO Herb Kelleher and the
managers who surround him. The firm'’s culture is
responsible for the company’s steady growth,
above-average profitability, and the avoidance of
employee layoffs for more than 25 years. Actions
that exemplify Southwest's culture include: “Pilots
hold barbecues to thank mechanics; flight atten-
dants sing safety instructions on board; agents
hang mirrors on their computers to make sure
they're smiling when taking reservations; Kelleher
is generous with hugs and kisses.” Employees are
committed to treating coworkers and customers
with respect and dignity, having fun, and working
hard. An indication of the culture’s desirability is
that 137,000 people applied in 1996 for only 5,000
Southwest Airlines’ job openings.”!

Effective cultures are ones in which organiza-
tional citizens understand that competitive advan-
tages do not last forever and that the firm must
move forward continuously. When citizens are
comfortable with the reality of constant change
and the need for a never-ending stream of innova-
tions, patterns and practices are in place that can
enhance global competitiveness.

Emphasizing Ethical Practices

Ethical practices serve as a moral filter through
which potential courses of action are evaluated.”?
The influence of top managers on the firm's ethical
practices and outcomes is accepted by business
practitioners, academics, and society. In the 21%
century, effective strategic leaders will use hon-
esty, trust, and integrity as the foundations for
their decisions. Strategic leaders displaying these
qualities are capable of inspiring their employees
and developing an organizational culture in which
ethical practices are the behavioral norm. Acer
CEO Stan Shih notes that for his employees there
is simply no alternative to dealing honestly with
all of the firm's stakeholders. Shih's belief that
human nature is basically positive and good could
be the force driving his forthright and ethical busi-
ness practices.”?

The challenge for strategic leaders is how to
instill normative values that guide corporate ac-
tion and individuals’ behaviors.”* In the final anal-
ysis, ethical decision-making processes result in
the use of organizational resources to obtain ben-
efits desired by legitimate stakeholders. A strate-
gic leader’s commitment to pursuits in which legal,
ethical, and social concerns have been taken into
account is thought to be both morally right and
economically efficient.

Establishing ethical practices will be difficult for
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strategic leaders in the 21°! century’s global econ-
omy because of the significant diversity of the cul-
tures and economic structures within which firms
will compete. An understanding of the interests of
all legitimate stakeholders will come only through
analysis of and sensitivity to cultural diversity. A
strategic leader’'s commitment to serve stakehold-
ers’ legitimate claims will contribute to the estab-
lishment and continuation of an ethical organiza-
tional culture. Employee practices that take place
in such a culture become the set of accepted and
expected commitments, decisions, and actions that
should be taken when dealing with the firm's
stakeholders.

Establishing Balanced Organizational Controls

Organizational controls are the formal, informa-
tion-based procedures that strategic leaders and
managers use to frame, maintain, and alter pat-
terns of organizational activities.”> The new com-
petitive landscape makes it difficult to establish
such controls, which, by their nature, limit employ-
ees’ behaviors. Controls influence and guide work
in ways necessary to achieve performance objec-
tives. The new competitive landscape is replete
with opportunities that are addressed most effec-
tively through innovation and creativity. Strategic
leaders able to establish controls that facilitate
flexible, innovative employee behaviors will earn
a competitive premium for their firm.

Top managers are responsible for the develop-
ment and effective use of two types of internal
controls—strategic controls and financial con-
trols.”® Strategic controls require information-
based exchanges among the CEO, top manage-
ment team members, and organizational citizens.
To exercise effective strategic control, top manag-
ers must acquire deep understandings of the com-
petitive conditions and dynamics of each of the
units or divisions for which they are responsible.
Exchanges of information occur through both infor-
mal, unplanned meetings and interactions sched-
uled on a routine, formal basis. The effectiveness
of strategic controls is increased substantially
when strategic leaders are able to integrate dis-
parate sets of information to yield competitively
relevant insights. Because their emphasis is on
actions rather than outcomes, strategic controls
encourage lower-level managers to make deci-
sions that incorporate moderate and acceptable
levels of risk. Moreover, a focus on the content of
strategic actions provides the flexibility managers
and other great group members require to take
advantage of competitive opportunities that de-
velop rapidly in the new competitive landscape.

Financial controls entail objective criteria (e.g.,
various accounting-based measures) that strategic
leaders use to evaluate returns earned by com-
pany units and those responsible for their per-
formance. By focusing on performance-induced
outcomes, financial controls encourage the accom-
plishment of short-term performance goals. An em-
phasis on financial rather than strategic controls
makes managerial rewards contingent on achieve-
ment of financial outcomes. Therefore, an empha-
sis on short-term financial performance goals en-
courages risk-adverse managerial decisions and
behaviors.

Effective top managers seek to develop and use
a balanced set of strategic and financial controls.
Typically, this outcome is achieved by using stra-
tegic controls to focus on positive long-term results
while pursuing simultaneously the requirement to
execute corporate actions in a financially prudent
and appropriate manner. In this fashion, strategic
leaders are able to use strategic controls to in-
crease the probability that their firm will gain the
benetfits of carefully formulated strategies, but not
at the expense of the type of financial performance
that is critical to successtul strategy implementa-
tion processes and to the firm's ability to satisfy
selected stakeholders. Nonetheless, the diversity
of the global economy, coupled with the dynamic
challenges embedded within the new competitive
landscape, highlight the increasing importance of
strategic controls. Providing the leadership re-
quired for the firm to compete successtully in mul-
tiple countries and cultures demands strategic
leadership practices that are oriented largely to
the integration of disparate competitive informa-
tion and the use of broad-based strategic controls.

Recommendations for Effective Strategic
Leadership Practices

Competition in the 21! century’s global economy
will occur in postindustrial societies that ditfer
dramatically from the industrial societies they are
replacing.

Industrial societies and the commercial enter-
prises operating within them have been focused
primarily on activities intended to create wealth.
Technological and scientific advances were the
principal means through which wealth was cre-
ated in such sectors as medicine, agriculture, com-
munications, energy, transportation, and electron-
ics. In the postindustrial era, information-based
technology and internationalization are the pri-
mary wealth-creation activities. In this era, “(1)
much of the economic production occurs in service
and high-technology sectors; (2) there is increasing
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globalization of finance, production, labor, and
product markets, (3) economic growth is confronted
with ecological limits, and (4) there is a movement
toward democratization of markets and politics” in
many of the world's countries.””

The attributes of the postindustrial era create
more risk for firms that attempt to create wealth by
competing in multiple marketplaces. Strategic
leaders face challenges that may become perva-
sive as more market democratization processes oc-
cur throughout the world. These leaders are of-
fered the following recommendations.

A Growth Orientation

The realities of competition in the global economy
demand a corporate focus on growth rather than on
downsizing and cost reductions. A variety of stra-

The realities of competition in the global
economy demand a corporate focus on
growth rather than on downsizing and
cost reductions.

tegic approaches can be used in the pursuit of
growth, including acquisition, innovation and
product development, extreme decentralization,
and concentration on product line extensions to
provide customers with additional value. The
means are less critical than the desired outcome.
The most effective strategic leaders will be capa-
ble of working with all organizational citizens to
find ways to match the firm’s resources, capabili-
ties, and core competencies with relevant growth-
oriented opportunities.

Knowledge Management

Strategic leaders must enable their organiza-
tions to develop, exploit, and protect the intellec-
tual capital contained in their citizens' knowl-
edge bases. They are challenged to develop
pathways through which knowledge can be trans-
ferred to people and units where it can be further
developed and used to pursue strategic competi-
tiveness. Managing knowledge in this manner
challenges conventional thinking and increases
the likelihood that the firm will be able to create
new competitive space in its markets. In the
words of Warren Bennis, “the key to competitive
advantage in the 1990s and beyond will be the
capacity of leadership to create the social archi-
tecture that generates intellectual capital. Suc-
cess will belong to those who unfetter greatness

within their organizations and find ways to keep
it there."78

Through voluntary arrangements such as strate-
gic alliances, joint ventures, technology ex-
changes, and licensing agreements, firms pool
their resources to create goods and services with
economic value. They create knowledge that, in
turn, facilitates the development of competitively
valuable goods or services.” Strategic leaders who
learn how to manage such collaborations will be-
come a source of competitive advantage for their
organizations. The most effective strategic leaders
will develop the skills required to engage simulta-
neously in competitive and cooperative behav-
iors.80 Companies that both effectively cooperate
and compete with other enterprises will earn
above-average financial returns. The creativity of
great groups will be instrumental in isolating co-
operative projects from those for which competitive
behaviors are more appropriate.

Mobilization of Human Capital

Implied throughout is the need for companies to
adapt to the significant changes in the global
economy. To cope with changes in the world's so-
cieties, technologies, and markets, 215" century
strategic leaders will be challenged to mobilize
citizens in ways that increase their adaptive abil-
ities. Leaders should refrain from providing an-
swers; instead, their focus should be on asking
challenging questions. They should request that
citizens working as members of great groups con-
sider relevant information to determine how the
firm can use its knowledge base to achieve strate-
gic competitiveness. Asking citizens to accept their
roles as leaders and colleagues while working in
great groups can be expected to mobilize their efforts
around key strategic issues. Facilitating citizens' ef-
forts to challenge the historical conduct of business
in the firm also can galvanize them as they seek to
accomplish relevant goals. The development and
mobilization of human capital is vital if the firm is to
achieve the strategic flexibility that is linked with
success in the new competitive landscape.8!

Developing an Effective Organizational Culture

As the social energy that drives the firm, culture
exerts a vital influence on performance. To facili-
tate the development of values oriented to growth
and success, 215 century strategic leaders should
commit to being open, honest, and forthright in
their interactions with all stakeholders, including
organizational citizens.

Such a commitment supported James Bonini's
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Table 1
Strategic Leadership Practices

20'® Century Practices

21°* Century Practices

Outcome focused

Stoic and confident

Sought to acquire knowledge

Guided people’s creativity

Work flows determined by hierarchy
Articulated the importance of integrity
Demanded respect

Tolerated diversity

Reacted to environmental change
Served as the great leader

Views employees as a resource
Operated primarily through a domestic mindset
Invested in employees’ development

Outcome and process focused

Confident, but without hubris

Seeks to acquire and leverage knowledge

Seeks to release and nurture people’s creativity
Work flows influenced by relationships
Demonstrates the importance of integrity by actions
Willing to earn respect

Seeks diversity

Acts to anticipate environmental change

Serves as the leader and as a great group member
Views organizational citizens as a critical resource
Operates primarily through a global mindset
Invests significantly in citizens’ continuous development

work as the manager of Chrysler Corp.’s big-van
plant in Windsor, Ontario. At the young age of 33
and with limited manufacturing experience, Bo-
nini needed the support of the plant’s 84 managers,
1,800 workers, and officials of the local Canadian
autoworkers’ union. In a display of candor and
honesty, Bonini acknowledged his youth and inex-
perience to those he was to lead and solicited help
from everyone involved with the plant. He sched-
uled town hall meetings to hear workers' ideas and
complaints, met with union officials, and made
certain that each employee knew him. He made
frequent visits to the plant floor to verify that work
was proceeding as intended and to request work-
ers’ insights regarding improvements. Employees
responded positively to Bonini's candor, honesty,
and integrity.82

Remaining Focused on the Future

The significant differences between effective
strategic leadership practices in the 20'* and the
21°' centuries are presented in Table 1. CEOs
who apply practices associated with 215 century
strategic leadership can create sources of com-
petitive advantage for their organizations. The
competitive advantages resulting from the work
of CEOs as chief leaders and the contributions of
great groups as members of organizational com-
munities will allow firms to improve their global
competitiveness.

Strategic leaders must use some of their time
and energies to predict future competitive condi-
tions and challenges. Companies in the United
States, Europe, and Japan have intensified their
competitive actions in the world's emerging mar-
kets. This emphasis is understandable, given that
emerging markets constitute a new and important

competitive frontier. However, high levels of risk
are associated with these significant opportuni-
ties. Major reversals in the trend toward democra-
tization of countries’ markets and their accompa-
nying political structures could have significant
implications for strategic leaders and their firms.83
Effective strategies leaders should seek informa-
tion that will allow them to predict accurately
changes in various global markets. Strategic col-
laborations, with host governments and other com-
panies, are a valuable means of dealing with
changing conditions in emerging economic struc-
tures. By aligning their strategies with an emerg-
ing country's best interests, firms increase their
chance of competitive success in volatile situa-
tions. Failure to develop these understandings will
inhibit strategic leaders’ efforts to lead their firms
effectively in the 21°' century.
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