TALENT MANAGEMENT
urning Potential
INto Success

The missing link in leadership development
by Claudio Ferndndez-Ardoz, Andrew Roscoe, and Kentaro Aramaki

This document is authorized for use only by connie kamm (CONNIEKAMM@KAMMSOLUTIONS.COM). Copying or posting is an infringement of copyright. Please contact
customerservice@harvardbusiness.org or 800-988-0886 for additional copies.



http://hbr.org/search/R1706E

FEATURE TURNING POTENTIAL INTO SUCCESS

TURNING POTE]

THE MISSING LINK IN [E i,

2 HARVARD BUSINESS REVIEW NOVEMBER-DECEMBER 2017

This document is authorized for use only by connie kamm (CONNIEKAMM@KAMMSOLUTIONS.COM). Copying or posting is an infringement of copyright. Please contact
customerservice@harvardbusiness.org or 800-988-0886 for additional copies.



FOR ARTICLE REPRINTS CALL 800-988-0886 OR 617-783-7500, OR VISIT HER.ORG

SUCCESS

BY CLAUDIO FERNANDEZ-ARAOZ, ANDREW ROSCOE, AND KENTARO ARAMAKI

~ Organizations around the world are failing on one
- key metric of success: leadership development.

According to research from the Corporate Executive
Board (CEB), 66% of companies invest in programs
that aim to identify high-potential employees and help
them advance, but only 24% of senior executives at those
firms consider the programs to be a success. A mere 13% have
confidence in the rising leaders at their firms, down from an
already-low 17% just three years ago. And at the world’s largest
corporations—which each employ thousands of executives—a
full 30% of new CEOs are hired from the outside.
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IN BRIEF
—

THE PROBLEM

Corporate leadership
development programs
aren’t working. Less than

a quarter of executives at
the organizations that have
them think they’re effective.

THE ANALYSIS

Evaluations of managers at
thousands of corporations
suggest that 72% have what
it takes to grow into C-suite
roles. How can we bridge the
gap between this raw talent
and executive success?

THE SOLUTION

By following four steps:
Determine the most
important competencies
for leadership roles in
your organization.

Assess employees’
potential by looking

at the five predictors
associated with success—
motivation, curiosity,
insight, engagement, and
determination.

Map people’s potential to
the competencies required
in various roles.

Give emerging leaders the
opportunities, coaching,
and support they need

to strengthen the critical
competencies.

The problem isn’t a lack of internal talent. At Egon
Zehnder we’ve been measuring executive potential
for more than 30 years, and we’ve identified the pre-
dictors that correlate strongly with competence at the
top. The first is the right motivation. This generally
means a fierce commitment to excel in the pursuit of
big, collective goals but, to a great extent, is contex-
tual. For example, the leaders of a large charity and of
an investment bank will need different kinds of mo-
tivation. This predictor can’t easily be rated or com-
pared meaningfully across individuals. However, the
other predictors—curiosity, insight, engagement, and
determination—can be measured and compared. And
when we look at how managers in our global database
(who come from thousands of companies in all sectors
and are mostly in the top three levels of the hierarchy)
score on those four key hallmarks, we find that 72% of
them demonstrate the potential to grow into C-suite
roles. In addition, 9% have what it takes to become
competent CEOs.

Unfortunately, many organizations haven’t fig-
ured out how to fully develop their prospective
leaders. That limits these people’s advancement and
eventually their engagement and, ultimately, leads
to turnover. Recent research from Gallup shows
that 51% of U.S. managers feel disconnected from
their jobs and companies, while 55% are looking for
outside opportunities. And the problem cascades
down: According to two comprehensive studies from
Indeed.com, the most popular U.S. job-search web-
site, 71% of employees are either actively hunting for
or open to a new job, while 58% review postings at
least monthly. The average rate of employee turn-
over (of which about three-quarters is voluntary) has
been growing steadily for the past six years. In 2016 it
hit a new high of 20.3% in the United States, and it’s
much higher in the most attractive sectors. The stats
in other countries are comparable.

Low engagement and high turnover are extremely
costly for organizations, especially if the people
jumping ship are high potentials in whom much has
already been invested. How can companies prevent
this massive waste of talent and create more-effective
development programs?

e First, by determining the most important compe-
tencies for leadership roles at their organizations. In
our leadership advisory services at Egon Zehnder,
we’ve identified seven that we believe are crucial
for most executive positions at large companies: re-
sults orientation, strategic orientation, collaboration
and influence, team leadership, developing organi-
zational capabilities, change leadership, and market
understanding. In addition, many leading compa-
nies are finding that an eighth—inclusiveness—is
essential to executive performance.

e Second, by rigorously assessing the potential of as-
piring managers: checking their motivational fit and
carefully rating them on the four key hallmarks—

curiosity, insight, engagement, and determination.
(See the June 2014 HBR article “21st-Century Talent
Spotting” for a primer on this.)

e Third, by creating a growth map showing how a per-
son’s strengths in each of the hallmarks aligns with
the competencies required in various roles.

e Fourth, by giving high potentials the right develop-
ment opportunities—including job rotations and
promotions they might not seem completely qual-
ified for but that fit their growth maps—as well as
targeted coaching and support.

Companies like Japan Tobacco and Prudential PLC,
the British multinational life insurance and financial
services group, have used this approach to enhance
their talent development programs and boost their in-
ternal leadership pipelines. Following it requires deep
commitment from senior executives and some invest-
ment in the human resources function. But the cost of
inaction is greater: As competition for smart and able
managers heats up around the world, organizations
can’t keep ignoring and demoralizing internal talent
while filling their C-suites with expensive external
hires. They must learn to grow their own leaders.

GETTING A READ ON NEEDS AND SKILLS

Before an organization can begin mapping manag-
ers’ potential to required competencies, it must de-
termine what exactly it needs. That will vary from
business to business. A company recently acquired
by a private equity firm would probably want to make
results orientation a priority, while the management
of an old-fashioned bank trying to stay relevant in a
digital age might need keen market understanding
and a strategic orientation.

Requirements will vary from role to role within
firms as well. Let’s consider the competencies that
the board of one pharmaceutical company we worked
with projected that its CEO, CFO (who was also the
chief strategy officer), and business unit heads would
need three years down the road, given its midterm
strategy. Like all chief executives, the CEO had to
have strong strategic and results orientations. But
this particular company was trying to adapt to the
digital era and to become more diverse in its people
and more flexible in its way of working, so the board
also highlighted inclusiveness and team and change
leadership as priorities. For the CFO—who would be
tasked with overseeing the implementation of the
new strategies—collaboration and influence, change
leadership, and strategic orientation were deemed
must-haves. And for the unit heads, who would be
on the front lines of strategic and cultural change
and also responsible for hitting demanding budgets,
the key competencies were results orientation, devel-
oping organizational capabilities, team leadership,
and inclusiveness.
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LEVELS OF COMPETENCE

We evaluate executives on their mastery of eight leadership competencies (listed in the far left column),
assessing where they fall on a spectrum from 1 (baseline) to 7 (extraordinary). We have found that four
traits—curiosity, insight, engagement, and determination—predict how far managers will progress.
Below each competency are the traits linked to strength in it.
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Your organization should similarly aim to identify
the competencies that are most crucial for its top roles
in light of its own challenges and goals. We suggest rat-
ing the level of proficiency needed in each competency
for each role on a scale from 1to 7. (For a more detailed
explanation of how to translate skill levels into numer-
ical scores, see the exhibit “Levels of Competence.”)
C-level positions typically require a rating of at least 4
in the competencies critical for those roles, and CEO
positions, a rating of at least 5.

You should cascade this process down through the
ranks so that you have a clearer idea of the key skills
needed to do lower-tier managerial jobs, too. With all
positions, however, you must resist the temptation
to demand high levels of all competencies, because
yowll never find leaders who are perfect. In a study of
more than 5,000 executives at 47 companies we con-
ducted with McKinsey, we found that only 1% had an
average proficiency score of 6 or better, and just 11%
had an average score of 5. So even for the most senior
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positions, you should seek above-par scores in most
competencies and stand-out scores in just two or three.

The next step is to comprehensively assess future
leaders’ current competencies and their potential for
growth. You can do this through a deep review of their
work experience; direct questioning; and conversa-
tions with their bosses, peers, and direct reports. To
get the best information out of people and their col-
leagues, pose open-ended questions and probe. For
instance, to get a read on how much determination
managers have, ask about a time something went
badly for them and how they responded. To assess
their competence at developing organizational ca-
pabilities, press for details about the people they’ve
mentored. You should score each person on each hall-
mark of potential; at Egon Zehnder we use a scale of
1 (emerging) to 4 (extraordinary) for this. You should
also score each person on his or her current level of

RESIST THE TEMPTATTON
[ DEMAND HIGH LEVELS

INALL C

YOULL NEVER FIND PERFECT

LEADERS.

MPETENCIES.

each core competency (using the 1-to-7 scale), creating
a snapshot of where he or she stands.

With this information, you can now take the crit-
ical third step: predicting where each executive is
likely to succeed. Having compared our 30 years’
worth of executives’ baseline scores with informa-
tion about their eventual career growth, we can tell
you that there are patterns in how individual hall-
marks translate to the eventual mastery of leadership
competencies. Curiosity is significantly correlated
with all eight, so strong scores in it are a prerequisite
for anyone being considered for development and
promotion. However, the three other hallmarks are
each correlated with different competencies and can
therefore help us project how leaders will develop.
For example, and perhaps not surprisingly, insight is
a good predictor of the ability to develop a strategic
orientation and market understanding. On a more

granular level, we estimate that someone with a score
of at least 3 (out of 4) on that hallmark (and on curios-
ity) should be able to achieve, with the right support,
alevel 5 competency (out of 7) in strategic orientation.
We’ve also found that people with high determination
scores can build the strongest results orientation and
change leadership competencies, while those with
high engagement scores are likely to be strongest
in team leadership, collaboration and influence, and
developing organizational capabilities.

Armed with assessments of your emerging lead-
ers’ current competencies and potential for growth
in each area, you will be in a much better position to
make development and succession plans throughout
your organization. And that will help you ensure that
you have a strong pipeline of people to fill C-suite roles
in the future.

The experiences of a major global manufacturer we
advised illustrate how this works. The company’s CEO
was due toretire in a year, and the board was trying to
decide who should replace him. When we appraised
two internal candidates, X and Y, we found that they
had comparable strengths but very different profiles.
At the time X, a veteran operator in the company’s
core business, had a higher level of two competen-
cies critical to the CEO job—results orientation and
market understanding. But his lower scores on deter-
mination, insight, and curiosity revealed that his po-
tential for growth was more limited. Y, who had come
up through the ranks in an emerging business, was
by contrast slightly weaker on current competencies
but, with strong scores on all the hallmarks, showed
significantly more potential to perform well as a CEO.
(See the exhibit “Comparing Two Candidates.”)

When the board reviewed these findings, a heated
discussion ensued. One senior director argued ad-
amantly for the appointment of X, who had slightly
stronger competencies and had deep exposure to the
core business. Another director strongly favored Y be-
cause of his higher potential. A third director favored
an external search given the need for a fully qualified,
competitive CEO in just one year. Eventually, the
group landed on a creative solution: Ask the current
chief executive to stay an extra year, during which
he and the board could offer customized develop-
ment programs to both internal candidates and then
monitor their growth.

This is the fourth key step in turning high poten-
tials—at all levels—into leaders: Give them the op-
portunities, coaching, and support they need to close
the gap between their potential and their current
competencies. For example, a highly curious, insight-
ful person might be assigned to strategic-planning
and innovation projects. Highly determined people
should be involved in business-unit turnarounds and
cultural-change efforts. Employees with high levels of
engagement should be asked to manage small teams
and work with key clients.

6 HARVARD BUSINESS REVIEW NOVEMBER-DECEMBER 2017

This document is authorized for use only by connie kamm (CONNIEKAMM@KAMMSOLUTIONS.COM). Copying or posting is an infringement of copyright. Please contact
customerservice@harvardbusiness.org or 800-988-0886 for additional copies.



COMPARING TWO CANDIDATES

When X and Y are evaluated on their current levels of the competencies needed
for the CEO position at a global manufacturer, X looks like the better candidate.

He is closer to the company’s targets for the role.

But when potential is measured, Y begins to shine. His assessment indicates

that he could develop his skills beyond X’s.
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ASSESSMENT OF POTENTIAL

Well-planned job rotations are also crucial. A survey
of 823 highly successful senior executives conducted
by Egon Zehnder revealed that the vast majority of
them consider stretch assignments and job rotations
to be the most important way to accelerate a career.
Yet according to a yearly survey of 500 companies by
HBS professor Boris Groysberg, these talent practices
are actually ones that organizations are the worst at.

The most effective rotations are tailored to indi-
viduals’ development needs. To strengthen results
orientation, for instance, you should move manag-
ers through jobs where they’ll have P&L responsibil-
ity, oversee a start-up initiative, or help implement a
restructuring. If the goal is to strengthen someone’s

CURIOSITY INSIGHT

DETERMINATION ENGAGEMENT

(-

SOURCE EGON ZEHNDER

inclusiveness competency, rotations through regional
businesses and corporatewide functions are a good ap-
proach. (For more on how to use assignments to build
specific competencies, see the exhibit “Matching the
Hi-Po to the Job.”)

To help your high potentials build their strengths
and make the most of opportunities, you can provide
individual coaching and group interventions (which
might, say, help their teams create a better sense of
identity and purpose). At the global manufacturer
that was preparing to replace its CEO, candidate X was
given coaching to help him build people-related com-
petencies, while candidate Y was tasked with leading
P&L improvements in multiple regions to increase his
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COMPETENCY

MATCHING THE HI-PO TO THE JOB

Specific kinds of stretch assignments help executives build individual leadership
competencies. To strengthen their results orientation, for instance, you can put
them in jobs where they’ll manage a P&L, run a start-up, or oversee a restructuring.

LEADING MANAGING A P&L | LEADING MULTIPLE MANAGING A RUNNING OVERSEEING A
A LARGE REGIONS OR CORPORATE-WIDE | A START-UP RESTRUCTURING
ORGANIZATION BUSINESSES FUNCTION OPERATION
RESULTS
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CURRENT COMPETENGE AND
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market understanding and his inclusiveness, which
were significantly below the level the firm thought
a “fully qualified” CEO should have. A year later the
executives were assessed again, and while both had
improved, Y’s growth well outpaced that of X, to the
point where their competencies were nearly equal. The
board decided to offer the CEO job to Y, who went on
to successfully implement major change programs and
growth initiatives, including mergers and acquisitions.
He quadrupled the company’s operating income while
increasing return on equity from 3% to 11%.

An example of how targeted development works
at lower levels comes from an Asia-based global
manufacturer, whose CEO was concerned about the

SOURCE EGON ZEHNDER

slow progress of a diversity initiative. One of its goals
was to propel women up the ranks (see the sidebar
“Capturing the Female Advantage”), but none had so
far been identified as high potentials by their bosses.
The CEO decided to launch a pilot program that in-
volved assessing 10 female managers selected by the
head of HR for both potential and competence. The
results were striking: The assessments showed that
most of them had the attributes necessary to succeed
in senior executive roles down the road.

Z, a 30-something corporate planning officer, was
one of the women selected. Because of her strong
curiosity and engagement, her average potential
competency was a high 4.7, but her average current
competency score was a low 2.6. And in a couple of
areas—strategic orientation and the development of
organizational capabilities—she fell well under the
target levels for her next possible role and far short of
those needed for more-senior jobs.

However, further research showed that the com-
pany had failed to help her build those skills. She’d
never been asked to manage her own team or lead
strategy projects. Her bosses worried about “burden-
ing” someone so “junior” with such big assignments,
and Z herself admitted that she lacked confidence.

But the assessment results helped change those
attitudes. As the person with the strongest potential
scores among all her peers in her department, Z started
to get—and embrace—more challenging work. The CEO
soon appointed her to head up strategy at a large U.S.
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subsidiary and supported her by enrolling her in an
executive business program and asking the chief hu-
man resources officer to serve as her mentor. Z spent
a year and a half overseeing multinational projects and
proved to be an excellent team builder and strategist.
The CEO then asked her to return to headquarters and
promoted her to head of alliance management, where
she is now effectively leading a sizable group.

The stories of Z and X and Y highlight the fact that
for most executive appointments, and especially suc-
cessions at the top, organizations must make trade-
offs between current competence and development
potential. A sound estimate of how far each of your
top leaders can go will allow you to do that in a less
risky, more effective way.

REAL RESULTS IN PRACTICE

When companies take this approach to leadership
development—focusing on potential and figuring out
how to help people build the competencies they need
for various roles—they see results.

Shortly after Japan Tobacco’s privatization, in 1985,
the company decided to globalize and to diversify into
various businesses, including food and pharmaceuti-
cals. Because of this it needed a new class of leaders.
But in Japan hiring executives from the outside has
long been highly unusual. In addition, most companies
still tend to favor tenure over competence or potential
in promotions. Japan Tobacco decided to stick with
the first tradition but abandon the second. It began to
rigorously assess current leaders’ potential and acceler-
ate their development through frequent rotations and
focused training. Since then, the company’s high po-
tentials have been “owned” by HR and “leased” to key
departments under aninitiative, currently labeled New
Leadership Program, that is constantly tweaked with an
eye toward future business scenarios. This approach to
leadership development, together with sound strategic
decisions, has produced impressive corporate results:
After acquiring the British company Gallaher, in 2007,
Japan Tobacco became the third-largest global player
in the cigarette sector, and thanks toits profitable diver-
sification across geographies and industries, it became
the sixth-largest Japanese company in corporate value
across all sectors.

Four years ago, Prudential PLC also decided torede-
sign its leadership development practices to match its
global ambitions. At the time, management acknowl-
edged that the existing talent-review process was “as-
sessment-heavy but insight-light” and too focused on
current capabilities. Senior leaders set out to revamp it
by emphasizing rigorous succession planning across all
divisions and regions. Though this change was led by
the executive committee and board, development now
cascades up rather than down and starts with conver-
sations between HR leaders and line managers, who
have been trained to spot future stars. Team managers

I
CAPTURING THE FEMALE ADVANTAGE

Women are still underrepresented in the top echelons of
corporations today. In an effort to learn why, we dug into our global
database of ratings of executives’ potential and competence, to
see how the women compared with their male counterparts. The
results were telling:

On average, women’s scores trail men’s on five of the seven key
competencies of leaders. While all the differences are statistically
significant, they’re large in only two areas: strategic orientation
and market understanding.

However, women score higher than men on three of the
four hallmarks of potential—curiosity, engagement, and
determination—while men have a slightly stronger level of insight.
Again, the differences are statistically significant but not too large,
except in the case of determination, where the female executives
we’ve assessed scored much higher than their male peers.

How can we reconcile these findings? Why do women have
higher potential but less competence than men? We believe
it’s because women are typically not given the roles and
responsibilities they need to hone critical competencies. How
can you develop team leadership if you’re not given the chance
to manage a team, or strengthen your strategic orientation if you
never participate in any planning discussions or strategic projects?

openly discuss business imperatives, critical roles, and
successors, all through the lens of potential, and unit
leaders report back up to the group’s CHRO and CEO,
Tim Rolfe and Mike Wells, sharing details about why
people were deemed high potentials and how over time
they can grow into different roles across the organiza-
tion. What have the results been? In 2016, Prudential
had 19 openings in its top 100 global roles, including five
at the executive committee level, and all but one were
filled through internal promotions. The new approach
has helped the firm find great leaders even for its most
quantitative and analytical businesses, such as asset
management, and allowed it to put unexpected people
in highly critical roles. For example, Prudential recently
announced that it would move Raghu Hariharan, the
director of strategy and capital market relations in the
group head office, into a position as CFO of the firm’s
Asiabusiness.

More organizations should follow these models. A
scientific approach to talent development—focused on
spotting high potentials, understanding their capacity
for growth in key competencies, and giving them the
experience and support they need to succeed—will be
an extraordinary source of competitive advantage in
the coming decades. And it will help many more man-
agers transform themselves into the great leaders they
were always meant to be. © HBR Reprint R1706E
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