A Conversation

From Paternalism to Performance: Leading Enterprise-Wide Change

The Lord Smon of Highbury and Douglas A. Ready

Anindustry giant in the U.K., British Petroleum (BP) is the world’s fourth largest oil company. BP extracts ail
from around the world and sellsits productsin over 100 countries. In addition, it operates alarge chemicals
business and manages one of the largest solar opera-donsin the world. In the mid 1980s, due to declining oil
prices and several failed exploration activities, BP came under intense pressure to cut its operating expenses. In
1992, after the first quarterly loss in the company’s history, BP fired its Chairman and elevated Sir David Simon
to that position. Widely regarded as a brilliant strategist, he led BP from its nadir to stellar operating
performance in just four years. The challenge, at least in part, was leading the transformation from a highly
paternalistic, inward-looking culture to afiercely competitive, market-focused company. In May of thisyear, Sir
David Simon was appointed Minister of Trade and Competitiveness for Europe and a member of the House of
Lords, becoming The Lord Simon of Highbury. This conversation took place in September 1996, when he was
still leading BP.

Dr. Douglas Ready, Executive Director of the International Consortium for Executive Development Research
(ICEDR) and a Professor at the Arthur D. Little School of Management, had the opportunity to interview Lord
Simon as a part of the Developing Global Capability study he was leading. The study, jointly sponsored by ADL
and ICEDR, is acomprehensive look at the behaviors of 28 global companiesin their quest to achieve sustained
competitiveness. Thisisthe second of a series of articles by Dr. Ready on |eading enterprise-wide change.

Doug Ready: What do you see as the difference between the BP of 1987 and the BP of 1997 —and even
perhaps the BP of 2007 —in terms of the top strategic challenges facing British Petroleum?

David Simon: Our main challenge over the past 10 years has been to build a capacity for competitive
performance. That’s been the number one strategic priority. We’ ve understood that none of our other
achievements — becoming more effective at strategy, broadening the company’ s asset base, internationalizing —
would be effective for our shareholders unless we married those achievements with continuous short-run
performance. So over the last 10 years we have at last achieved real competitiveness. And this may sound a bit
strange to you, Doug, but for us, performance is strategy. They’re not two separate things.

L ooking forward, the biggest challenge will be maintaining discipline within the company to balance com-
petitiveness and growth. | believe we will operate in a continuously liberalizing market with ever-increasing
worldwide competition. So we'll need to stay in some sort of sync aswe take on wider and wider challenges,
because growth will probably imply a more complex organization. How to marry together continuous com-
petitiveness and performance with the strategic notions of growth | think will be the big challenge for large
corporations.

DR: There’salot of talk today about globalization. CEOs often talk about making their organizations globally
effective asakey objective. I'd like your views on this notion. Do you see globalization as an objective for BP?

DS: No, | don’t, frankly. Clearly, as an oil company, we're bound to an extent by geology. The greatest asset for
usisail inthe ground. And the second-greatest asset is customersto sell it to. But we start with the product and
then we find the customers. So in asense, we' re forced by geology to be an international conpany competing at
theworld-class level.

But | don’t understand the notion of being aglobal company. We have to compete in diverse markets because of
the business that we happen to be in. But that competition doesn’t necessarily make us global. Competition may
make a company regional or national or international. To me, thereal question is, do you compete effectively
and can you create value for shareholders by continuing to do what you do? It may be that you have to be global;
it may not. | don’t see any logic in thinking globally initially.

DR: That’s an interesting point. Then how do you think about the notion of going about building organizational
capability within BP and throughout BP and around the world?

DS: WEell, going back to the earlier point about sustaining performance and growth at the same time, these
simple words are very complex in management terms. Our experience is that the key route to developing this
capacity isto build up the largest possible number of people within the organization who understand both the
objective of the organization —what it really istrying to achieve — and how that organization feels comfortable
about going about this mission —in other words, the organization’s style and culture. Y ou need alarge,
committed group of people —the leadership in the broadest sense —who can set the direction and inspire and
encourage more and more peoplein the organization into this process. The committed group may start by
including only the six executives at the top of the company. But that doesn’t last very long, because the process
won't be very effective unlessit includes the next 50 people. And that phase won't last very long or be very



effective until it hasincluded the next 250 people. So you continuously build alignment in the organization,
between the objective and the style in which you’ re going to meet that objective. To me, that isthe leadership
approach that we want to devel op.

Back to your earlier question, I’ m not sure whether that has to be global-minded. | think it has to be consistent,
but it could equally well be national-minded or regional-minded. The key is the coherence between people's
understanding of the objectives of the organization and the comfort with which they go about meeting those
objectivesin stylistic and cultural terms.

DR: | think you' ve hit on akey point. In many organizations there’s a painfully evident gap between this notion
of ashared sense of purpose and meaning and the actual day-to-day behaviors practiced in the organization. As
chairman of BP, how do you think about this notion of building that sense of alignment?

DS: Of course, you don't start with ablank sheet of paper. When it became both my responsibility and my
privilege to be thinking about the leadership role in BP, the organization already had immense strength. It'san
80-year-old company, it’savery large company, and it had been very successful. To me the key to its success
had been a continuous understanding of strategic development over time. BP understood what it needed to do to
grow. It’savery capital-intensive business. It understood project development on aworldwide basis. It had a
very good nose for geology. It had political understanding. All of these are part of the inherited culture of the
company.

But | didn't feel that it had areal understanding of performance in a highly competitive and fast-changing world.
So theinitial techniques we used to build the capacity to compete were actually targeting and focusing on very
simple achievements that could be related to everyday performance, and which we could talk about continuously
and align people to. It was targeted numbers that were very simple.

Now you'll say, but doesn’t everybody do that? The answer is, many competent, strategic organizations don’t do
that. And when they start to change behavior, they take enormous risks. Changing behavior is very complex.
Unlessit’s grounded in some outcome that people can measure very clearly, they get quite confused. And the
bigger the organization, the more confusing.

So technically (in aleadership sense), what was crucial for our organization was to get more focus on perfor-
mance achievement, as defined in detail by the leadership. And that focus on performance achievement started to
build the alignment we needed. After all, we could be the most strategically competent oil company in the world,
with enormous reach and international understanding, but if we don’t produce a profit that grows every day,
we've got a problem. Now that’s a simplistic notion, but it was absolutely fundamental to embedding changein
this company. We needed arealistic, measurable output that would focus people’ s minds on what change was
about.

DR: Continuing this thought about performance measures, many companies have one stated set of measures and
values, yet actually reward people for other behaviors. Other companies face the challenge of establishing one
set of measures that everyone can agree to, to move forward. Have you encountered that problem in BP?

DS: Over time there has been atrend to change BP' s overall remuneration package in two areas, both of which
have helped underpin the change progress. First, we’ ve increased the amount of flexible remuneration versus
fixed salary. We had had what we would regard as afairly paternalistic structure and approach the previous two
or three decades. So making the package more flexible was crucial. Second, we tied the flexible element of the
reward, both short and long-term, to real performance criteria. These include both financial performance and
project performance in the broad sense. We spent alot of time realigning the remuneration package to reflect the
kind of change we wanted to achieve within the company. And that’s a never-ending task. You can't ever say
you' ve finally got the balance right once and for all. It should never be set in concrete. These things will change
according to the messaging and priorities that the |eadership wants to set for the company. The new
remuneration structure certainly contributed to greater flexibility and more focus.

DR: There’ sagood deal of talk today about the notion of global leadership. What's your view? Do you delib-
erately try to develop global leadersin BP, or are your efforts directed more toward devel oping broad-based
leadership capability?

DS: I’'m going to have trouble with this, Doug, because as |’ ve said earlier, | don’t understand the concept of
global management objectives or global capacity. | don’t think globalization is an objective. | think it'san
outcome, if people choose to define their operations that way.

To me, the key issue is devel oping the appropriate leadership for your style and culture. And if you are, aswe
are, acompany with awealth of experience in Europe and the United States, the most important thing isto build
on the strength of that capacity while making it flexible and adaptable. Y ou can't take people who have strong
cultural alignments and understandings and suddenly make them something different overnight. That’svery
confusing. So it’ s difficult for me to imagine what this global person would be.



Wetry to create a BP culture that builds on the strengths of the people within the organization and makes them
flexible and adaptable for whatever markets we go into. That doesn’t stop them from being fundamentally
European or American people, with the behavior patterns and understanding and cultures that reflect their
backgrounds. | don’t know what would make them global all of asudden. I mean, if you send them to Southeast
Asiaor the Middle East, do they become different people? I’ m not sure. Certainly they must adapt, and they
must understand the cultures they’ re working with. If that means they become global people, all right. But |
don’'t have amodel in my mind for a global manager. | have amodel in my mind for an effective, adaptable,
flexible, imaginative manager.

DR: What is your notion of an effective leader at BP?

DS: We have the technical aidsthat any company that believesin executive development has. We have our
square boxes and our profiles, and we pay attention to whether our people are devel oping the strategic and
operational capacitiesto fulfill the sort of objectives we give them. That’sthe, book” answer. And we try to
follow the latest developmentsin executive devel opment, to keep up with the leaders, just aswe do in planning
and strategic capacity. Y ou’ ve got to understand where executive development isin a competitive sense.

So, having got the book answer out of the way, what do | look for in our leadership? | ook for curiosity. | look
for competence. | look for humanity. And | look for commitment. To me, those things are very, very important. |
like people to enjoy getting out of bed every morning and coming to work. | like them to feel that they're
committed to solving problems and contributing, and that every day they like the people they work with and
they’ re going to feel alittle better about it. Those are the sorts of things | look for. It's something | feel, actually.
After years and years of working in this outfit, the back of my neck feels how the people in the team are doing
and how they’ re behaving.

| like plansaswell. | like executive development programs. | like what | call the ,techie” side of the business.
But you can tick all those boxes and confirm that your people have all that capacity, and you can still walk into a
room of your top 50 people and know they’ re not feeling good. And how they feel about what they’ re doing —
their commitment, curiosity, humanity, humor as they go about their day-to-day business— you haveto feel that
in your organization. All the technical staff development in the world can’t actually make that happen.

DR: Do you personally try to develop that sense of curiosity and compassion?

DS: Sure. If | don’t behave like that, how the hell are they going to understand what all that executive devel-
opment is about? After all, whether we like it or not —and there are some of uswho don’t like it very much —
we're bound to be role models in our organizations. One of the toughest things executives haveto learn, aswe
go up the scale in any organization or want to be considered capable of |eadership, isthat people within the
organization try to analyze what it is that makes ustick. So if we don't exhibit these characteristics ourselves on
acontinuous basis, it's hardly surprising if nobody else does. Because they’ re bound to look to usfor clues.
That’swhat leadership’ s about. So we have to offer clues and signalsin our own behavior that are compatible
with what we want the organization to do.

In asense, the challenge of people development is exactly like the strategic challenge for the organization’ s other
assets: to make them both perform conpetitively today and grow in value over time. Y ou’ ve got to align or
synchronize the same two things. Y ou’ ve got to ask, what’ s the feeling today and what is the behavior like right
now? And at the same time, are we devel oping the capacity of people to have the behavior patternswe’ll need in
fiveor ten years' time? Are we correctly anticipating enough of the world they’ re going to live in to know that
the behaviors we' re adopting now are going to be OK? You can’t sit and plan executive development and a
leadership capacity in five or ten years' time without every day checking how you’ re feeling about the way the
people are actually operating today. Synchronizing the people capacity and development with the asset
performance and devel opment is the whole shooting match. That’ s what you' re trying to optimize on adaily
basis, because if you don’t do it on adaily basis you're not going to arrivein five and ten years' time with the
model you want. This may sound highly intellectual, but we actually liveit.

DR: As Chairman of alarge complex organization such as BP, how do you ensure that you' re receiving a
diversity of views, so that as you begin to chart the course for the corporation into the future, you’ re sure that
you’re getting it right?

DS: Mainly through dialogue. Y ou’ ve just got to talk to alot of people. Obviously, in avery strong culture such
asBP's, there are many clans. Over time, you build up a network of contacts, which is part of your informal
information system. We have in that sense a very strong continuous culture. Most of the top team in BP has been
in the company for 25 to 35 years. Most of them have worked together throughout that period. We have both the
strengths and the weaknesses of avery consistent, very continuous culture of people who work closely together,
understand each other very well, and have their own secret languages and codes, like most cultures. If you've
been in that for 35 years, and especially if you've been in many parts of the company, you have aterrific
network. That’s the way we work.



| don’t need hours on telephones. In two minutes | can hear what a problem is, because that’ s the way we're
taught. Now, that’sthe informal system, and theinformal system isvery strong in strong cultures. There are also
the formal dialogues: the monthly performance reports, the quarterly group performance meetings, and all the
preparation for the Board meetings. These are the formal processes. And | get information flows like those every
company produces to keep me aware of the progress of the company.

| likeall that. It's very important. But it doesn’t make up for half an hour or three quarters of an hour every day
walking around with the guysin the top team, just chatting. Hearing where the mood is. | mean, back to our
curiosity and commitment and humor and humanity, when you walk about, you' re cross-referencing all those
things all thetime.

DR: A very powerful and deep-rooted culture can certainly be ablessing. It can also be acurse.
DS: Absolutely.
DR: | imagine it might pose particular challenges when oneis trying to be a change leader.

DS: | think one of the important issuesis to have the capacity to be both ,inside” and ,,outside.” To be ,a
stranger within your own organization” is a phrase | sometimes use to myself. It’s quite hard, because of the
strength of commitment that comes from being part of avery strong culture. But you have to have this capacity
to beastranger. And that’s why curiosity isimportant. Y ou have to keep looking at things with different eyes all
thetime. It'san awarenessissue. It's having the , vibes* and always being restless about the way you look at
things. These personality attributes are very important.

What actually drives the organization to change — irrespective of what a so-called leader or change leader does,
inmy view —isits pride in performance. Y ou see change in many, many companies. It can come through fear. It
can come through stimulation. It can come through the need to turn failure into success. But to my mind the most
continuously effective way of changing any organization isto develop pride in performance, so that people
themselves want to change.

And that pride should go as far as possible down the organization. So there are good aids and bad aids to change.
Fear isabad aid in an organization, but you sure can use it as aleader if you see performance under pressure. It
won’'t help you in the long run, but it focuses people’ s minds. Pride, on the other hand, isagreat long-run
determinant of performance and change.

DR: How do you know in your bones, in your guts, that you' re getting it right? When your objectives or your
vision for BP is starting to materialize, what feels different about the company?

DS: The pride factor is extremely important. When you’ ve been in an organization along time, you can tell
when people feel proud of what their organization is doing. Of course, performance goesin phases. You can’t
have continuously high performance. All leaders loveto say, ,, We will have continuously outstanding
performance.“ But | think personally that organizational performanceislike life: it happensin waves. The
important thing is that even when you' re at the lowest point of the wave, it shouldn’t be too bad. It s got to be
OK-to-good. When you're at the top of the wave, it has to be outstanding. But | don’t think you can achieve
outstanding performance all the time. So the first thing aleader needs to understand is how the organizationis
feeling —isit very proud of what it is achieving? And that’s a contact issue and a,,smell* issueasyou ,,go
walkabout.”

The second thing you notice when things are going right is that people take more risks. People understand that
we'rein arisk business. Capitalism is about taking risks and getting rewards. And the better the risks you can
take, and the more risks you take that are rewarded, the better job you' re going to do. When an organizationis
defensive and not prepared to make mistakes and take risks, you've got areal problem. Y ou can access the
feeling about risk from the way people talk — are they becoming more open-minded to risk?

Arethey prepared to fail? Those are things that | love to hear within the organization.

| also love to hear people encouraging one another to take risks and supporting each other’ s risks within the
organization. Thisiswhat I’m really looking for. In avery big organization, the skill in management isinte-
grating activities and making everybody share everybody else’s problems and successes in a psychological
sense. And you can feel that sense of shared effort. When people stop distancing themselves from failures and
start to help when their colleagues are getting into trouble, then you know the organization is coming out of the
lower end of the cycle and going toward the higher. So those are the things | ook for —and ,,smell* for — every
day.

Dr. Ready ‘would like to thank Dr. Clive Dilloway from BP for arranging thisinterview.

The Lord Simon of Highbury is the former Chairman of British Petroleum and the current U.K. Minister for
Trade and Competitiveness for Europe and is a member of the House of Lordsin the U.K.
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