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Hay Group and Chief Executive partnered to research what
today's companies are doing to develop their leaders and to
identify the critical factors that have the most impact.

In the article, we rank this year's top 20 Best Companies for
Leaders and outline the best practices that distinguish them
from the pack. 

Reprinted from Chief Executive magazine, Nov. 2005, with permission.
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“Nothing I do will
have a more
enduring impact
on P&G’s long-term
success than
helping to develop
other leaders.”
—PROCTER & GAMBLE’S 

A.G. LAFLEY
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omewhere out in the
global sprawl of 160
countries where Procter
& Gamble sells its prod-
ucts is a 35-year-old
manager who, one day,
will be CEO. And the
company’s current chief
executive, A.G. Lafley,

sitting at headquarters back in Cincinnati, is
watching, focusing his attention far and wide
on those bright upstarts.

Lafley takes succession management and
leadership development seriously. He and
his senior vice president for human relations,
Dick Antoine, regularly look through four
“bands,” or layers, of managers to identify
future CEOs. Members of the board of direc-
tors get the same names and are encouraged
to go out into the field to meet the possible
CEOs-in-waiting. “The further out you look,
the more speculative it is,” says Lafley, who
is 58. “When I’m guessing on a 35-year-old,
I really am guessing.”

Overall, Lafley says he spends a third to
half his time on leadership development. The
company says it cannot calculate precisely
how much money it spends on leadership
development, but it is obviously huge. All

employees are subject to 360-degree reviews
beginning within a year after they start,  and
there are a raft of leadership development pro-
grams that span an entire career. Line man-
agers are evaluated—and compensated—not
just on their business results but also on the
basis of how well they develop their organi-
zations. The company also has a computer-
ized Talent Development System containing
names of 3,000 top executives and details of
their backgrounds in order to help in identi-
fying the right person for the right job. 

P&G says it believes it would take com-
petitors considerable time and money to ful-
ly replicate its leadership development
system. “The people we hire, and the focus
we put on their development as leaders, are
critical to P&G’s ability to innovate and com-
pete,” says Lafley, who says he is constantly
looking for “teachable moments” to improve
the skills of his management team. “Nothing
I do will have a more enduring impact on
P&G’s long-term success than helping to
develop other leaders.”

All of which helps explain why P&G
came in first in this year’s ranking of the Top
20 Companies for Leaders, co-sponsored by
the Hay Group and Chief Executive. P&G
beat out several companies that have long

P&G’s A.G. Lafley is No. 1 for 2005
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BY WILLIAM J. HOLSTEIN

1 Procter & Gamble A.G. Lafley

2 PepsiCo Steve Reinemund

3 IBM Sam Palmisano

4 General Electric Jeff Immelt

5 Johnson & Johnson Bill Weldon

6 Dell Kevin Rollins

7 Microsoft Steve Ballmer

8 Home Depot Bob Nardelli

9 JPMorgan Chase Bill Harrison

10 Motorola Ed Zander

11 Pfizer Hank McKinnell

12 FedEx Fred Smith

13 BASF Jürgen Hambrecht

14 Verizon Ivan Seidenberg

15 BAE Systems Mike Turner

16 Johnson Controls John Barth

17 Siemens Klaus Kleinfeld

18 BP John Browne

19 L’Oréal Lindsay Owen-Jones

20 Colgate-Palmolive Reuben Mark

Top 20 Companies for Leaders

Source: Hay Group

Leaders  11/7/05  1:06 PM  Page 25



BEST COMPANIES FOR LEADERS

been lionized for their leadership devel-
opment such as IBM, General Electric
and Johnson & Johnson. The bragging
rights will be particularly sweet for Lafley
because he sits on the GE board, advising
CEO Jeff Immelt.

While P&G and Pepsi, which came in
No. 2, are known for management conti-
nuity and for promoting from within, oth-
er companies making the list this year for
the first time, such as Motorola and Home
Depot, have gone through cultural trans-

formations under CEOs Ed Zander and
Bob Nardelli, who came in from other
companies.

Results this year, the fourth year that the
magazine has published this ranking, are
not strictly comparable with prior years
because of changes in research methodol-
ogy. But it is the first time the magazine
has published a consolidated list of glob-
al companies, not just U.S.-based ones or
non-U.S. companies. One clear outcome:
Major U.S. companies have an edge over

European multinationals. Japanese and
Korean companies, such as Toyota Motor
and Samsung Electronics, are nowhere to
be seen.

For all these companies, however, one
thing is clear: Leadership development has
exploded in importance in recent years. “If
you called these companies up 20 years
ago, you pretty quickly would have been
delegated to the HR people,” says Murray
Dalziel, group managing director for glob-
al practices at the Hay Group, headquar-

Q&A

rocter & Gamble Chief Exec-
utive A.G. Lafley  spoke with
Editor in Chief  William J.
Holstein about his company’s
leadership development efforts.

They were joined by Dick Antoine, human
resources senior vice president. Here are
excerpts: 

Q: What’s the heart of your strategy to
develop leaders?

Lafley: Everything begins here with our
purpose. It’s very sim-

ple. We provide
branded products
tha t  improve

everyday lives.
The values
of the com-

pany are in-
tegrity, trust,

ownership, leadership, passion for service
and winning. Then we have principles
such as “respect for the individual” and “in-
novation is our lifeblood.” Every employ-
ee has one of these little pamphlets. It’s on
every Web site and in almost every con-
ference room everywhere in the world.
We’re quite public about all that and we’re
even, in a shorthand kind of way, pretty
public about our strategy. We’re not surpris-
ing our competition. They know broadly
what we’re trying to do.

Then we turn to strategy, which is
choices. Our whole focus has been to
grow and profit from the core—and that
means core businesses, core capabilities,
core technologies. Our second choice was
to expand our portfolio in health, person-
al care and beauty care because that
would serve more consumers’ needs for
longer lifetimes. Then the third one is to
serve low-income consumers who can’t
always afford our products, especially in
developing markets. I say this because I
live it. But I guarantee you that if you
dropped into any group, anywhere, in the
company, they could explain all this.

Then (the other piece of this is) select-
ing, developing, training, teaching and

coaching the leadership team. They are the
leadership engine. We’ll do at least $68 bil-
lion in sales post-Gillette. We’re in 80 coun-
tries. We sell in 160. We have over 100,000
employees. It’s going to go to 130,000 or
140,000. This company is run by 20 pres-
idents of line businesses and 100 general
managers and their functional leadership
that supports them. So that’s about 250 peo-
ple. It’s one team with one purpose and one
dream and one set of strategic choices. 

Q: How do you avoid insularity? Many
CEOs say, “I want a third of my people to
be from outside. I want a mix.” 

Lafley: We do it in two ways. By last
count, and post-Gillette, 40 percent of our
managers actually did not start with P&G.
That’s happened in the past five years. We
didn’t start becoming acquisitive until the
mid-1980s with Norwich Eaton Pharma-
ceuticals and Richardson-Vicks. Then
there was Noxell and Max Factor. The way
we’ve refreshed our management pool has
primarily been through acquisition. 

The other thing is that we do recruit
from outside for skilled positions. We don’t
make a big deal about it because there is
value in the “promote from within culture.”
The value is that we grow up together, we

Creating A Culture That Looks Outward

P
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tered in Philadelphia. “But these issues
aren’t HR issues anymore. They are line
management issues. There’s been a pro-
found shift.”

One of the debates among CEOs is how
to get the right balance between cultures that
promote from within versus those that rely
on acquisitions or external recruiting to re-
energize management teams. “If you get all
the talent from within, there will be a ten-
dency toward inward-thinking over time,”
says Dalziel. “But if all the talent comes from

outside, it’s extremely hard to gel.” He says
20 to 30 percent of a company’s manage-
ment talent ought to be from outside.

Lafley is acutely aware of the risks inher-
ent to a company’s promote-from-within
policy (although he notes that because of
acquisitions over the past 20 years, includ-
ing Gillette, some 40 percent of the com-
pany’s managers are non-P&G’ers). The
company encourages its executives to sit
on the boards of other companies and to
engage in professional networks. It also

benchmarks itself against companies as
small as L.L. Bean.

“Continuous Selection Machine”

P&G also has surprising internal
diversity, Lafley argues, despite the
popular impression that it is large-

ly a soap and paper company. “But we are
so much more,” he says. “We’re in the phar-
maceuticals business, we’re in the cosmet-
ics and fragrance business. We do over
$2 billion of business in China a year. We

share values, we go through tough business
challenges together, and when you’re
expecting that general manager or presi-
dent promotion, we don’t all of a sudden
bring in the headhunting firm and the job
goes to someone outside. At the top of the
company, most of the top 150 jobs are a
competition among P&G’ers.

The other thing that helps us with insu-
larity is that we’re so diversified. I think we’re
still thought of as a soap and paper compa-
ny. But we are so much more. We’re in the
pharmaceuticals business, we’re in the cos-
metics and fragrance business. We do over
$2 billion of business in China a year. We
do over $1 billion in Russia. We have so
many opportunities to move our managers
around, across geographies, developed and
developing, and across businesses, to broad-
en them. I think it would be much tougher
if we were just a beauty company and only
operating in one major market, say West-
ern Europe or North America. There
would be a greater risk of insularity.

Antoine: The other thing is that A.G.
says that “the consumer is boss.” That
keeps all of us focused on the outside.
Then we do extensive benchmarking, all
the time, of best practices of other compa-

nies. We don’t have any monopoly on
good ideas. Then, finally, are the network-
ing opportunities. Each of us is expected
to participate and belong to networks. The
CFO belongs to a couple of different exter-
nal groups. I belong to two. These are our
counterparts at other companies and you
get together to talk about problems and
issues. I find these tremendously valuable. 

Lafley: All our top players have the
option to join at least one external board.
We’re on Motorola’s board, we’re on Xerox’s
board, we’re on Textron’s board, we’re on
GE’s board. We’re on a lot of boards. We
compare notes. We also do home-and-away
benchmarking sessions. We’ve done them
with Dell, Cisco, GE, IBM, 3M, Emerson
Electric and L.L. Bean. We go somewhere
where they’re world class in something and
offer an exchange. We ask, “What are you
interested in where we might have a robust
process?” 

Q: You’ve built a leadership team that
is, on the main, internally grown, yet
you’ve said to those people, find 50 per-
cent of your ideas outside. Why?

Lafley: The genesis was recognizing that
the most precious thing that we have is
innovation. It’s the lifeblood. Frankly, inno-

vation leaders are industry leaders. I’m hard-
pressed to think of an industry where the
leader over time isn’t the innovation leader.

When we looked at our innovation
process, we asked ourselves, “What are we
really good at?” Well, we think we’re real-
ly good at developing, qualifying, testing
and commercializing innovation. And
we’re pretty good at the first step, which is
ideation or invention. But there are a lot
of other people out there who are pretty
good at that. We said, “You know what?
Invention can come from anywhere.”
There was a lot of data that said building
a bigger research lab wasn’t necessarily
going to get you more invention. Or, it
might get you invention, but you might
miss commercializing it. Xerox had a
famous research lab out in California and
it did a lot of invention. Silicon Valley end-
ed up commercializing it. For some rea-
son, Xerox didn’t. 

So, we said, the model for invention in
the 21st century is going to be a network.
The network is going to have to be con-
nected externally because the best idea
can come from anywhere.

For more, go to www.chiefexecutive.net
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do over $1 billion in Russia. We have so many
opportunities to move our managers around,
across geographies and across businesses, to
broaden them. Our diversification really helps
us.” (See interview on page 26, full version at
www.chiefexecutive.net.)

In terms of the techniques that P&G uses to
develop talent, it does not rely on a university-
like campus, such as the one GE has at Cro-
tonville, N.Y., or Motorola has in Schaumburg,
Ill., where promising managers go to spend sev-
eral days at a time. P&G isn’t convinced it’s worth
the money to build such a campus-like facility.
Instead, the emphasis at P&G is on intense one-
or two-day training sessions and then sending
managers immediately back to the job. The com-
pany also says it has had mixed experience with
external coaches and courses of instruction cre-
ated by consultants or universities. 

The key to understanding how P&G does what
it does is that leadership development is all-perva-
sive and permeates the culture. “I think the most
important thing we do is that we are a continuous
selection machine,” Lafley says. “We start when
we recruit kids from universities. We have a

process. We have an assessment tool that we use.
We recruit for values, brains, creativity, leadership
and accomplishment. Then every step of the way
through your career here, you are assessed. I think
that’s the biggest driver.” The Hay Group research-
ers also identified practices that work and ones that
don’t. (See sidebar, right.)

Leadership development at Home Depot,
which came in eighth—making its first appear-
ance ever in this ranking—is somewhat differ-
ent, in part because that company has undergone
a more sweeping cultural transformation under
Nardelli. After arriving in 2000, he found a high-
ly decentralized spawl of stores and regions with
very little central coordination and command.
Since then, he has attempted to keep the best
people from the “old” Home Depot while at the
same time professionalizing management by
drawing in outsiders. Partly because of stagger-
ing growth (it opens a new store every 48 hours
on average) and because of traditionally high
turnover in the retail industry, Home Depot is
hiring 20,000 people a year. Out of the top three
layers of management, 98 percent are new to
their positions within the past four years, says HR
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“ I don’t look at
this as a cost. 
I look at it as 
an investment.”
—HOME DEPOT’S

BOB NARDELLI

Developing
Leaders
What works…

BEST PRACTICES

� Having leaders at all levels
who focus on creating a
work climate that motivates
employees to perform at
their best.

� Ensuring that the company
makes leadership develop-
ment a top priority.

� Providing training and
coaching to help intact
leadership teams, as well as
the individual leaders, work
together more effectively.

� Providing job-shadowing
opportunities for managers
in mid-career.

� Ensuring that hi-potentials
receive objective 360-
degree assessments and
feedback on their leader-
ship ability early on.

� Ensuring that midlevel
managers get enough time
to take part in leadership
development activities early
in their careers.

…and what doesn’t.
� Paper-based, self-study

leadership modules for
midlevel and senior 
managers.

� Using internal coaches to
coach senior executives.

� Outdoor activity-based
programs (e.g., rope
courses) for midlevel and
senior managers.

� Using external coaches to
coach midlevel managers.

� Internally run classroom-
based leadership training
programs for midlevel 
managers.

Source: Hay Group
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executive vice president Dennis Donovan.
Of those top managers, some 56 percent
have come in from outside Home Depot
in the same period.

Nardelli and Donovan worked together
at GE Power Systems and have brought
along some of their GE know-how, but
they have had to develop many new tools
and programs with the assistance of a staff
of organizational psychologists. The Home
Depot approach features a “competency
model” for its high-potential leaders.
Donovan and his team have researched
other large companies and interviewed
successful leaders internally to come up
with a profile of the person who will per-
form best at Home Depot.

These high-potential people are then put
through an assessment. Candidates for sen-
ior executive jobs face a four- to eight-hour
interview and must provide as many as 10
to 15 references. “We get an MRI on that

person’s leadership ability,” says Donovan.
“That gets fed back to the individual for
development. And it goes to me and Bob.”
At this level, the company tracks 200 to 300
“high potentials.”

One of the debates in development is
the use of the 360-degree review, where
subordinates,  superiors and even outside
business partners are asked about a man-
ager’s performance.  Should it be used only
when deciding whether to promote an
individual, or should it also be used for oth-
er purposes? Should it be used at all levels
of a company or just at the most senior lev-
els? Are questionnaires better or are inter-
views that are circulated verbatim more
revealing? And how can the process be
managed so that it promotes development,
rather than derailing a manager’s career or
being perceived as being overtly political?

The Home Depot answer is to use the
360-degree tool quite aggressively. “If

we’re serious about leadership, we’re going
to use instruments like 360s to develop,
select, reward and manage the careers of
people,” says Donovan. His team has
trained 500 internal coaches who manage
the process. They ask questions such as,
What’s the root cause of a particular
behavior?

Among the most powerful tools at all the
companies that develop management tal-
ent well are the personal involvement of
the CEO and his close relationship with
the top HR executive. Nardelli extends his
personal reach down as far as the summer
intern program. “When Bob spent two
hours with the interns, it blew them away,”
says Donovan. Much as P&G’s Antoine
can finish Lafley’s sentences, Donovan
speaks Nardelese: “Whenever Bob is asked
what we spend on leadership development,
he says, ‘I don’t look at this as a cost. I look
at this as an investment.’” �
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