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 Executive Summary

During the period August 2004-August 2005, the author was assigned as a Secretary of Defense Corporate Fellow to the Hewlett-Packard Company headquartered in Palo Alto, California.  The intent was to observe best practices at a leading American corporation, and to look for opportunities both to leverage those best business practices and to better position the Department of Defense to capitalize on emerging information technologies.

For practical reasons, the author was assigned to the Federal Sales organization within the company’s Customer Solutions Group, in Washington DC, but he had frequent observation at other key sites including corporate headquarters (Palo Alto), HP Labs (Palo Alto), the Executive Briefing Center (Cupertino, California), the former Compaq headquarters (Houston), and field activities in Omaha and Colorado Springs.

Over the course of the academic year, HP was the subject of much press: the Board of Directors dismissed the CEO in February and hired her relief in April.  During and after the tumult at the leadership level, the company was the subject of intense industry debate concerning its future direction, success of the merger with Compaq, and possible need to shed or realign various business groups.

In the meantime, the company continued to grow, reaching the $80 billion revenue mark, as employees struggled to reconcile the celebrated legacy established by the founders—the “HP Way”—with the reality of competing in the 21st century marketplace, and with the first CEO brought in from the outside in HP’s history.  
A key observation coming out of this year concerns the need for top-level leadership to complement the organization’s traditional strengths.  Other lessons centered on notable attributes of this worldwide corporation and potential application of HP’s experience to a similar large, worldwide enterprise, the Department of Defense.
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I.  Introduction

A.  The Hewlett-Packard Company

1.  Company Origins and History

Few American corporations possess the legacy of the Hewlett-Packard Company, or HP.  Founded by college friends nearly seven decades ago, it has become one of the mainstays of the technology industry, the recognized birthplace of the “Silicon Valley,” and a member of the Dow Jones 30 Industrials, with annual sales in excess of $80 billion.  Beyond its commercial success, however, the company is known for establishing a culture which defied many of the assumptions of the day, and became the model in areas of management practice, employee relations, community relations, and international development.  The “HP Way,” as this collection of business practices came to be known, has had a profound impact on workplaces the world over. 
As with most successful companies, HP has evolved over time as the market has changed, even to the point of selling off the business which was its original base and core competency for decades.  After experimenting with a variety of possible products in the late 1930s, the young Dave Packard and Bill Hewlett settled on an audio oscillator as their first commercial product.  That proved to be the first in a legendary succession of industrial instrumentation devices, particularly test equipment, which were renowned for their quality and durability.  At the dawn of the computer age, HP was at the forefront of the electronics industry, and quickly established itself as a leader in such product areas as handheld computing.  As the information age unfolded, the company moved more and more into the broader computing and information technology (IT) businesses, focusing research and development in such things as personal computers and laser printing.  

By the 1990s, IT products and services had become the mainstay of the company while test instrumentation and other standalone equipment assumed a smaller share of corporate sales.  By the end of that decade, and as part of a gradual redefinition of the company, a decision was made to exit that business: the instrumentation product groups and research assets were spun off into the newly-formed Agilent Technologies.  Hewlett-Packard now describes itself as a world leader in a broad spectrum of information technology products and services.  
By mid-2005, after riding the Internet “boom” with the rest of the industry, HP had operations in over 160 countries, with in excess of 150,000 employees, and was ranked number eleven on the Fortune 500.

Over the course of the past decade, two actions stand out as watershed events in the redefinition of the company.  The first was the hiring of the first outsider as CEO; the second was the mega-merger which that CEO made the centerpiece of her strategy.
2.  Carly Fiorina and the Compaq Merger

While the 1990s were a period of tremendous growth throughout the high-technology industry, HP’s success, although respectable, was significantly below the industry norm.  It became clear that the company did not have the agility to take advantage of the market as quickly as the competition, and market share suffered.  At the same time, the perception of the company slowly changed, from being at the cutting edge both in technology and in business practice, to being a rather staid, sedate corporation of the old guard.  Faced with this reality, the HP board of directors made a bold decision: to break with the well-established tradition of promoting from within, and to look outside for a fresh new face for the company.
When Carly Fiorina stepped into Hewlett-Packard in July 1999, after being lured away from Lucent Technologies, she achieved instant celebrity status.  Not only was she the first outsider to run the company; she was also now the most powerful woman in corporate America, and was everywhere sought out for appearances and speaking engagements.  The effect on the company’s otherwise reserved personality was immediate and dramatic.  But there was more.  As part of her assessment of the company’s future, Carly concluded that in order to be successful at the top tier of IT service providers, HP needed to expand and take on the likes of IBM head-on.  And the means to that expansion was a large acquisition: its rival in the PC business, Compaq.
No other merger in the IT industry has been as controversial, or aroused such bitter public debate.  Following approval by the respective boards in the fall of 2001, the proposed acquisition of Compaq by HP was submitted for shareholders’ approval, and in the case of HP shareholders, a nasty proxy fight developed.  In the end, Carly prevailed with a very narrow margin—narrow enough that it was contested in court before finally being settled.

For all of the controversy in the acquisition decision, when it came time to execute the merger, the companies performed exceptionally well.  Both had experienced sub-optimal mergers in the past: at Compaq, some employees from Tandem still identified themselves as such years after having been acquired by Compaq.  So those lessons were taken to heart, and the integration team led an aggressive (and successful) effort to tackle the technical challenges of having one cohesive company with basic business tools up and running on day one.
The debate continues, even today, on the merits of the merger strategy.  And evidence of two different cultures, still trying to come to grips with each other, can still be seen in some day-to-day activities.  

B.  Fellowship Assignment

For the 2004-2005 academic year, the Secretary of Defense Corporate Fellow assigned to HP was placed in the Federal Sales organization within the Customer Solutions Group (CSG).  This placement (as opposed to a corporate assignment, or assignment to one of the product groups) was done largely for logistical reasons; it was not typical in this program to assign a Fellow to Sales.  Because the Fellow was still a US Government employee, there were obvious limitations on what he could do in support of the team’s mission (i.e. no direct representation of HP to the government); on the other hand, the presence within the Sales team of someone with intimate knowledge of the customer had its advantages.
Duties and tasking of the Fellow included:

(1) Development of an understanding for potential business in the area of Network Centric Operations (NCO), and a plan for aligning company efforts in that area.

(2) Representation of HP in various NCO forums, including the NCO Industry Consortium (NCOIC) and the World Wide Consortium for the Grid (w2cog).

(3) Assessment of HP opportunities at Industry Days.
(4) Leadership of an initiative to provide industry support to OSD in support of infrastructure development of the new Government of Afghanistan.

(5) Sponsorship of industry and government customer visits to HP Labs and HP corporate headquarters in Palo Alto.

(6) General education of the Federal Sales team on DoD organization, culture, and current initiatives.

(7) A personal development program, involving mentorship with leaders in the corporate Finance, Marketing, Operations and IT organizations.
II.  Leadership Dynamics
A.  Change at the Top
Carly Fiorina’s celebrity status was overcome in relatively short order by the realities of running her business.  Particularly challenging was the broad downturn in the IT industry beginning a year after her arrival, which had to be dealt with at the same time HP was digesting its acquisition of Compaq.  And by the five-year point of her tenure in mid-2004, a sense of disappointment by industry observers was widespread.  In August of 2004, HP announced earnings for the third quarter which were significantly below expectations, and over the following six months the frustration of the HP board gradually became evident.  After a January board meeting in which some day-to-day management responsibility was taken from Carly and given to other executives, it was apparent that the board had decided to become more aggressive in pushing for improvement.
After a short period in which it appears the CEO and her board grew further apart, it was announced on 9 February 2005 that Carly Fiorina had resigned as HP’s CEO, effective immediately, and that a search would begin for her replacement with the entire board of directors serving as the search committee.

That search was concluded less than two months later when Mark Hurd, chairman of NCR, was announced as the next CEO.  His selection had not been anticipated until just days before the announcement, but once it was public, the response of both observers and HP employees was almost uniformly positive.  Hurd was a quiet but effective leader, noted for having brought remarkable success to NCR and having built a reputation for solid, hands-on operational leadership.

B.  The Importance of Cultural Fit in a CEO

For all of her personal strengths—and they are many—in the end, Carly was unsuccessful in making the company consistently a winner in the eyes of the financial markets.  Share price at the time of her departure was around $18, near historic lows.  Within the first few months of her successor’s arrival, the share price was up approximately 35% in a flat market.  So the objective, real-time opinion of the investment community was that the replacement of the CEO was an improvement.
Perhaps more significant in the long run is the relationship between the chief executive and the workforce.  While Carly had the respect and admiration of the majority of HP employees, there was clearly a dichotomy between the legacy management style with which many had grown up—that of an understated, “let the results speak for themselves” approach—and her superstar status.  Layers began to grow up between the executives and individual contributors.  It was difficult to see the CEO directly.  Her public presentations were felt by some to be too carefully crafted, and not “down-to-earth.”
One criticism frequently heard from industry commentators was that HP needed a Chief Operations Officer (COO) to assist in the day-to-day running of the company.  Carly’s answer was that that was, in fact, her job.  But rightly or wrongly, the perception grew that guiding the company’s performance relied too heavily on a single person (who had a remarkably heavy calendar of external, public-facing events); and if not a COO, the company should at least have greater authority delegated to second-tier executives and business group leaders in order to generate more consistent short-term results.  In the end, this reluctance to delegate and an uneven record of quarterly earnings appears to have been the rationale behind the Board of Directors’ decision to replace Carly.
Among HP employees, reaction to the CEO’s firing was decidedly mixed.  The mood at Palo Alto headquarters was serious and muted on the day of the announcement, though the somberness was already mixed with a sense of anticipation at what would follow the Carly era.  And there were stories of a near-celebratory atmosphere at other sites.  Clearly Carly Fiorina’s personality and management style did not completely win over the hearts and minds of everyone, especially those employees who had many years with the company.  Many of these apparently had trouble accepting her approach as consistent with the “Bill and Dave” legacy of leadership.
Mark Hurd, on the other hand, seemed to be a natural fit with that culture.  Having observed his initial coffee talks at two of the larger US sites, this writer was struck by the rapport which he immediately achieved with the audiences.  His style was simple, direct, and a bit self-effacing (while never leaving any doubt of who was in charge).  In his presentations, he spoke without notes and used only butcher block and a marker to illustrate his points.  Hurd’s command of the financial data for HP, the competition, and the industry as a whole was impressive to all.  And while the message he carried was rather stark—he made it clear that he was hired to improve performance by first of all bringing costs under control, which implied a sizeable workforce reduction—the approachability and sense of being “one of the guys” which he conveyed were clearly appreciated by his listeners.
HP’s financial performance in the coming years and months will obviously be the best measure of Hurd’s success.  But the more natural fit with a well-established culture going back many decades, coupled with the initial positive response by the markets, appears to have already altered the mood within the company and given many employees a feeling that the company might be “back on track.”  The lesson here is obvious, and applies to any organization, not just a for-profit company.  Technical and managerial competence is a necessary, but not sufficient, prerequisite for success.  The sense of a shared vision, of pulling together as a team, is critical to real achievement; and essential to building that team identity is having a leader whose style complements the cultural strengths of the institution.
III.  Observations and Relevance to DoD

A.  Change Management

From a technical viewpoint, the HP-Compaq merger is a textbook illustration of the importance of carefully planning a transition, and managing expectations of all those affected.  Again, both HP and Compaq had experienced some difficult mergers in the past, and appreciated the challenge before them.  

Mastery of certain process mechanics is crucial to overcoming natural human reluctance and emotional response.  As the current CIO for the Department of the Navy, David Wennergren, has remarked, one of the most significant issues in successfully undertaking any large-scale transition is to get the stakeholders to understand how their world will be affected, especially in the negative sense, ahead of time, so that they can be emotionally prepared for what is to come.
Key tenants of the process implemented by the HP-Compaq team included:

(1) Obtain stakeholder buy-in early: they must support not only the vision, but understand the risks and possible setbacks along the way to success.

(2) Create and execute a detailed communications plan for those stakeholders.

(3) “Adopt and go”: don’t get obsessed with finding the perfect engineering solution in every case.  Pick a good answer and go—time is precious, and if one path is to be chosen, the sooner everybody understands that, the better.
(4) People – Processes – Tools... in that order!  Don’t fall into the trap, so common in government, of falling in love with a technical product and believing that it will solve your problems.  Start with the people who have to do the work, figure out along with them what the most appropriate processes are to accomplish that work, and only then explore the technical solutions which might successfully be implemented.
B.  Value of Team Identity and Common Culture

The “HP Way” became legendary, and the most emulated set of business principles in the 20th century.  And while the term and the practices have become somewhat more ambiguous in the last several years, it remains a core part of the company today.  Many employees (certainly in the Sales force) could today obtain employment with competitors for substantial pay increases.  Yet they have remained, due in large part to a sense of loyalty: loyalty to the customers they have served, loyalty to the HP team they have belonged to for years, and loyalty to a company which still largely believes that “left to themselves, employees will do the right thing.”  Such a shared bond can overcome salary and other enticements from the outside, at least as long as those inducements do not become too great and the leadership continues to hold employees’ trust by practicing what is preached.

There are deep parallels here to the US Department of Defense, and to the military in particular.  Polls repeatedly show US active duty personnel as among the most respected of all professionals by the American public.  And certainly some of that respect grows out of an internal respect and trust.  While the typical Soldier or Sailor loves to complain—as anyone else does—about the unsatisfying aspects of his work, he also typically possesses a profound sense of belonging to something special, a high-level sense of purpose (defense of the nation) and team identity which far surpasses other career motivators.
Just as the heritage and unique sense of community built by HP over many decades is a priceless asset, so too is the sense of self-respect and the support of the nation to the armed forces.  And members of our military should not be shy about acknowledging this fact.  Particularly when engaging with the public in forums where the military is not frequently seen, service members should stand tall in representing an institution with such a reputation.  While we sometimes give it little thought, the unspoken conviction conveyed by an individual in uniform can make a lasting impression on those around him.
C.  Integrity and Commitment

The bedrock upon which the strong HP culture rests is the intrinsic, usually unspoken sense of integrity.  Both internal and external business is conducted in an open, ethical manner.  Internally, the expectation for employees to comport themselves in an ethical manner, and for managers to treat them with the trust and respect they deserve, has been fundamental to any description of the “HP Way.” 

Externally, HP has in the past been reluctant to challenge competitors directly; it always was considered a bit “unseemly.”  Neither has it possessed an aggressive lobbying team advocating for legislation of direct benefit to the company.  Instead, its marketing efforts leveraged a hard-won reputation for engineering excellence, and concentrated on the positive attributes of its own products.  While that approach has been adjusted somewhat in recent years, Hewlett-Packard’s reputation for above-board communication remains solidly intact.  If anything, the company may occasionally hurt itself by its painstaking efforts to tell the whole story, including the dirty linen.
This Fellow observed firsthand the deeply-sown sense of commitment within the Federal Sales organization.  Several anecdotes were shared of instances where HP was asked to go back and fix an imperfect sale or implementation—sometimes due to the customer’s own fault—and did so not only without seeking compensation, but without even looking for public acknowledgment of the additional service provided.  It was simply the right thing to do.

Again, there is a direct parallel to the US military.  The American public generally believes that its soldiers act out of a similar allegiance to the truth, and that even in very trying circumstances, the American warfighter will keep his moral compass aligned and do the right thing.  This image was earned by generations of honest and compassionate soldiers acting out their roles across the world stage, and is an advantage of inestimable value.  Exceptions to this rule, such as the Abu Ghraib prison scandal in Iraq in 2004-2005, tend only to reinforce the rule itself.  It is critical that our recruiting and training programs continue to emphasize that character is an essential element of the soldier’s identity.  Our strength in diplomacy lies not only in military power, but in a moral authority demonstrated by those on the front lines of engagement, and must not be compromised.
D.  Challenges in Horizontal Coordination

Among the similarities between Hewlett-Packard and the US military, one of the most obvious is the scale of the organizations and the global reach.  With a workforce numbered in six figures, HP’s size is on the same order of magnitude as that of one of the Services.  And although the purposes differ, the worldwide presence is comparable for the two organizations.  
(Note that HP was one of the first US companies to embrace the concept of globalization: not just selling products overseas, but making the operation of the company global.  Already by the late 1950s, Dave Packard had taken the company overseas, establishing manufacturing operations in Europe and soon afterward in the Far East.  While this “offshoring” is now a highly controversial topic, the straightforward rationale of Hewlett and Packard was that it makes more sense, and in fact is morally more appropriate, to have products built and even designed by the local populations who are going to purchase them.)
Clearly, significant challenges come with running a large, global enterprise.  Diverse cultures (languages, work rules, leadership models) must be integrated to enable the corporation to function as a cohesive entity; at the same time that diversity must be respected, and local norms cannot be ignored or brushed aside.  This becomes especially apparent in times of change: implementation of a workforce reduction, for example, can be especially challenging because agreements with worker councils in some countries impose far different requirements on the company than in others.  Financial reporting practices are another example: there is a substantial cost borne in retaining a large number of financial specialists both in the US and abroad, with the mandate to interpret local data and ensure consistency with corporate HP standards as well as with local national law.
The “nuts and bolts” of conducting effective business operations, however, represents probably the greatest challenge to a global corporation.  On the positive side, IT tools available today provide the means to create and disband work teams with very little investment of time or resources, and including individuals from all over the world.  In fact, that is readily witnessed at HP, where informal groups appear and disappear, seemingly overnight.  On the other hand, the integration of these “virtual” teams, and alignment with the corporate strategy, is much more challenging than in managing a traditional, vertically-aligned organization.  Some of the particular difficulties include: 
(1) Maintaining communications, such that members of these widely-dispersed groups are kept abreast of each other’s efforts.

(2) Gaining commitment from across disparate business units, in order to make a corporate commitment to a particular project or business opportunity.

(3) Finding talent or capability known to exist within the corporation, but also known to have many possible “homes.”

(4) Discovering and managing data, such that decision-makers at all levels are acting on the same set of accurate, timely information.
All of these challenges are similar to those faced by the DoD in carrying out its worldwide mission.  Every advance in communications technology brings with it problems.  Too much data can be just as paralyzing as insufficient data.  And reductions in decision cycle times are being gained by adversaries as well.
E.  Global Citizenship

Almost from the first days of the HP’s existence, the founders believed that any company of which they were to be a part would recognize upfront its dependence upon, and obligations to, the community from which it came.  In those early years, that belief was manifest in support of local civic organizations and public projects, both by the company and by individual employees (a practice strongly encouraged by HP).  Many employees in Palo Alto and elsewhere, with the company’s strong backing, became heavily engaged in school boards, local government, charitable societies, and in professional groups.
Part of the HP value proposition was then, and is now, that good citizenship, while intrinsically the right thing to do, will also bear fruit in better business results.  So while participation in professional societies such as the Institute of Radio Engineers (of which Bill Hewlett was the onetime president) was encouraged for the advancement of the industry generally, the founders also recognized that by playing a leading role they could influence the market in ways favorable to their company.

As time has passed, and as the company’s footprint has increased, that sense of civic duty has taken on ever broader meaning.  In the 1960s and 1970s, a growing concern for the environment resulted in more careful plant and industrial process design.  Philanthropic giving grew.  And civic duties expanded into participation in national and international affairs, both political and professional.  (Dave Packard served as President Nixon’s first Deputy Secretary of Defense out of, as he says, an obligation to serve his country.)  
By 2005, “global citizenship” was articulated as one of the HP’s seven corporate objectives, and the responsibility was held by a Senior Vice President (SVP) who also sat on the Executive Council.  While the commitment to traditional philanthropy and participation in civic organizations remains firm, there is also a new focus on projects which can broadly advance the good of large segments of the world’s population, and which can be made self-sustaining.  One of the most intriguing of these is what the company calls its “e-inclusion” initiative.  The objective of this program is to help bridge the gap between “technologically empowered” and “technologically excluded” communities.  The implementation involves awarding a grant tailored to a particular community (examples include East Palo Alto, California and Mogalakwena, South Africa) with products, services, and counsel provided to aid economic and social development using information technologies.  The idea is to engage deeply with the population over several years, and to encourage entrepreneurship, so that after expiration of the grant the new infrastructure is turned over to locals who are fully prepared to sustain the new enterprise.
In the minds of the HP leadership, such activities are closely aligned with the even more fundamental principles of integrity and ethical governance; responsibility for monitoring all of these attributes are captured in the portfolio of that SVP.
When the SECDEF Corporate Fellows visited HP in March 2005 and received a briefing on the company’s “Global Citizenship” program, it was recognized as a true differentiator among companies and an industry best practice.
IV.  Conclusion

The academic year 2004-2005 was a tumultuous one for the Hewlett-Packard Company.  The dismissal of a celebrity CEO, appointment of a dramatically different successor, and several organizational changes including announcement of a 10% workforce reduction, all made this a fascinating period for an imbedded observer. 

Several insights stand out over the course of that year, lessons which have broad application beyond HP or the IT industry.  First and foremost is the reinforcement once again of the need for a positive match, a complementary chemistry, between an organization’s leader and the culture and traditions of the organization.  Carly Fiorina has a proven track record of effective leadership in the technical world.  And in fact her strategy was never questioned by the HP board, or even (to date) by her successor.  What was missing was the gut support of the rank-and-file, and as a consequence, the other stakeholders.  The famed “HP Way” was never discarded, but just did not seem to be a cornerstone of the management model which Carly brought; the result was confusion, loss of self-confidence within the company, and an unnecessary expenditure of energy internally on trying to sort through these issues rather than attacking the competition.
While the jury is still out, and will be for some time, Mark Hurd appears to have the personality and respect of his colleagues and workforce (in addition to the prerequisite business skills) to lead HP out of the financial doldrums.
All the while, HP continues to set the mark for the business world in such areas as enterprise development, change management, and global citizenship, and the “HP Way” and its derivatives offers much for the Department of Defense and other large business to learn from.
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