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Introduction

As a Secretary of Defense Corporate Fellow during 2005-2006, I was assigned to work at FedEx Express located in Memphis, Tennessee.  FedEx Express provides time-critical delivery services and associated information assistance globally.  It is one of several Operating Companies (OPCO) within FedEx Corporation.  Other OPCOs include: FedEx Custom Critical, FedEx Ground, FedEx Freight, and FedEx Kinko’s.  Each OPCO operates independently, competes collectively, and manages collaboratively.  FedEx Services, FedEx Trade Networks, and FedEx Supply Chain Solutions are separate corporations that interface with the OPCOs. The company continues to operate under the company founder, Fred Smith’s, original 1973 business plan, adding improvements as global competition and opportunities have emerged. 

Summary of Findings


The organizational capacity to successfully adapt and effectively compete at FedEx Express is enhanced through the influence of their leadership culture. The fundamental elements of the culture are: identity, information exchange, learning ability, freedom of action, and participation. These elements are company attributes supported by a set of strategic processes.  I call this assembly of processes the Leadership Supporting Process (LSP), and it underpins and enhances cultural capacity.  This paper uses FedEx Express as a case study to illustrate that leadership supported by LSP allows an organization to nurture a workforce more open to the idea of adopting positive changes and improvement to compete more effectively. The main points are: 

· leadership and management are different practices, and FedEx Express’s leadership culture is the company’s single greatest strength
· it’s essential to design, assess and continually improve a permanent Leadership Supporting Process (LSP) as a cultural centerpiece, which integrates with other management practices to increase capacity for change. 

· the use of appropriate metrics is essential to measure expected leadership outcomes.

· organizational leadership capacity is increasingly important in today’s global competitive environment and would enhance the effectiveness of most organizations– including the Department of Defense (DoD). 

· recommendations for DoD are based on FedEx observations and include:

1. Review the Leadership Supporting Processes (LSP) as they apply to the workforce in DoD, including the civilian force, and incorporate improvements similar to FedEx processes with the goal of increasing cultural capacity for transformation. 

2.   Consider executing a survey-based analysis to determine areas for improvement in the areas of identity, information, learning, freedom-of-action and participation, with a goal of increasing speed, adaptability, and flexibility to deal with unpredictability, complexity and rate of change.

3.   Consider the Business Transformation Agency analogous with FedEx Services and adopt a business strategy of "Operate Independently, Compete Collectively, and Manage Collaboratively."

4.   Maintain the mindset and capability to create entities, which will nurture disruptive technologies for fast track to the battle space or business space, and avoid allowing "lower margin capabilities with promise" from being swallowed into the wrong value network.

Company Background

Federal Express Corporation (now known as FedEx Express Corp) was an idea for an overnight package delivery service that Frederick W. Smith developed in the early 1970s. By 1983, operations had grown immensely through expanding services, purchasing more trucks and aircraft, and raising capital. A strategy that proved to be very successful for a start-up that reached $1 billion in annual sales within ten years. 

Seeking to build on their strengths, FedEx created a more diversified business through a series of acquisitions.  What began as domestic delivery became global delivery with the acquisition of Flying Tigers in 1989.  In 1995, FedEx became the sole U.S. based all cargo carrier in China. 

Time-critical package delivery expanded to include deferred delivery with the 1998 purchase of Caliper, which owned RPS, and became FedEx Ground in 2000.  Viking Freight, the Less-Than-Truckload (LTL) component of that purchase, was initially less important than Caliper.  But Smith and his senior executives recognized the opportunity to expand their delivery reach and in 2001 bought American Freightways to combine with Viking to make FedEx Freight.

FedEx Services was created in 2000 as a vehicle to merge Sales, Marketing, and Technology support for FedEx Express and FedEx Ground.  This "manage collaboratively" effort was a well-devised method of creating efficiency and customer focus into the FedEx brand, while maintaining independent operating companies.  Today, Services coordinates these functions and ecommerce activities for FedEx Freight as well. 

In 2004 Kinko’s became FedEx Kinko’s.  Well over a thousand retail sites offered attractive outlets to reach FedEx retail customers.  FedEx also placed a bet on providing business solutions as opposed to only package delivery. Kinko’s caters to small businesses—a key market for growth.

FedEx and the Secretary of Defense Corporate Fellows Program

During 2005 and 2006, I spent considerable time working within four different areas at FedEx Express:  the Global Operations Center (GOC), the Global Operations, Scheduling, Control and Planning Group, and the Human Resources Group.  

The GOC is the heartbeat of FedEx Express and is physically separated into domestic and international segments.  This separation is a defining characteristic company-wide, in fact, with two executive vice presidents splitting duties along these geographic lines. Service quality is a primary concern both domestically and internationally. Although schedule stability and optimization are highly valued, the system is so complex that the idea of perfect optimization is sometimes not possible.

While at the company, I spent time with the world-wide dispatch, control, and service recovery businesses.   Service recovery is the term used for responses to situations in which timely delivery is threatened. Flexibility in execution to ensure customer satisfaction is highly valued.  Preplanned-responses to large scale contingencies and service recovery actions to prevent service failure for smaller events are critical factors setting FedEx Express apart from its competitors.  

The domestic Express market is fully penetrated geographically and the company offers a combination of package size and delivery timing choices—called product mix. Precise execution is important to meet profit goals because the domestic market grows at a relatively slow pace.   The company’s largest hub is located in Memphis, Tennessee with approximately 155 aircraft landing and launching each night.  Other major hubs located in the United States include Indianapolis, Oakland, Dallas, Newark and Anchorage.  

The primary package sort is conducted at night and a secondary sort occurs during the day, resulting in executing the schedule twice a day.  The System Form (flight schedule) is relatively stable, and because the country is blanketed with flights, there are many options and techniques available for service recovery specialists to change the plan during execution.  These changes, however, are extremely complicated when considering system impact of aircraft type, location, maintenance requirements, and crew mix into the next cycle plan.  

The international market is not fully infiltrated and offers opportunities for rapid growth. While precise execution is also important in this market, rapid growth relegates cost control to a secondary concern. In the event of service disruption, the longer distances involved and fewer geographically coincident flights means there are far fewer options available for international service recovery.  

I observed cross-functional communication between GOC, the Maintenance Operations Control Center (MOCC), Crew Resource Scheduling (CRS), and Flight Duty Officers (FDO).  My assignment was to facilitate an Integrated Process Improvement Team to assist improving cross-functional communication.  One area I thought warranted improvement was the silo effect between these major operating divisions as their distinct functions merged into executing the System Form.  Some barriers had formed over time that inhibited the free flow of information, and that resulted in misaligned effort and occasional mistakes.  But, I would expect to find that in any large organization.  While working in the GOC, I made an important discovery—their leadership model—which was the secret to FedEx Express’s strength. 

FedEx Express Leading in the Flat World

Given the FedEx Express reputation, I initially expected to find the use of superior management processes such as Six Sigma, Lean, Theory of Constraints, or TQM. After all, FedEx Express was the first service company ever to win the Malcolm Baldridge Award in 1990.  Although I did find a well managed company, there was no Six-Sigma company-wide, no Lean program, and little evidence of the TQM processes. Yet the company excels.  

The company earned accolades from within the industry and from outside interests.   In 2005, FedEx was among Fortune magazines, "100 Best Companies to work for," completing the longest continuous run on the list for any Fortune 500 company.  FedEx was also named a Fortune "Blue Ribbon Company," earning membership on most of Fortune's "admiration lists."  The only list the company failed to make was the MBA Top 50, which doesn't surprise me.  It’s a roll-up-your-sleeves type of company, void of suits or brief case carriers, and full of more than a few rugged can-do spirited types.  

During my experience at FedEx, the company appeared well managed— it was the firm’s superior leadership that sets it apart from other organizations. FedEx Express’s single greatest strength is their execution of a sophisticated leadership philosophy and supporting process that have created a culture of committed, flexible, professionals who match perfectly with the business environment.

The Current Business Environment

Thomas Freidman’s book, The World is Flat describes the economic reality executives at FedEx Express live daily.
 Their business environment consists of stiff global competition that the increasingly connected world has created.  Only the fastest, smartest, and most efficient companies around the globe will survive.  FedEx Express is not just surviving—it is a champion.  

The question becomes: how is FedEx capable of adapting to the fast paced changing business environment?  In The Innovator’s Dilemma, a Harvard University business school professor, Clayton Christensen, describes a trend in the technology revolution as being “disruptive technology.”
 Disruptive technologies present simpler and cheaper ways of reaching a goal. While they initially serve the needs of low end customers, disruptive technologies eventually make existing products or services irrelevant throughout the market. Christenson believes that disruptive technologies tend to blindside industry leaders because of their value networks. Value networks are webs of relationships and competencies within a company and with their suppliers and customers. Companies tend to listen to the needs of their top customers. The firm’s best customers get that billing because they like the company’s products and services so their feedback generally reinforces existing networks instead of encouraging new ones. So naturally, the company will assign resources and make decisions based on that value. To introduce new technologies outside this value network would require a basic strategic reevaluation of the very business the firm is in; its product, service, and customers. Since the value network is built upon product success, processes that support it and customer perceptions, there is a tendency to miss or dismiss innovative or disruptive technology. In other words, it provides evidence that in transformational circumstances it's the value network and not leadership capacity that ensures survival.   

Taking a devils advocate role, maybe leadership is over rated.  Since the nature of the flat world is exposure to disruptive technology and rapid change, how does FedEx Express, a large, seemingly bureaucratically driven organization compete?  Is FedEx Express living off the original innovation that Fred Smith created in 1973?   Perhaps there hasn't been enough time for the industry to mature sufficiently to reveal that FedEx Express will follow other great companies watch their star dim.  Does the high capital cost and difficulty in building required network infrastructure inhibit new entrants in the industry thereby creating some natural protection from competition?  There are some indications that if FedEx Express hadn’t begun flying express packages for the US Postal Service one month prior to 9/11 that we would have seen some cracks form.  Maybe there is luck involved.  The increasing dominance of India and China, which are a threat to most companies, actually have stimulated FedEx growth and negated the need to innovate for survival.  Maybe FedEx Express’s innovations are merely sustaining innovation as described by Christensen, and they haven't had to innovate for survival after 1985.  

Also, something is changing at FedEx and seems to be imbedded in the leadership model. For example, during a leadership course exercise at Express, each class member assigned attributes to the leaders they admired in the company.  The instructor noted that several years earlier, employees admired those who “challenged the process” in far higher numbers.  More currently the attribute much more commonly noted is the trait of “encouraging the heart.”  Maybe the leadership culture feels good, but is challenging itself less. On its face, this is a potentially bad trend for promoting change, adaptability, and survival. 

During my time at FedEx Express, I heard background noise from employees and managers concerned about what they felt was increasing bureaucracy, and the slowing of the decision making process.  As with any large company FedEx Express is dealing with the reality of growth and the strain to keep management process from stifling leadership entrepreneurial spirit. However, none of the above discounts the value of the leadership culture at FedEx Express making it a survivor.  With its informal network and flexible work force, I believe they could switch to an entirely new business model, with new products, in a new industry and succeed if required to do so.  I will defend this assertion later in this paper.
A willingness to accept the changing global environment helps organizations resist a phenomenon that Richard Foster and Sarah Kaplan write about in Creative Destruction: Turning Built to Last into Built to Perform.
  Their work is based on economist Joseph Schumpeter’s idea that capitalism is a process of "creative destruction" in which the old ideas, products, and companies die and are replaced by new and better competitors in an ongoing innovative process. For example, the invention of the automobile rendered obsolete the once highly valued buggy whip (even if the manufacturing process for buggy whips employed error-free processes, few would use the product today). These two former McKinsey Company executives argue it is the assumption of continuity (that a company and a product will continue to thrive because it has in the past) which plant the seeds for destruction.  The control processes designed for long-term stability, "deaden organizations to the need to change." Their demise is the result of a "lack of competitive adaptation."  “A gradual stiffening of the invisible architecture of the corporation, and ossification of decision-making abilities, control systems, and mental models result in cultural lock-in.  This process reduces an organization’s ability to innovate.” With new competitors in a global market today, the ability to adapt and to innovate is even more important because of the incredible capacities of these new competitor bases. Companies fail because they assume continuity, or conduct business the same way as what got them to the top, while the market place is in a continual changing state. What’s good today, no longer works tomorrow—this they call creative destruction.  FedEx Express leadership culture and process provides the flexibility for the company to adapt and transform itself over time.  As a result, the firm not only survives, but it thrives.  

The book also distinguishes three types of innovation; transformational, substantial, and incremental.  The type of innovation is determined by two factors; how new the innovation is and how much wealth it produces.
  Incremental innovation is likely to be created by front-line employees and transformational innovation will require senior leadership involvement.  I think this concept helps bring into focus, exactly what FedEx leadership culture does.  Up and down the chain of command, innovation is taking place with differing levels of impact.  I saw it in action.  When it comes to the highest level - transformational capability - I believe Fred Smith's strategies through the years support my argument that FedEx is uniquely capable because of outstanding leadership.

If FedEx leadership model is perfectly suited to the highly competitive flat business world, then any organization that hopes to survive in the new economy should also focus on creating an effective leadership culture as the single most important strength for survival.  Although government agencies may be shielded to a degree from the ruthless competition of the marketplace, there exists a requirement to inspire effectiveness and efficiency.  The FedEx leadership model and supporting processes can make government more competitive too— even in the lethargic "government marketplace." 

While the Department of Defense (DOD) marketplace is remote from the capital markets, the desire to improve the way we conduct business is important. On 7 October 2005, Acting Deputy Secretary of Defense, Gordon England, created a vessel within DOD, the Business Transformation Agency (BTA), to improve business practices.  Common data standards, business rules, specific systems, and an associate layer of interfaces for the Components are being built to yield improvement in six priority areas.  The six areas are: personnel visibility, acquisition visibility, common supplier engagement, materiel visibility, real property accountability, and financial visibility.
  As the BTA ship pulls away from the pier on its transformation mission, it's critical to understand that the success of this department’s mission rests on leadership.  

In the military, we take pride in being an organization of very capable leaders.  But the business side of DOD includes a civilian force and, as a whole, it functions far from the battle space.  The fast, adaptable, flexible military force in the field doesn’t naturally translate into having the same attributes in the rear.  Adopting the FedEx leadership model to successfully reach BTA’s goals will transform how the DOD conducts business. Best leadership practice is the only strategy that will prevent this DOD business transformation from going the way of many other government programs —being managed into stagnation.  

The goal of organizational leadership is to create an environment in which every employee is a leader.  The employee then steps forward when a given talent, access to information, and vision makes it appropriate to take the lead. This concept differs from the process of leading a small team.  Leading a small team is simply knowing a direction to go and influencing others to willingly follow.  That is not good enough for an organization to survive and compete with the best. Creating an organization of engaged employees willing to take the lead is the goal.  

Leadership Capacity is More Important Than Organizational Structure

In his book, Friedman argues that cooperation and collaboration are replacing command and control, and this shift requires new skills.  Companies need to "act small" to act quickly and make fast decisions to beat the competition. The market is so competitive, and costs are so low, that every element (person and process) within the company needs to produce value. If they don’t, their function should be sourced elsewhere to create better value.  According to Friedman, horizontal collaboration internally and externally is more important than vertical control.  The availability of information on the desktop replaces the requirement for infrastructure, and in fact, straining broadband through a narrow hierarchy creates friction.        

Although some believe organizations need to change the way they work internally to compete externally, discarding hierarchy in favor of a flatter structure is not necessary to compete effectively. Changing the leadership practices and processes to be competitive and develop greater organizational responsibility, flexibility, and economic efficiency does not demand adopting a flat organizational structure. While hierarchical organizations can lack flexibility, be slow to respond, and mean that ideas are not communicated well, flat organizations create other problems. Flat organizations tend to be more customer focused, but are also prone to leaving certain decisions unmade or indeed left in the hands of inexperienced employees who don’t know enough to make the best decision. A loss of control in flat organizations can translate into an unmotivated workforce.  Some employees are just not up to self management. 

Given the fact that structure affects how an organization manages, perhaps it is better to focus on establishing "flatter traits" in terms of processes, behaviors, and outcomes—not a flat organizational chart. The goal for the new organization is to maintain processes to have the capacity to deal effectively with the three realities of the global economy, which are increasing complexity, increasing unpredictability, and increasing rate of change.  An organization that is a survivor must have the traits to deal with these realities.  In order to thrive, internal capacity in these three areas must exceed the pace that is occurring in the operating environment.

While hierarchical structure may not be perfect, FedEx Express has adapted to the global economy quite successfully as a hierarchy. There are six levels between the CEO and front-line employees—executive vice president, senior vice president, vice president, director, senior manager, and manager.  As a comparison, six levels also exist between Commander, U S Pacific Fleet, and PACFLT Sailor—Seventh Fleet, Strike Force, USS Kitty Hawk, department head, division officer, and division leading chief petty officer.  Rarely do people accuse the U.S. Navy of being a flat organization.   The similarity in the levels of hierarchies between FedEx and the Navy are similar enough to suggest that if FedEx can win in a competitive market as a hierarchal decision making company, why can’t the DOD?


Based on the FedEx example, I believe it is possible to gather evidence and assess leadership strength.  From that assessment, one can design and adjust supporting processes to improve organizational capacity. It can be done with greater accuracy than merely intuition.  It's possible and essential to strategically create a Leadership Supporting Process (LSP) as a cornerstone to organizational design to increase the capacity to deal with complexity, unpredictability, and change.  

Leadership Capacity at FedEx Express: How Do They Do It?

My observation is that there are five key areas in which organizational leadership capacity at FedEx is derived.  Taken together, they create a model for assessing capacity. Leadership capacity is strengthened to the extent that traits and processes contribute in these five areas. The Leadership Supporting Process (LSP) model includes: identity, information exchange, learning ability, freedom of action, and participation.
 

The positional leader, or supervisor, has one primary job— to create conditions to enable everyone else to step up and lead.  The goal of the LSP is to assist leaders in maximizing discretionary efforts consistent with the company’s strategy and provide a supporting information system to show the results. The LSP for FedEx Express is discussed in detail below and summarized in Appendix 1. 

Identity

Organizational values, norms, purpose, and vision create an organization’s identity. Identity acts as a springboard to answer the question of why people go to work everyday at FedEx and want to improve how they practice business. Another function of identity is to provide guidelines for employees in the absence of direction.  In order to create an organization full of leaders, they must have a sense of what is the right thing to do without excessive rules or specific direction required.

Organizational values and norms are embedded in FedEx Express’s core philosophy which is P-S-P (People – Service – Profit).  "People" focuses on employee welfare and dignity.  People come first at FedEx and this high priority is built into the company LSP.  “Service” focuses on the customer so leadership processes are specifically dedicated to service.  “Profit” puts emphasis on the need for every manager to work to provide100% customer satisfaction while reducing costs. 

A second guiding philosophy is the Purple Promise, which is individualized to reinforce personal responsibility on the main thing – customer satisfaction; “I will make every FedEx experience outstanding.”  When asked what makes the company so strong Bob Bennett, VP for Human Resources, said, “It is an attitude of always striving to make things better.”  The organizational culture and company norms at FedEx Express are embodied in simply two words – Purple Promise.  Just like P-S-P, everyone knows the definition.  The company supports it with process.  I attended a semi-annual dinner, during which dozens of employees, who are flown at company expense from around the world, are given Humanitarian and Purple Promise awards.  Some awards celebrate employees’ humanitarian acts of kindness, having nothing to do with service or profit.  Others, celebrate the employee who goes the extra mile (and there are incredible stories) to deliver the package.  These employees are like ink spots that spread the good word when returning to their stations and retell company values like no CEO speech or memo could do.

If employees feel a cause is meaningful, they will commit to it.  An inspired employee will willingly perform at much higher levels and in the organization's best interest.  Transactional following may involve less commitment and more negotiation; a rational exchange of effort proportional to the benefit (such as money) derived.  Discretionary effort goes beyond transactional rationalization, and it is derived from winning employees head, hands and heart. It transforms the organization into a cause that has true meaning to the member. The goal is to create a sense of worthiness for employees because leadership capacity is greater when members are transformed through meaningful work. The most important feature of the FedEx philosophy is its people focused and therefore creates meaning, and the second most important is the communication aspect; every employee knows this philosophy.  

They know it because company identity is supported by permanent process.  It is taught and repeated.  FedEx Express has a world-class leadership institute, which focuses on human resource development.  A core program is a leadership continuum in which every manager is required to attend leadership courses as he or she rises through each rank.  “ASPIRE” is an entry level course for hourly employees to screen and indoctrinate them for management positions.  The human resources department is working on several process innovations including “hiring for attitude,” developing an employee “loyalty index,” and developing a leadership refresher in which the manager is coached on the job while engaged in “real work.”  The striving doesn’t stop.  The following excerpts were taken from the Managers Guide.

· “…you may conclude that much that is expected of FedEx Express management could be described as lofty and idealistic.  This is true.  Without ideals and lofty goals, there would be little progress in business or life.”
· “…if our actions are guided by the same philosophy, strategy, and innovative management practices, our Corporate goals, in spite of any evolution in the marketplace, will always be reached.”
· “The P-S-P philosophy of Fed Ex Express extends beyond the confines of the Corporation.  Since it was founded, it has been the Company’s philosophy to care about the communities it serves and encourage employees to do so too.”
· “…the key to effective leadership is to be honest…management has been given the special trust to do the right thing even in the absence of specific guidelines and policies.”
· “The worth of the individual is the foundation for the atmosphere of trust and mutual self-respect that characterizes FedEx Express.”
· “Our visionary leadership sets us apart…FedEx Corporation then is a family of companies that does much more than move packages.  We deliver business solutions for our customers.”
· .”…FedEx employees must do whatever it takes to turn our customer business problems into solutions.”
Most organizations (including the DOD) have similar lofty expressions in their mission statements yet many times these statements mean nothing to employees. Why is FedEx’s vision so effective? The answer is found in Fred Smith’s influence and leadership supporting processes that have effectively created an identity that lives a meaningful life in the hearts of FedEx employees.  When several employees were asked what FedEx’s strengths were, nobody questioned the premise of the question.  Everyone believes the company is strong.  The most commonly given responses were: “We are what we advertise ourselves to be,” “ we encourage everyone to speak up and think out of the box,” “we keep reinventing ourselves,” and “It’s the people.” There is a powerful pride and swagger in those working for Express.  Employees feel their work is meaningful, and it is supported by a sophisticated yet subtle permanent process. 

Information
Information exchange is the second key area of the leadership support process.  The goal is for all employees to have access to accurate, uncensored, information. Employees should know as much about the company as management. This means all channels must flow up, down and sideways.  Information must travel seamlessly between functions and transparently through the external borders of the organization (subject to security concerns).  Rather than imagining a linear model, it should be a network that pulses with activity as required.  In other words, some information will flow in consistent patterns. At the same time, when employees need to respond to a rapidly changing environment, the network should be resilient, and open enough, to accept volumes of information capable of flowing in any direction.  The information must move faster than the speed at which the environment moves.  The company constructs this network of free flowing information through channels such as electronic information sharing, direct communication, and effective meetings. 

The Sales organization at FedEx Express is an example of how one department uses technology to share information.  They use a Push-Pull system of "lead" exchange.  The information system is so well integrated that a sales representative in Kansas can contact a peer in Italy (and vice versa) and exchange customer information that may create sales synergy. FedEx can actually electronically track the usage level of Push-Pull to gauge its impact. A portion of employee’s pay is based on inbound business generated through this system, rather than the old method based on local contacts and exports. Employee compensation acts as an incentive.   

Another example is an on-line collaboration site in which an individual can create a team on-line.  Each team member receives an e-mail with a link inviting them to the site.  Every team member can contribute information to the site. Every time there is additional input posted, the other members receive an e-mail prompt to check the site.  When the project is complete, the team lead can end the site with a keystroke.  

Functional knowledge can also be tapped into in a couple interesting ways. An individual can enter a question on a form and submit it to a functional expert (say finance for example).  The financial expert then researches the issue and replies with an answer.  Or the knowledge collation site that houses standardized briefs, sales tools, and other information to assist individuals can easily be accessed and offer information for fast-turnaround action.  

Given the overwhelming effect too much information can have to overload busy managers, information exchange must be delivered just-in-time.  Having the Web doesn't necessarily improve productivity or leadership if an employee can't find the best and most relevant information when he or she needs it.  Therefore, just-in-time information is no less important to leadership and employee self-synchronization than just-in-time inventory is to management material cost control.

Information exchange should not be only technical based.  The organization should be highly effective at communicating strategic types of information and “bad news" that may bring into question basic company values, purpose, vision, and norms.  Always mindful of the need for “quick” communication, managers are still expected to create an environment that embraces effective communication—stressing the importance of listening. Technical information may be adequate to deal with sustaining technologies, those that improve upon existing products or services.  But, disruptive technologies task organizations with having the capacity to use strategic information to self-assess the relevance of business model and to make the big changes too.  From the Manager’s Guide:

· “Effective two-way communication is essential for creating alignment.” 
· “Listening as carefully and respectfully as possible reiterates as no other management action can that the employee is a valued member of the team.” 
· “FedEx operates on the principle of communicating along the path of least resistance…to the person that can take action most quickly and efficiently…Using direct communications you enhance organizational efficiency and avoid politics of large organizations.”
Effective meetings are another avenue FedEx Express pursues to successfully share information. For example, each week executive level leaders review the Service Quality Index (SQI) to assess service trends. These meetings are a collegial exchange that maintains a free flowing exchange between the very senior leaders in the room.  Another interesting meeting is the GOC director’s daily assessment of service with key personnel participating globally in a 0830 conference. Expectations are clear. The message conveyed is that time is of the essence, and the company lives and dies by what happened the night before—it doesn’t matter how good they were the week before.  Although urgency is communicated, real and detailed information flows two ways in this meeting as well. 


The system FedEx Express uses to strategically communicate priorities up and down and across horizontal boundaries is called Manage-by-Objectives (MBO).  "Flatness" requires mechanisms for alignment absent hierarchical supervision, and MBO achieves this for FedEx Express.  Each spring, at a strategic planning meeting, senior leaders determine annual strategic goals.  One can see the consistent pursuit of P-S-P, and the understanding that simple is better in communicating the Leadership Supporting Process.  They were refined for FY06 into the critical few as follows:

The Critical Few – Current Focus Areas for FY-06

· Purple Promise

· Yield Improvement

· Profitable International Export Growth

· Cost Structure

· Service Improvement

From these critical few come the connecting FY06 strategic objectives.  These objectives are communicated from the CEO to front-line employee in cascading, more detailed objectives at each level.  Having an MBO system is not new, and it doesn’t guarantee aligned action, but FedEx Express builds it into the minds of managers and employees with unrelenting efforts to make it the guiding influence.  To reinforce the importance of the system, the Annual Incentive Compensation (AIC) is tied to achieving MBOs.  If people are the engine and MBOs are the transmission, then AIC is the clutch pedal that engages the MBOs to gain traction.  These goals and guidelines are discussed in group meetings. Each member writes his or her own objectives and they are agreed upon by their superior.  

I met with a manager who had every objective and strategy from the CEO to his employees posted on his office wall.  He mapped the company goals to each employee with connecting expectations—their pictures hanging next to objectives.  This manager was able to make goals more meaningful for employees because they could see the connection of their work with the CEO—Mr. Bronczek.  Along with the broader Purple Promise and P-S-P, this MBO process makes it easy to understand how employees are empowered to act in the absence of a rule or specific direction because they know the right thing to do.  The objectives below are the first refinement as objective cascade from the Critical Few.   

FY06 FedEx Express Strategic Objectives

· Institutionalize and reward Purple Promise behavior throughout Express

· Improve core level service levels

· Make FedEx easy to do business with

· Drive profitable export growth

· Expand our position in under-penetrated or emerging markets

· Drive greater efficiency in all areas

· Improve competitive position by focusing on differentiating in the marketplace

It's worth stressing that FedEx shares the same struggle any large company does with legacy information systems and high exit/switching costs.  There is a tendency to feel like the information system is not good enough.  FedEx is dealing with this in two ways.  First, they are completing a comprehensive project called “6 by 6”, which has the goal of improving customer interface with all OPCOs and greater visibility in a single “view,” creating a single FedEx with which to do business.  Second, rather than launching wholesale redesign, they adapt the system where it has the greatest positive impact on operations.  This results in incremental improvements, and it makes a lot of sense.  They avoid the tendency to forsake legacy systems for a sexy new system “that will solve all their problems.” They also avoid making the big mistake of launching products that are more disruptive than envisioned and deliver disappointing results.  An opposite example that comes to mind is the Navy & Marine Corp Internet (NMCI), which was a wholesale system redesign that has the reputation in the fleet of being expensive and underperforming.  FedEx, like DoD, pursues a relentless drive to achieving visibility and transparency of information, but they have done so with greater success.  
The information sharing process at FedEx Express offers flexibility that is especially useful during times of crisis. For example, before, during, and after Hurricane Katrina, FedEx received information from its employees through various, often impromptu channels about conditions on the ground.  They reported what they saw and heard from agencies beyond FedEx Express boundaries.  This vibrant volunteer network was powerful and enabled FedEx Express to respond quickly because the information was accurate and fast.  The Transportation Security Administration (TSA) put out daily alerts which were of no use to FedEx Express because the information was old.  TSA didn't have a network with the necessary resiliency to match FedEx Express’s capacity to deal with the complex, unpredictable, and fast changing picture in Louisiana.  TSA and other organizations would do well to network with FedEx Express by placing a representative at the Global Operations Center during these significant events to share information, and create a borderless industry-government temporary collaboration to increase government's capacity to respond.  I believe faster interaction with TSA would create synergistic benefits for FedEx Express as well.

Learning

Learning is the third key area of the leadership support process.  Even with a strong identity and rapid-fire information, employees who lack the personal capacity to respond appropriately will cause organizations to fail.  Employees must have technical skill, but the essence of learning and innovation is often a result of putting previously unrelated concepts together creating something new.  It is therefore important to provide an environment where employees are exposed to new ideas, cross-functional concepts, diverse opinions, and information that may not be directly related to their job tasks.  Both personal and professional development increases the leading capacity of individuals and ultimately the organization.  Senior leadership at FedEx believes that having the time and the incentive to reflect upon learning events to reinforce priorities, strengthens the guiding effect of identity.

Being too busy is often the single most important influence to disable the learning organization.  Perhaps it's no coincidence that the word business actually implies a state of being busy as a good and worthy achievement.  The problem is that learning requires time to think and being too busy prevents reflection.  An organization that sends a signal it frowns on thinking time as being idle and unproductive is not a learning organization.  And, perhaps more insidious, employees often feel they must stay busy in order to feel they are purposeful.  Together an organization and employees must value time to think as productive in order to learn.  At FedEx, the positional leader's job is to create a learning environment as well as the opportunities and money to pay for education.

At FedEx Express the ability to learn is a source of competitive advantage. Learning falls into five buckets: extensive on-line training, divisional training, OJT, personal development training, and at the centerpiece is the Leadership Institute. The company invests heavily to create better leaders, repeatedly flying managers from around the globe to visit headquarters for a week of training.  A leadership-training continuum advancing to manager, senior manager, and director means executives are required to attend weeklong leadership classes.  To reinforce long-term manager retention, the firm is beginning to incorporate recurring training every 18 months for each level. According to the Human Resources vice president, the next innovation will be to move a portion of leadership training from the classroom to the job with the goal of enhancing learning through on-site coaching during real-world events. The company invests in executive education because they know the training preserves and strengthens the culture steeped in P-S-P and the Purple Promise, and creates higher capacity managers, even though the training involves significant expense that is hard to trace to the bottom line. 

 Beyond training executives, personal development is encouraged and helps build an organization where employees expand their capabilities to improve.  Many events the company offers aren't directly related to job functions or current company performance.  For example, Dr. Erik Peterson from CSIS was recently scheduled to present his thoughts and lead a round table discussion on the "7 Revolutions" that will affect business in the coming decades.  The auditorium was packed and these sorts of enrichment presentations are common.  "Team Trek" is a company that provides experiential learning at 800-acre site in the Ozark Mountains.  FedEx Express frequently sends entire work groups to Team Trek where employees learn self-awareness, leadership skills, and teamwork.  I attended an event and not a single specific work related issue was discussed. Instead the program focused entirely on personal development with secondary team building events that, again, are hard to justify to the bottom line. 

Another experience the company encourages is requiring executives to learn from customers.  Vice presidents, who are normally not involved with direct customer interaction, are assigned a set of large customer accounts.  They routinely call on the customers to learn their issues and stay in touch with the Purple Promise.  Senior vice presidents have been known to staff the phones in the call center to explain to the customer where their package is located.  Managers are required to take 40 hours of training annually for personal development, and 15 hours must be in "people" topics.  Annual performance evaluations have a specific section for this personal development progress, and performance evaluation scores are tied to AIC.  The list can go on but the point is that learning, and learning that reinforces company values beyond technical skill sets, is valued. 

Part of being a learning organization is creating an environment where people can work without fear of their own management. When mistakes are made that impact service, FedEx Express engages a Performance Improvement Process (PIP).  This is a standard procedure performed at the lowest level to ferret out root causes for solution.  The secondary benefit is it enables frank discussion following a failure and this openness enhances learning from mistakes.  Representative quotes from the Manager's guide about the importance of learning follow:

· "…leaders must be flexible enough to think across boundaries and to encourage others to think out of the box…To get the job done today management…As leaders, it is your job to coax these creative, innovative ideas out of your employees."
· "FedEx Express's great vitality results from its insistence that its managers constantly seek better solutions."
Freedom of action

Freedom of action is the fourth key area of the leadership support process.  In well-led organizations, employees have the authority to act independently to think for themselves and interpret the facts without management oversight.  Empowering employees can be a frightening prospect for those who feel that the freedom to self-organize is chaotic and risky.  Indeed, guided by identity, accurate information, and the capacity to learn from previous mistakes, the organization should perform better with one thousand leaders than just one.  In fact, the organization must self-organize to survive in a market that is doing the same thing.  The only way to effectively deal with complexity, unpredictability, and fast change is to have employees lead when appropriate.  Certainly there exists a hierarchy at FedEx with well defined roles, and people with both strategic and tactical focus necessary to lead.  But to be a flexible, adaptable, and growing organization, roles cannot be so strict that they overcome creative leadership.

 FedEx Express builds freedom of action into their cultur
e.  GOC is responsible for control of the aircraft and meeting service commitments.  Service may be threatened by aircraft malfunction, volume exceeding planned capacity, execution error, or numerous other problems. In the event of trouble, service recovery specialists have "tools" to get back on track: These tools include static spare aircraft, flying spare, sweeps, over-lifts, and pulses.  Spares are expensive and there are surprisingly few static spares and only one flying spare.  Four Sweep aircraft, which are purposely lightly loaded, fly to Memphis from the four major regions of the country, and they are available for airborne rerouting into a ramp where service is threatened.  Over-lifts are similar, but they have less excess capacity, and there are far more of them each night.  Pulses are two aircraft departing at different times from the same location to Memphis so all late packages have the best possible chance to get on the second aircraft.  Even more interesting than the system management tools is the freedom and independence that 
service recovery specialists have to use these tools as they see fit during execution.  

GOC is a microcosm of the FedEx Express leadership model and one can observe a matinee and evening show every day.  Knowing that FedEx Express’s three focus areas are P-S-P, I noted that there seemed to be no review to critique the profitability of the service recovery specialist’s decisions each night.  It isn't a stretch to define the nightly flight schedule as chaotic.  It often lacks order as the plan unfolds. This led me to ask the vice president if he wanted employees to operate so independently without reviewing decisions from a service or cost versus revenue standpoint.  "Yes, I can tolerate mistake
s,” he quickly replied. “All I ask is that they use the tools and guidelines available to them."  

The system depends on flexible leadership rather than death-grip controls. Complicating factors are not predictable from night to night.  The solution decision to correct errors can be extremely complex because one decision cascades into multiple consequences. For example, a professional baseball game in Oakland can create a traffic jam, which delays packages getting to the ramp.  The service recovery specialist must respond in some way.   The changing environment requires dozens of decisions be made each day with only a minute or two to consider options—with huge impact to the bottom line using sometimes unknown variables.  It is a well managed operating environment executed with incredibly great leadership built on trust.

Tolerating mistakes and dealing with probable outcomes are important traits for the organization.  It takes discipline to restrain the desire to control.  Logically, especially in a high risk environment, control is an absolute requirement.  Certainly at FedEx Express, and any large organization, there are extensive management controls.  The important distinction, however, is that when dealing with people, leadership must be the primary influence.  Making independent judgments based on a shared identity, a sense of meaning, armed with accurate information, and a toolkit of knowledge is far superior to results achieved by complying to rules.  Imagining that one can stabilize an organization through micro-managing people will lead to stagnation and the inability to compete in the flat world.  The GOC offers a good leadership example.

Employees feel freer to act independently because they have a sense of security about their position within the organization.  The FedEx Express Performance Review System is responsible for providing employees with the security to make decisions when necessary.  There is no forced curve; peers are not ranked against each other.  Employees are graded on a point scale but no company policy forces a manager to maintain an average. There isn't a record kept which ranks employee against a manager's average.  Each evaluation is an independent event connected only to employee MBO performance during the year and trends relevant only to that individual.  Managers admit that grades are inflated.  There is human tendency to avoid confrontation, but there is also the fact that bonuses are calculated based on the annual employee grade.  So in a sense, the tough manager who withholds higher grades is really withholding money, and that is serious.  Managers are very aware that workplace harmony is vital (due to a large extent to the Survey-Feedback-Action system, which is discussed below) and therefore the annual Performance Review System will generally not threaten an average employee’s job security.  Therefore, freedom of action is not inhibited.

Employees also believe they are being treated fairly. Should there be a dispute, FedEx Express has one of the finest problem recognition systems in the country called the Guaranteed Fair Treatment Procedure (GFTP).  Company leadership believes it is a primary reason for repeatedly being selected by Fortune as one of the "100 Best Companies to Work For" every year since 1998.  The appeal function and potential for peer review are key devices that limit fear of unfair treatment.  At the same time, leadership failure evidenced by systemic breakdown of employee confidence in managers is excluded from GFTP.  Express feels that these types of failures are so insidious and damaging on morale that employee withdrawal of support from their manager is an indisputable demonstration requiring no further investigation.  Clearly, FedEx Express supports its managers when a disaffected employee might attempt retribution, but equally clear is the security that employees feel when protected by a strong company policy.

 Despite the volatile swings in the economy since it began delivering packages, FedEx Express is somewhat famous for never laying-off employees.  It is a bond if not a policy  between the company and employees.  A Manager for Organizational Effectiveness confirmed that he could recall only one domestic layoff in his 25 years.  One of the devises the company used to voluntarily reduce the workforce size in 2003 was called ISERVICE.  Those over 50 years of age could retire immediately with an additional five-year service credit.  It also included generous severance for those under age 50 who wanted to move on.  Originally designed for staff employees and targeting a "take-rate" of about 2,500 employees, the program was such a good deal that line employees asked to be included.  It was so popular that over 3,200 employees participated. As a result of the early retirements and separations, significant structural changes were required to continue operations with approximately 3,200 fewer professional employees and managers. And it was expensive.  But keeping promises is a cornerstone of FedEx leadership. Two years after the company released 3,200 employees, this event is looked upon positively by employees, customers and investors as reaffirmation of the security FedEx Express offers workers.  

As a result of the ISERVICE reduction in staff, GOC decided to eliminate SCAR.   The SCAR function reviewed and critiqued execution decisions the service recovery specialists made.   The company trusted their employees so much that they eliminated the associated feedback mechanism.  Execution of the System Form is not as predictable as a manager would like, but a high level of performance is expected and achieved based on probable outcomes based on employee leadership.  This decision is very revealing in confirming that FedEx Express values leadership during execution more than management review after execution.  

Each morning GOC has a worldwide conference call to review previous day service issues.  I initially believed that follow-up on the more high profile events could have been more detailed.  It seemed to me that the answers lacked drill-down that we might expect to ensure GOC had its finger on the pulse, controlling root causes.  After a period of time though, I realized that this was leadership being reinforced and a daily review of decentralized control or to put it another way, self-organization.  The GOC director was experienced, and he knew how to ask the right questions and cut to the heart of the matter.  He gathered information and also ensured that the self-organization was running on track.  Yet he was collegial, did not impose an environment of insecurity, and his questions and comments reinforced the balance of P-S-P.  As a result, managers in the field usually knew the issue, could identify root causes, and could tell him how they had already solved the problem.  I realized that an expectation of 100 % predictability was unrealistic, and that probable outcomes depending on leadership guided by company identity and a "tool kit" was what made FedEx Express survive and thrive.  The director's style reinforced the leadership culture, and the nature of the conference call was one of equal footing as they all strived to lead the company to 100 % customer satisfaction.  Some related comments from the Mangers Guide follow:

· "No manual can ever replace your judgment”
· "Use your license to lead."
· "Because employee creativity is the source of innovation, as managers you have to create an environment where employees are empowered to experiment, take risks, and suggest new ways of doing things.  You have to be willing for employees to make mistakes…" 
· "As a FedEx Express Manager, it is imperative that you have the courage to think outside the box and to act on the innovative ideas that you and your team members discover. 
Participation

The fifth key focus area is participation of the leadership support process.    An organization must not only allow employees the freedom to act decisively, it must encourage and solicit participation.  Employees must be interested enough to commit discretionary effort.  For example, pushed information is no good if the receiver doesn't care enough to participate.  To acquire just in time information employees must choose to look at the Web site.  The desire to participate starts with the first item in the LSP —identity.  Any disconnect from the inclination to participate represents a problem attributed to either a poor manager or a less than ideal employee. If a manager intellectually appreciates, but doesn't really understand, the leading process, they will define their own concept of organizational identity. This manipulation invokes a weak commitment and weak employee participation.  Although employees may outwardly look involved, they will not be committed to participation.  If the employee fit is poor, a lack of commitment may not be the manager's fault, and it's time for the employee to leave.  The bottom line, however, is the effort the company makes to foster broad commitment, dedicated participation, and discretionary effort from their workforce.

FedEx uses several programs to ensure employee participation. The centerpiece program is the Survey-Feedback-Action (SFA) process.  Each spring, FedEx Express conducts an anonymous SFA wherein employees rate company leadership, communication, and climate.  After the results are compiled, managers meet with their group for verbal feedback.  During this meeting, one-way communication is expected— the manager listens.  The manager then provides a written plan stating how certain deficiencies will be fixed and how they intend to further improve on good scores.  A quarterly meeting is held to discuss progress.  Managers’ SFA score expectations are built into their annual MBOs and annual performance evaluation.  Poor SFA scores that indicate poor management skills are cause for intervention by the HR department.  Poor SFA scores may be criteria to stop further promotion.  SFA has evolved into the great equalizer, giving employees a true voice via a permanent process that has teeth.  It is a dynamic participation tool, and is a key element that supports the company's People-Service-Profit theme.  Appendix 2 shows the positive historical trend of SFA scores.

Another company policy that encourages employee participation is the Open Door program.  Any employee with an idea is guaranteed manager access to voice his or her innovation.  The manager is required by policy to respond to the employee within a specified time frame either incorporating the idea or explaining why their input wasn't used.

Promoting from within has been a long-standing practice that provides employees meaningful participation.  The ASPIRE Program is the path to move from hourly employee to salaried manager.  The seemingly majority of people have been with the company for over 20 years, and they are an incredible strength within FedEx Express.  Employee retention saves the company money, provides continuity, and helps build the strong cultural identity.  Because as employees grow as individuals, there is opportunity to grow within the company, a career at FedEx is professionally satisfying.   

An innovative new development program is the Loyalty Index.  This employee poll is designed to measure employee dedication to FedEx Express.  The company’s philosophy is that loyal employees create loyal customers, and dedicated employees feel empowered to participate in efforts to continuously make their company better.                                              

FedEx Express pays dearly for committed employee participation by being among the minority of companies that still offer a defined benefit pension plan.  Despite the financial imperatives that have led many other companies to abandon the old model in favor of defined contribution plans based on employee contributions, FedEx Express’s solution was to offer both.  The legacy defined benefit program continues for employee predating the new option, and the defined contribution program is offered to new employees.  FedEx pays the contributions.  Many long-term employees have both plans and a 401K.  They also have a superior health care program to other large firms because they extend to part-time workers.

One manager told me he thinks one company strongpoint is a healthy balance that exists between task behavior and relationship behavior.  It is a culture in which the taskmaster who is blind to relationship building will be out of place -- and he or she will not last long.  FedEx Express has built this culture with the large expensive programs supporting this supportive culture.  And it has a tool box full of less expensive yet powerful processes that recognize employee achievement.  Examples of less expensive methods include Bravo Zulu's, Five Star Awards, and other divisional recognition awards. Here are some final thoughts on participation from the Manager's Guide.

· "Successful leaders today realize that they work for employees rather than vice versa." 
· 
· “Organizational commitment research conducted at FedEx Express over the last 10 years shows that employees’ perceptions of adequate recognition and rewards are highly correlated with their levels of commitment to FedEx Express.” 
Leadership Supporting Process is a Centerpiece Integrated With Management Practices


"Just as we need more people to provide leadership in the complex organizations that dominate our world today, we also need more people to develop cultures that will create leadership.  Institutionalizing leadership-centered culture is the ultimate act of leadership."


The Leadership Supporting Process (LSP) supports the leadership philosophy at FedEx, but is not intended to be a substitute for leadership. LSP is a support process providing continuity because the heroic leader cannot be everywhere and involved in every event. In fact, the vice president of organizational learning emphasized that the effective leader doesn’t need to be present to assure success.  The LSP also helps build leadership skills in young talent by acting as a guide to direct their thinking, priorities, and actions. In this vein, the LSP raises the water level where less capable become more effective, and the "average" leadership quotient rises to a higher level.  LSP helps develop the leadership culture.

Leadership and management coexist at FedEx Express and every other organization.  The distinction is that leadership-thinking must not be dominated by management-thinking.  By this I mean there is a tipping point where "the message" changes how people feel about the organization.  In that sense, there becomes a zero-sum trade-off, wherein the leadership culture loses as management culture gains.  For example, I asked a former IBM manager what made FedEx Express strong.  He acknowledged the existence of the typical negative bureaucracy issues at FedEx, but believed the level of negatives was nowhere near that of IBM.  He said that FedEx leads by philosophy—in contrast to IBM, which leads by strategy.  There is no room for perfection through strategic analysis at FedEx because it would take too long. Trial-and-error, speed and fearlessness, when facing risk of failure, matter.   

Leading and managing are two near opposite functions. Management controls things to achieve stability and predictability through compliance with regulations and rules.  Variance and waste are eliminated and the progress is linear.  Management deals with those things that are tangible, and the results are visible.  Machines can be tuned to respond precisely and predictably.  And there is a premise that you can solve problems by reducing the system to individual parts, “drilling down” to find what is malfunctioning – to find truth.  That thinking is true for machines, but an organization is also made of people, and it is people who will create success through change.  

Leaders lead people, and the primary influence is emotional feeling.  In gaining commitment from employees, there must be a level of meaning associated with the direction. Often leaders make the complex seem simple so it has greater meaning.  Whether appealing to a sense of honor, pride, service, achievement, responsibility, growth, recognition, the challenge of the work itself or some other motivator, there must exist some tangible feeling that creates commitment that cannot be replicated on faceless charts and graphs.  As such, the power of leadership is invisible except for symptoms and artifacts.

In the end, leadership is about results, or outcomes, and not something that progresses in a linear fashion.  It may leap ahead and it may regress.  Effective leadership doesn’t transmit itself logically within the chain of command but rather ebbs and flows in virtually any direction and often recycles with adjusted meaning through a less formal network.  The strength of the network contacts and the meaning of their message may be more powerful than the “authorized message.”  And the power of the meaning is not scalable by the effort of the broadcast.  In other words, a well placed, off-hand, comment may far exceed the influence of the published vision statement.  The input may not linearly relate to the output, and the power of one meaningful voice may override the power of hundreds of official statements.

The goal of the positional leader in an organization is to create other leaders.  He or she does this by creating meaning and an environment where every employee feels compelled to step forward and lead when appropriate.  FedEx Express calls this discretionary effort. They self-organize with leaders stepping forward to do whatever it takes to please the customer.  During leadership classes, managers learn that discretionary effort is a source of competitive advantage and a goal for everyone to strive for at FedEx Express.  Studies show that employees will give about 60 to 65 % effort on the job when operating in a compliant yet uninspired mode (these figures are not directly attributed to FedEx, they are general in nature).
  The area above that 65 % line is discretionary effort, and it is "where FedEx Express lives."  Their leadership philosophy is aimed at creating an environment of commitment to discretionary effort. 

Effective leadership allows people to manage change. When employees are empowered to deal with complexity, unpredictability, and high rates of change, the best that one can expect is probable outcomes.  The goal is that probabilities are within a tolerance range guided by organizational identity, information, and learning.  A level of tolerance is required to adjust direction for both technical and strategic changes. The goal of organizational leadership then is to create an organization which best leverages the discretionary effort of employees by influencing them to lead consistent with strategy and have a supporting system that shows the results.  FedEx Express believes you get there by leading better, not managing better.

Some think soft leadership doesn't have a footing in reality.  A leader needs to plan, organize, staff, decide, direct, control, measure, and adjust.  Fact based precision is essential.  All of this is very concrete, and that is what really happens to succeed.  If that is all you do, however, you may squeeze that 10 % of expenses from the budget while you underachieve by 30 to 35 % because you are not getting discretionary effort.  It must be integrated and leadership must not be suppressed. 

I've made the case so far that strong leadership is essential for survival in the flat world because it makes the company more adaptive to change and competitive.  There are internal advantages as well.  In his book Leading Change, Harvard professor John Kotter writes that “those who attempt to create major change with simple, linear, analytical processes almost always fail.”
  Kotter goes on to argue that there are two key components to understanding transformation.  “The first is related to the various steps in the multi-stage process and the second component is associated with the driving force behind the process: leadership, leadership, and still more leadership.”
  Kotter’s process steps are summarized below.

· Establish a sense of urgency

· Create a guiding coalition

· Develop a vision and strategy

· Communicate the change vision

· Empower broad-based action

· Generate short-term wins

· Consolidate gains and produce more change

· Anchor new approaches in the culture

Kotter believes it is important to lead and have a supporting process for change.  I agree, and my version of process is a permanent one.  To create an adaptive, flexible, constantly changing organization, an underlying permanent process is important.  If an organization is to survive and excel it should pursue a strategy of creating a leadership culture supported by a permanent LSP. I have condensed the Leadership Supporting Process from observing FedEx Express.  

LSP Plus Transformational Metrics 
FedEx Express is a data rich company, and they work hard to turn data into meaningful information.  In other words, they work to create accurate and actionable information through careful use of data.  Service Quality Index (SQI) is one such measurement system designed to reveal quality of customer service and ways to improve.  All companies have quality metrics.  I believe we can improve on FedEx’s example by adding a metric set that would be an appropriate augment for any company today.  The late VADM Arthur Cebrowski's transformational concepts would, I believe, add a final critical feature to LSP. Cebrowksi argued that we should be concerned with capacity and relevance when choosing what we measure.
  The flat world characterized by increasing complexity, increasing unpredictability, and increasing rate of change requires focus on metrics that best ensure future relevance and capacity.  The appropriate metrics are high option rates, high learning rates, fast cycle times, and capacity to deal with complexity.
   These should be the primary strategic metrics that define LSP outcome quality.  To clarify, in this fast changing world how do you know you have made the right decision, choosing an course of action which will “play out” four years hence.  The answer is, you don’t.  Therefore, you need a metric to gauge option rates, the ability to efficiently change course in the future as the marketplace changes.  The plan will then build in these options -- or “off ramps.”  Cebrowski’s concepts are no longer new to the DoD battle space, but his metrics may still be new to the DoD business space.

Even though FedEx Express hasn’t adopted these metrics per se, I think they are to some extent embedded in the way they think.  Specifically, I saw it in action during the Sales Training Program, executed by the Solution’s division.  How many training programs repeat material over and over?  I think the answer would be—most do.  About three years ago, the sales training syllabus was fairly static and FedEx decided it was inadequate.  The current program is now frequently revised to reflect product changes that can occur daily (cycle time).  Teaching a salesperson old information – even day old – is unacceptable.  The program is organized in three phases to orient new-hires, provide advanced topics to seasoned salespeople, and provide on-line distance learning.  They shortened the on-site orientation training time from 12 weeks to three weeks while maintaining learning rates (cycle time).  FedEx also adopted the ROI analysis developed by the ROI Institute to test learning rates, and adjusted methods based on early unacceptable results.  Now the organization tests learning rates constantly.  As a result training topics are adjusted on-site and on-line to address deficiencies (option rates).  Six months after orientation graduation, and 90 days after advanced training, a seven-question survey is sent to the graduate’s manager to assess retained knowledge.  Based on survey results, tailored training reinforcement plans are sent to the manager as a recommendation for the salesperson (high learning rate).  Finally, they have developed “Sales Point,” a twice-weekly updated on-line encyclopedia to assist salespeople to be experts in all products and performance factors for all FedEx OPCO’s (capacity to deal with complexity).  Executives at the company realize that there is no way employees can retain complex knowledge and stay current without this tool.  This is a high performing unit at FedEx Express because the people involved and the clear focus on the right metrics.  They just happen to coincide with VADM Cebrowski’s transformational theme.  Similar thinking can be seen in GOC and other departments.

Capacity Assessment

Since culture is based on invisible influence, a good way to think of effective leadership power is as a field.
  A magnet field has influence that is invisible until metal filings are dropped next to the magnet.  When you add filings the influence can be seen.  The exact response of a metal filing each time it is dropped will vary, but on a whole, filings will form a pattern or shape the same way each time.  So it goes with leadership in helping to design an organization’s culture.  The exact response of people responding to a leaders influence will vary, but patterns will form which reveal the invisible influence.  Drilling down to look at a filing offers no greater detail of the magnets influence – you find no greater truth.  Looking at the whole pattern and the way things organize gives a better picture to understanding the influence of magnetism and leadership.  The way filings organize around a magnet is similar to the way people organize around decisions that are made.  It's the culture of an organization.  You can gain clues to what has influence by watching the way people accept decisions and decision-makers— what excites, what shapes, and what gets ignored.  At FedEx, stories abound casting UPS as an over-managed, dog-eat-dog company where time-motion studies have refined freedom out of the workplace.  FedEx workers believe UPS is the management antithesis of FedEx, and Express employees are grateful to be wearing purple not brown.

As I mentioned at the beginning of this paper, I expected to write about FedEx Express’s management processes.  It took time to realize I was surrounded by a strong leadership culture— a field of influence. The FedEx culture has capacity which creates "flat traits" giving the company an advantage in the new economy.  I developed the LSP model to help organize my observations and then created an employee survey to answer the question, "How do I know with greater assurance that leadership capacity is strong?"  If employees in an organization form similar repeating patterns of behavior and attitudes (cultural norms), then I should expect to find the same answers to survey questions across functions and up and down the chain of command.  On the other hand, if I found only a small group of self selected individuals in the corporate offices understanding company values and having the freedom and willingness to participate, then I would suspect the leadership culture had not fully embedded as a company-wide cultural identity.  Finding repeating patterns (similar answers) at the far corners of the organization would be indicative of a strong culture.  If the repeating patterns were extremely positive (answers indicated positive values, and a high degree of information, learning, freedom, and participation) I would conclude that a strong leadership culture existed having great capacity to adapt and survive.  Appendix 3 contains survey questions to the core elements of the corporate culture at FedEx Express. I believe the survey would work in any organization.

I was unable to distribute the survey because it would have conflicted with Express’s internal surveys.  So throughout the year, I asked the questions informally and my findings were discussed throughout this paper.  The candid responses confirmed for me that LSP is the glue that strengthens FedEx Express’s leadership culture and provides the company a strategic advantage.  

FedEx and Leadership Conclusion
Is FedEx Express’s leadership culture (and LSP) really worthy of the role I give it as the single greatest strength of the company?  When you broaden the view to include FedEx Corporation the answer is an unqualified yes.  Fred Smith has personally branded the leadership culture and that is providing value equal to the famous FedEx brand. 

I made an earlier assertion that FedEx could survive, even if forced into a different business model with new products and customers.  I said that the company is not thriving because of fortunate circumstances.  Rather, innovative leadership and inherent transformational capability make FedEx unique.  Over time, Fred evolved the FedEx definition of value from package to information to business solutions.  He made moves the customers were not asking for at the time, but they seem obvious now.  At times he moved from high margin value networks to lower margin opportunities—disruptive technologies usually begin as lower margin opportunities.  As the company grew, he resisted pulling new opportunities into a single organization.  He created FedEx Corporation and the independent operating companies to preserve the infrastructure, culture, and value system of each niche.  Within this structure, innovation was encouraged.  He wrestled with the innovator's dilemma and from my perspective he is winning.  Appendix 4 depicts this path.
The strategy to "operate independently, compete collectively, and manage collaboratively" was initially viewed with skepticism by analysts.  FedEx competes with UPS' single delivery network, by maintaining two independent infrastructures—one for Ground and one for Express.  The underutilized Ground network would seem to be an Achilles heel in competing with the more efficient UPS single network.  But FedEx values the agility provided by independent companies, with independent infrastructures and cultures, and is willing to grapple with the process inefficiencies to maintain its leadership-centered advantage.

When FedEx bought Caliper, the ground delivery package tracking and timeliness were poor by FedEx standards.  I spoke with a manager, now at FedEx, who was working for Caliper at the time.  He described radical change in cycle times, learning rates and agility dealing with complexity of the delivery system.  When I asked what made the difference, he mentioned the new processes and techniques put in place, but he focused on a sense of discipline and single-mindedness by the new FedEx team.  They made the "main thing" clear.  FedEx literally drove success through leadership and a relentless sense of purpose.  The leadership culture is not a myth.

Organizational values are embedded in company actions. When FedEx executed ISERVICE (voluntary employee work force reduction plan) and was criticized by some for being too generous.  It was viewed as the golden parachute for the average employee.  But for Smith and his senior executives it fit perfectly with company values.  As I talked about the program with employees and managers two years later, it was viewed as an extremely positive event.

In 2004 Kinkos became FedEx Kinkos.  Thousand of retail sites were attractive outlets to reach FedEx retail customers, but FedEx is placing a bet on providing business solutions as opposed to only package delivery.  Kinko's margins are narrow, and the culture clashes with the FedEx culture.  Only an innovator and leader would tackle this acquisition, and it fits perfectly with the FedEx pattern.

FedEx Services Corp.was created as a vehicle to merge Sales, Marketing and Technology support for FedEx Express and FedEx Ground.  This "manage collaboratively" effort was a well-devised method of creating efficiency and customer focus into the FedEx brand, while maintaining independent operating companies.  Today, Services coordinates these functions and ecommerce activities for FedEx Freight as well. 


The effective leadership practices at FedEx Express left a lasting impression on me.  The company vision and values empower employees to make reasoned decisions based on free flowing information sharing. Mistakes are made but are regarded as learning opportunities.  Every employee has the ability to lead in some way.  This leadership culture is the most significant and relevant benchmark for the Department of Defense to improve the way we conduct our business.  

The FedEx Best Practices and Recommendations for DoD  

On the battlefield, the enemy tastes the effects of combat power without knowing or caring whether the Army, Navy, Air Force, or United States Marines were the providers.  Our "brand name" is the United States Military, and our "product" is lethal power.  We integrate Components seamlessly for optimum "customer service."  We are fast, adaptable, and flexible to stay ahead of "customer requirements." 

In contrast, we are slow and inflexible the way we do business away from the battle space.  Information and capability are stove piped and redundant.  It is costly.  DoD in the battle space is not the same DoD in the rear.  It's a difficult problem with complex solution sets.

FedEx, as an organization is able to "live" in their battle space.  Their single-minded focus and subsequent actions are more consistent throughout the company than what we see at DoD.  With only 212,000 employees, a clean mission set, and a profit motive you can argue that the primary distinction is that of size and scope.  If DoD had the FedEx "advantages," it would perform as well top-to-bottom, maybe better.  There is truth here, but if we are to improve the business side of DoD the analysis can't stop there.  

DoD has a diverse workforce, and best practices at FedEx do apply.  I’m unsure whether the leadership culture in DoD, viewed as a whole, is a strength or a liability, obviously, there are strong leaders in the department.  But did we get to this place in a business sense because we forgot to bring the work force —all of them —with us?  Perhaps the efforts made to create a common operating picture in the battle space needs to be repeated in the "business space" to create a fast adaptable, flexible "business force" capable of decentralized action.  I offer the following recommendations based on my observations at FedEx.

1) Review the Leadership Supporting Processes (LSP) as they apply to the workforce in DoD, including the civilian force, and incorporate improvements similar to FedEx processes with the goal of increasing cultural capacity for transformation. 

2) Consider executing a survey-based analysis to determine areas for improvement in the areas of identity, information, learning, freedom-of-action and participation, with a goal of increasing speed, adaptability, and flexibility to deal with unpredictability, complexity and rate of change.

3) Consider the Business Transformation Agency analogous with FedEx Services and adopt a business strategy of "Operate Independently, Compete Collectively, and Manage Collaboratively" with a "thin layer" of centralization.

4) Maintain the mindset and capability to create entities, which will nurture disruptive technologies for fast track to the battle space or business space, and avoid allowing "lower margin capabilities with promise" from being swallowed into the wrong value network.

In addition to the leadership related recommendations above, the following comments are offered.  Information visibility is not the central focus of this paper, however, it is a related topic, critical to good decision making.  Since the BTA is working on information visibility, I offer these observations.
1)  Personnel Visibility: FedEx Express is measuring the ROI impact of training conducted by the Human Resource Department.  This is another example of their forward-leaning leadership culture.  When I asked which programs they measure, I got an even more telling answer.  “That is not the right question,” I was told.  The important thing is to have an infrastructure in place to allow self-serve retrieval by OPCOs for them to determine value of training (or anything else).  This infrastructure is made up of people demographics, training schedules, revenue data, operating data (cost), and safety data.  A user should be able to query the information architecture, use appropriate filters to refine data, and develop logic to determine if investments are sound (positive ROI).  It is important to be self-serving to promote continued self-organizing in order to deal with complexity.  The key point is a common architecture.

2)  Personnel/Financial Visibility: Military Components are contracting for Enterprise Resource Programs (ERP) from both SAP and Oracle.   Based on my observations at FedEx, we should be extremely concerned with creating common fields within databases despite having different proprietors.  This will help create an architecture that supports a business common operating picture for improved decision making.  Every attempt to make data bases unique should be carefully reviewed because over time uniqueness is expensive.  Data bases and interfaces should be common, and a thin layer of application software should be where tailored information and uniqueness should be allowed.  
3)  Material Visibility: FedEx Express has a system called URSA codes (bar codes on each package).  I recommend a common commercial URSA system between DoD, FedEx, DHL, and UPS to allow for high option rates and fast cycle times in shipping.  With a single coding system, it will provide flexibility to ship by fastest and best means, unconstrained by the tracking system that supports it.  This may also serve to eliminate expensive overlapping and expensive capabilities (commercial and DoD non-hostile delivery networks) that are cemented in place by the architecture designed to track them.

Simplified FedEx Express Leadership Support Process (plus metrics added)
Identity Development:

People-Service-Profit (P-S-P)
Purple Promise

Humanitarian and Purple Promise Awards

Leadership Institute training

Community involvement

Information Exchange:

Extensive Information Technology support system

Contingency planning and adhoc communication execution

Preplanned responses to service failure risk

Service Quality Index measurements and weekly review

Daily Operation Summary

Sales Push-Pull, collaboration, functional expertise, and knowledge site

Management by Objectives system (MBO) with incentive pay

Learning Ability:

Leadership Institute training

Awareness enhancement presentations (e.g., 7 Revolutions)

Off-site training (e.g., Team Trek)

Learning continuum (initial training and ongoing annual requirements)

Vice president account assignment

Performance Improvement Program (PIP)

Freedom of Action:

Service recovery tools

Mental model of mistake tolerance and self-synchronization

Performance Review System

Guaranteed Fair Treatment Program (GFTP)

Employee loyalty (no layoffs and promote from within, ISERVICE)

Participation:

Survey Feedback Action (SFA)

Open Door program

Defined benefit plan

Balance between task and relationship behavior

Metrics:

Low cycle time

High option rates

High learning rates

Capacity to deal with complexity
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FedEx Express Survey Feedback Action Score Trends 
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Leadership Capacity Assessment Survey Question Bank








1. Assessing the influence of identity

a. Define what the company values.

b. Rate how well these values agree with your personal values

c. Describe the meaning working for this company has for you personally

d. What is the purpose and vision of this company

e. Rate the pride your feel working for this company

f. Who do you work with most exemplifies company values

2. Assessing the influence of information

a. Rate the amount of filtering, tailoring or censoring of information in the company

b. Rate the openness of channels for information to flow up/down/horizontal
c. Rate the level in which you feel embedded in a company wide network which trades information freely

d. Rate the speed with which information moves

e. Rate the accuracy of information you receive

f. Rate the time available you have to find information and convert it into thoughtful ideas for action

g. Rate the quantity of sources or information you have to draw on

h. Rate the company's tolerance for information that is bad news

i. Rate the level that information is pushed to you instead of having to pull it

j. Rate the adequacy of information you need to make decisions to innovate

3. Assessing the influence of learning

a. Rate the level to which you are exposed to new ideas, cross-functions, diverse opinions, and information that is not exactly related to your job.

b. Rate the support you feel from the company for your personal development

c. Rate the support you feel from the company for professional development

d. Rate the emphasis the company places on encouraging you to pause, discuss, and reflect on events or training which might lead to coming up with creative and innovative ideas

e. Rate the company's willingness to spend money on learning for you, which may not immediately translate into doing a technical skill better.

f. Rate the extent to which the company tries to focus learning to reinforce understanding of company values 

g. Rate the level you feel fulfilled in your personal and professional growth because you work here.

Appendix 3
4. Assessing the freedom to think, decide and act independently

a. Rate how open the company is to diverse ideas, including those that may question core beliefs and vision

b. Rate the freedom you feel you have to interpret facts or events in your own way and your ability to translate that into changing the way things are done.

c. Rate the freedom you feel to team up with people from other work groups anywhere in the company to solve a problem or take advantage of an opportunity

d. Rate the tolerance the company has for mistakes

e. Rate the freedom you feel to think for yourself as opposed to following rigid rules

5. Assessing the conditions encouraging participation

a. Rate the level you feel invited to participate and the levels that venues exist to create opportunity to participate in big decisions related to you job.

b. Rate the likelihood that an idea you have to improve the company will be heard, accepted and put into action 

c. Rate how well the company listens to you

d. Rate the level of job security you feel in getting fair evaluations, bonus', raises and promotions and how this level of fairness effects you willingness to speak out

e. Rate how constructive relationships are in the company

f. Rate how much you participate in changing and improving the company

Note: Questions asking for a rating are on a 5 point scale.
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Notes

� EMBED PowerPoint.Show.8  ���





� EMBED PowerPoint.Show.8  ���





� EMBED PowerPoint.Show.8  ���





� EMBED PowerPoint.Slide.8  ���








�I’m not sure this example is really their culture. FedEx has tools built into their system to correct errors.   


�Norm, you do this repeatedly so let me explain capital use. When a title appears as part of a person’s name, usually before the name, it is capitalized (Vice President Norm). When the title appears after the name, it is not capitalized (Norm, vice president) Capitalize the names of departments but not positions within.. The Service Recovery Department wanted Norm for vice president.


�A journalist tool to help read quotes easier.


�Time for me to stop…I’m getting “trucker’s butt!” You should format each enclosure or appendix to one page each.





� Thomas L. Friedman, The World is Flat; a Brief History of the 21st Century , New York: Farrar, Straus and Giroux, 2005.  Friedman’s theme of global interconnection and the requirement for speed, and collaboration is summarized in this paper.





� Clayton M. Christensen, The Innovator’s Dilemma, New York: The Harper Business Essential, 2003. Christensen’s emphasis is that companies are unable to sustain competitive advantage despite evidence that those companies are led by skilled, capable and attentive management.  He cites the value network and customer focus as the primary reasons for companies to choose to not participate in disruptive technological trends, thereby losing their industry leadership position.  Value networks are discussed on page 62.





� Richard Foster and Sarah Kaplan, Creative Destruction; why Companies that are Built to Last Under Perform the Market – and How to Successfully Transform Them, New York: Currency, Doubleday, 2001 Foster and Kaplan talk in detail about creative destruction and the economic tendency for companies to become rigid and lacking in ability to adapt as a byproduct of being stable and successful.  Quotes are taken from page 10, 14, and 16.





� Ibid, p. 107





� � HYPERLINK "http://www.defenselink.mil/bmmp/priorities_beps.html" ��http://www.defenselink.mil/bmmp/priorities_beps.html� 





� Margaret J. Wheatley, Leadership and the New Science; Discovering Order in  Chaotic World, San Francisco: Berett-Koehler, 1999.  Wheatley writes about the nature of leadership and she applies previously unrelated science topics to leading.  This paper is influenced generally by Ms. Wheatley’s discussions about the nature of leading.





�FedEx Leadership Institute, Manager’s Guide USA; the FedEx Express Guide to Leadership, FedEx Express Corp unpublished, 1986-2002.  This guide is used to train all leaders.  It is quoted frequently in this paper to help the reader gain a sense of the nature of the type of leadership atmosphere that exists at FedEx Express.  The quotes are in order from pages iii, forward, 53,55,31,18,19.





� Ibid, pp. 97, 97, 107





� Ibid, pp. 67, 73





� Ibid, pp. 37, 67, 152, 86





� Ibid, pp. 74, 75





� John P. Kotter, Leading Change, Cambridge: Harvard Business School Press, 1996.  Kotter set forth a multi-step process to assist leaders in creating organizational change.  A, perhaps, common misconception is that one merely needs to walk through that process from top to bottom and change will inevitably follow.  He says the opposite.  A process is a key companion to leadership in creating change, but it is not so simple as thinking a linear approach to process will succeed.  Executing the change process is non-linear.





� This data was cited during a Leadership course at the Global Leadership Institute.  





� Kotter, p. 25.





� Ibid, p. 31.





� VADM Arthur Cebrowski, Comments at a presentation regarding innovation and DoD transformation in July 2005.  Cebrowski said that in a fast changing and unpredictable setting, making decisions with long term consequences, a primary concern must be that the organization maintains relevance and capacity relative to the environment.  Too often technological advances or other changes make previous investment commitments suboptimal and unable to change at a reasonable cost. 


 


� Ibid, Cebrowski defined four key metrics that can capture future relevance and capacity despite changes that cannot be forecast.  These measures provide the ability to make decisions a way that choices made retain an element of adaptability.


  


� Wheatley, Wheatley uses the example of a filed in discussing the influence of leaders. 
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FedEx Life Cycle-

Early Years- 1973 We delivered 186 packages to 25 cities overnight The Modern Air/Ground Express industry is born.

1975- First FedEx Drop Box

1978- FDX is listed on the NYSE

1979- Cosmos Launched

1980- DADS Implemented- Roberts Cartage becomes Roberts Express- creating the modern expedited delivery industry. 

1981- Super-hub in Memphis-Delivery to Canada and the OL is introduced.

1983- FedEx becomes the first U.S. company to reach 1Billion in revenue without a merger or acquisition.

1984- Europe/Asia Pacific utilizing Gelco Express International- First PC based automated shipping system is introduced- later named FedEx Powership.

1985- RPS is founded and is the first company to introduce bar code labeling to the ground  transportation industry.

1986- The Super-tracker is born

1989- Flying Tigers purchased, Customs Critical goes to Europe- Also initiates on-board communication systems that use satellite tracking to pinpoint vehicle location.

1990- Malcolm Baldridge Award- First company in the Service Category to win. 
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Corporate Leadership Items (12-13)
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