LEADERSHIP IN THE CONSUMER SECTOR
What it takes to be a CEO in today’s global marketplace

B Businesses in the consumer sector are facing a formidable set of challenges
today. Some of these are relatively new, such as the steady rise of digital
commerce, the growing influence of mobile and social media and a general
decline in brand loyalty. Others include the familiar challenges of globalisation,
intensified by growth market opportunities, activist shareholders pressing for
short-term results, a continuing lack of consumer confidence in many mature
markets and talent shortages. To confront these challenges successfully, CEOs
of consumer businesses need to have had certain experiences and possess
traits and attitudes that are less likely to be found in their counterparts from
other industries, where investment horizons are often much longer and the
customer feedback loop is far less intense.

This report explores what it takes to run a consumer business effectively. It
combines the knowledge we have gained from thousands of assessments of
senior consumer executives with firsthand testimony from a select group of
five CEOs, each of whom has had a highly successful career running at least
one consumer-oriented business in the consumer packaged goods, retail, and
hospitality and leisure sectors. Each of these scored highly in Spencer Stuart’s
proprietary Executive Intelligence (ExI™) assessment.
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A list of experiences that have shaped the careers of CEOs would be extensive, but here we pick out two which

we believe have been particularly important in helping prepare the present generation of consumer leaders.

Developing a consumer disposition

CEOs of consumer-facing companies have more often than not spent the majority of their careers working in
one or more consumer sectors. Whatever route they have taken to the top, they have almost certainly devoted
a significant portion of their careers to observing, analysing and understanding consumer behaviour. They

have cultivated an open mind, a commitment to continuous learning and an unerring belief in the primacy of

the consumer.

These characteristics are evident in each of the CEOs we interviewed for the purposes of this study. For Andy
Cosslett, CEO of Fitness First and former CEO of InterContinental Hotels Group, exposure to the front line came
early in his career during a stint in sales at Unilever. “I remember being in a part of Liverpool where there was no
glass in the windows, nobody had any money and | was trying to sell all this stuff under pressure from a head
office which had no understanding of the environment | was working in. I still carry my first business card for
Wall’s Ice Cream. | carry it with me because it's a constant reminder that head offices usually get it completely

wrong in a number of ways. They become detached, they don't really understand what's going on out there.”

EXECUTIVE INTELLIGENCE (ExI™)

The five CEOs we interviewed for this report were assessed by a member of Spencer Stuart’s Leadership Advisory
team as part of a CEO succession or CEO finalist assessment process prior to being appointed to their current
roles. At the heart of each assessment was an Exl interview, a proprietary methodology that measures the cognitive
abilities that differentiate C-level performance — critical and conceptual thinking, social and emotional intelligence.
These fundamental leadership qualities enable executives to transcend experience and situational knowledge and

stretch into more complex and demanding roles.

The Exl evaluation is one part of a highly structured, multi-method assessment process that evaluates current
capabilities (competencies) as well as key predictors of future potential and stretch: Executive Intelligence, learning
ability, implicit motivation and followership. The ExI evaluation involves a go-minute “case interview” in which

the individual executive is invited to react to unfamiliar scenarios and demonstrate their analytical and decision-

making ability.



Exl evaluations are conducted by a team of specialists at Spencer Stuart who assess CEO candidates and top-level
management teams on behalf of clients around the world. We have conducted a significant number of Ex|-based
assessments of consumer company executives within the consumer packaged goods, hospitality & leisure, and retail

sectors globally.
Predicting success

Since we started measuring Exl more than 10 years ago, we have conducted a number of longitudinal studies

which show that our proprietary Ex| evaluation helps predict executive success in the following ways:

1. CEOs score better in the Exl evaluation, which measures the critical elements that differentiate top

executives from mid-level executives.
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2. High Exl scores correlate with stronger business performance. Using publicly available data, our analysis

of 70 businesses found that the leaders’ Exl scores explained 16% in profit performance variance.

3. Executives with high ExI are promoted faster than their peers. \We analysed the careers of 700 CEOs,
managing directors and CFOs and found that executives with high Exl scores were promoted 23% faster than

executives with low Ex| scores.

4. Exl helps clients make smarter, more successful hires. High Ex| scores give clients the confidence to hire
executives who will create impact in their organisations even if they do not bring the conventional background

and experience to the role.



Cosslett values the opportunity that a sales role gave him to encounter people with very different backgrounds

to his, to take an interest in who they were and how they thought. He emphasizes the dangers for executives of
spending their careers cossetted in a head office environment, supported by a big infrastructure. “You need to
have been put into places of intense stress, places where you feel uncomfortable. This teaches you self-sufficiency,
an ability to roll your sleeves up and remember what it was like. Head offices don't get the importance of that.
They have a language and a didactic nature, which is the complete opposite of what people actually selling their
stuff are like and what they need to do with their customers. One of the greatest things | ever did was to get

brutalized in a sales job for seven or eight months.”

“A lot of aspiring leaders do not understand the — Hubert Patricot, European president
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was a very important experience for
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me. | learned the advice | still give
to my guys: First listen, second, listen and third listen to your customer.” This thirst for knowledge and insight into
consumer behavior served him well when, as a marketing director, he started to brief advertising companies, talk

about the business to the media and explain the value of the brand to external partners.

Stretch assignments

The greater the exposure that CEOs have had to different aspects of the business, the more comfortable they
are when they assume control of the entire organization. The CEOs we spoke to emphasised the value of
gaining experience in different functions beyond sales and marketing, especially finance and operations. It's

not uncommon for consumer executives to progress to senior roles having spent much of their careers in a
relatively narrow, specialized area of the business; this can work against them when making a move into general

management.

Graham Allan, CEO of Dairy
Farm, has felt challenged at
every point in his career, having two functions, for example finance,

worked for KFC, Pepsico and marketing, operations or merchandising.
Yuml in a variety of international Andv Cosslett
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“I t's a huge advantage to experience at least

roles. “You always feel stretched
when you step into the unfamiliar. Some of us relish it that way, the opportunity to learn by taking on different
challenges. That has been the pattern of my career; moving industries, countries and companies. My first

operating GM role was in a country that was relatively new to me even if | knew the industry. My first portfolio



GM role was also in completely new geography and both were great learning experiences. You need to be willing
to tackle issues from first principles, to develop a deep understanding of the challenges and the context. And, of
course, you need to evolve your management style to fit the circumstances and the culture. Even in this job, it’s a
new company, a new industry, my first time based in Asia — there are plenty of new things every day to make me

uncomfortable.”

“Fr@sh assignments are critical mid-career ... which This willingness to take risks and
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might mean doing something you are disinclined

, a common trait among leaders
to do, for example, a lateral move. It's a long-term 4a, indeed, experience

investment in your own career growth. 4 working in a foreign market is

_ Graham Allan 2" almost essential part of the
CEQ’s armoury, especially if you

are running a global consumer business. During the course of our extensive search work around the world, the
most rounded consumer executives we have come across have worked in multiple functions, have cross-cultural
experience (usually gained through an international posting), and possess a propensity for critical thinking

(particularly evident among executives who have worked in high-growth or emerging markets).

These executives are often forced by circumstance to find ways to navigate through challenging problems they
would not encounter in a mature market. This helps develop their entrepreneurial instincts, which might otherwise
be underutilised or even squeezed out inside a centralised, corporate environment. Since not every executive is
going to thrive in an overseas setting, it is important to use assessment to reduce the risk of a bad appointment

and predict who will benefit from international exposure.

What makes an effective consumer CEQ?

When asked what qualities and skills they believe to be most important in the leader of a consumer business, the
CEOs wanted to talk first about consumer focus. It is interesting that despite all the other issues they have to think
about when running a business, none of the CEOs seem content to leave this concern to others. Curiosity about
how consumers think and behave had become a way of life long before they reached the top job; if anything, it has

only intensified over time.

“As | look back, | guess | always had a close interest in understanding consumers, probing how they evaluate
different options and how brands fit into their repertoire of choices,” says Allan. “The best people | have seen
running consumer businesses are relentless in their quest for deeper understanding; they are always willing to
challenge their own assumptions about consumers, always wanting to understand the core reasons for today’s
behaviour and anticipating the behaviour of tomorrow. They realise that consumer choices are contextual: they

are curious to appreciate the way the context might change and to assess the impact of any change on consumer



preferences. They usually love talking to people, especially young people who tend to shape change in most
consumer categories. Understanding consumers is everyone’s job in a retail or consumer-based company, not just
the marketing people. I try to push everyone in our business to offer consumer insights and to use them to rethink
the paradigm that we work within. As | see it, people who are less successful tend to get stuck in one paradigm
and seem unwilling to challenge it.” This drive to seek out information and learn from it, adjusting one’s own
behaviour when the learning is in conflict with personal preferences, is one of the key indicators of potential that

are uncovered in the Ex| interview.

John Miller, CEO of ' ‘
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the danger of taking what _ Graham Allan
consumers say at face

value. “Consumers never behave like they say they will. Having consumer insight is critical, but this often means
you have to know them so well that you can look beyond what they say. The restaurant business is currently behind
other consumer sectors in terms of developing consumer insight, so | am constantly asking customers ‘What

would get you to come more often?’ and then | make a point of checking to see what is not being eaten!”

Cetting to the truth about the consumer takes time, requires you to keep your feet on the ground, listen intently
and exercise sound judgment — for example, discerning what consumers mean, regardless of what they may

actually say.

Seeking answers and insight from any and every source takes humility, the confidence to admit to what you don't
know and an innate natural drive to learn new things — essential in the rapidly changing world of consumer-facing
business. To Patricot, this curiosity lies at the heart of innovation. “What did you learn today from a supplier or a
customer that you did not know? Our business is not a science, it is pretty relative and so the ability to get exposed

to another angle or view is critical. This leads to innovative approaches and an ability to take the right risks.”

There are, of course, other dimensions to being a successful consumer CEO. An analytical mind, for example,
combined with strong conceptual thinking is a necessary basis for developing a strategic vision — which
then needs to be accompanied by strong communication skills to instill that vision effectively throughout the

organization.

According to Hubert Joly, president and CEO of Best Buy, “You need to have the raw skills in terms of intellect and
the ability to solve problems and get things done. Integrity is essential, as is passion and energy — not everybody

wants to make the kind of investment this job demands.”



Cetting the consumer’s voice heard inside the organization

One of the dangers of running a large and sophisticated consumer business is that you can easily become

remote from what is driving your revenue line. For Cosslett, the whole enterprise has to be designed around an
understanding of the customer need. “I don’t think connecting everyone to the customer proposition is necessary
if you're selling widgets or ball bearings, but it is certainly something that big consumer companies struggle to
understand. When you get that right, you definitely see the difference. As the chief executive, it really helps if you've
got that hunger to understand what makes a difference with the customer — making sure that voice is heard

inside your business in terms of the way you design it.”

Miller points out that as CEO you need constantly to calibrate your views with customer views. “Silos kill a
business. You have to make it safe for everyone to get into everyone else’s business in a constructive way, to get
everyone feeling responsibility for whole brand. When | get the whole team across departments to feel the whole

brand — when | create the rules of engagement and hold them accountable — things become extraordinary.”

The ability to build collaborative and productive relationships and networks inside and outside the organization,
and motivating others to do the same, is a highly desirable quality in a consumer CEO, especially when the result
of this collaboration is to multiply consumer insight. While many are strong in this area, others are not. The CEO
of a consumer company may well have executives in the organisation who have a silo mentality which hampers
strategic thinking and works against truly consumer-centric outcomes. This is borne out by the fact that, as a
group, consumer executives beneath CEO level score below their peers from other sectors in their Exl interviews
when it comes to building collaborative and productive relationships. This emphasises how important it is for
CEOs to encourage effective cooperation between teams and across cultural boundaries to foster a diversity of
ideas — two aspects of influencing and collaboration that we measure during the course of our Exl and capability

assessments.
Being a CEO — the reality

Setting priorities

Despite the short-term pressures besetting most consumer companies, several CEOs talked about the need for
patience early on in their tenure. Stakeholder engagement is critical. Building a long-term, sustainable performance
advantage takes time, particularly in businesses where you have to take a lot people with you and they are
dispersed across different continents. “The amount of time you have to invest in the development of ideas and

to build consensus around ideas and direction before you actually execute was something that was a surprise to
me,” says Cosslett. “If you don’t do that but try and shoot from the hip in a public company, that's not going to
work. You have to be a consensus builder, a team player and a great communicator. As for the board, it can be
frustrating dealing with non-executives who have only a superficial knowledge of the business. Over the years |

have learned a lot of patience and tolerance | didn’t have before.”



For Miller, strategy comes near the top of his priorities, “but it is not everything. For a start, it is easy to plan

but harder to execute. You have to test your strategy to see its effect on consumers, ensuring that you execute
sufficiently well that the test is valid. Failing faster is the key — and using robust and effective metrics.” The
concept of “failing faster” may not be acceptable in sectors such as heavy industry or financial services, but in

the consumer sector where rapid change to products and services is the norm, constant iteration is an effective
strategy for determining the right course of action. New digital technologies and social media are also contributing

to this process.

When the board of Best Buy appointed Hubert Joly as CEO, they were not principally looking for a retailer.

They were looking for a fresh set of eyes on the situation: somebody to shape the strategy, but also to take over
operational leadership. Joly’s career has been defined by a series of turnaround and transformation situations,
experiences which helped him determine his priorities at Best Buy. “It started when | was a consultant working
with several CEOs who were leading turnarounds and transformations at clients such as AT&T, Groupe Bull,
CGG-Veritas, EDS [where he became its president in France], France Telecom, and Siemens. | went on to work

for Vivendi Universal being part of the team that led the restructuring of the company after a liquidity crisis and
continued with Carlson Wagonlit Travel and Carlson, which was less of a turnaround, but more a revitalization. It's

been a series of case studies or training grounds for the Best Buy role.”

¢ ‘Opemtional progress creates strategic freedom. DD iy has what he cals s

“turnaround manual”, which
— Hubert Joly contains three insights which
would serve any new consumer CEO well. “The number-one thing is the team. There is nothing more important
than this. Assembling a world-class team is paramount. The second insight is that you focus on operational
performance and effectiveness before you focus on the strategy. That's not necessarily what people think about,
but strategy comes after 18 months, not before. To quote one of my board members at Carlson, ‘operational
progress creates strategic freedom’. The third thing is to really focus on what | call direct levers, which are cutting
costs, increasing prices or volume, and only then working your way to the indirect levers, such as incentive
systems, organizational structure, how decisions get made, how leaders spend their time, and finally contextual

levers like culture and values.”

Making decisions with incomplete data

Most consumer businesses these days are awash with more data than they can deal with. Often available in
real time, this data is incredibly useful but is still only one part of the evidence base on which decisions have to
be made. One of the key challenges for a CEO, says Patricot, is being comfortable making decisions with less
than complete information. “It's almost a cliché but in today’s environment the speed of change in the way the

consumer operates is key — you have to be able to go for an option even if you are only 8o to 9o percent sure.”



In the Exl evaluation, standout consumer CEOs demonstrate the critical thinking and conceptual skills that enable
them to frame complex and ambiguous situations for rapid analysis. They focus quickly on the root cause or key
decision factors, understand the value of available data, discard low-value or irrelevant information and determine

what more needs to be known to render a sound, timely decision.

Allan believes that you don't necessarily pay a high price for making a wrong decision. “Exercise your best
judgment, but be prepared to be wrong and adjust course if that is what is necessary, or the facts steer you in that
direction,” he says. “If you are in a capital-intensive business, it's important to spend a lot of time upfront getting
those investment decisions right. You can understand being more deliberate and thorough in the way you appraise
things. In consumer businesses, it's a bit different; it makes sense to evaluate the options as carefully as you can,
but it’s much more important to take action than it is to dot every ‘' or cross every ‘t’ before every decision. You

can usually change course if your initial assessment turns out to be wrong.”

Working through others

Whereas consumer executives tend to be good at leading from the front, the evidence from our assessment results
suggests that they are less effective than their counterparts in other industries at working through others. As
hierarchical corporate structures gradually give way to more fluid collaborative environments, the ability to exercise

influence across functions and disciplines, as well as within departmental teams, becomes increasingly critical.

When Allan moved into an international role at head office, he was highly aware that consumers think and behave
very differently across the world. “You can't be an expert on every country and every category. So you rely more on
other people and you try to develop people who are appropriately curious, i.e., people who really get to the heart of
consumer behaviour, who understand consumer choices and how your brand fits into the lives of consumers. It was

a question of getting other people to do it. Thankfully, | found many who were able to do it much better than me!”

For Cosslett, this goes to the heart of what

“Stay grounded in principles and keep

it means to lead an organization. “There’s a '
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people about their expectations is that the higher you go, the less power you have. The higher up you go, the more
influence you have, but power in the strict sense you have less of. That was a surprise to me. As a leader | don’t
do it on my own; I do it with groups of people. We go on a mission together as a team. You have a tremendous
amount of influence, you have all this sort of apparent power but everything you do has to be checked, consulted
over. With all the stakeholders that you're managing you actually become more of a diplomat and a salesman. |

was always very thankful that I'd spent a long time in sales.”



Building the best team

The ability of consumer companies to develop their future leaders hinges on a clear understanding of their
capabilities and their potential. It is essential for any CEO to know exactly where the leadership talent lies
in the organization, what the development areas are for high potentials and what kind of experiences they

should be exposed to.

All the CEOs we spoke to acknowledged the critical importance of getting the right team in place as soon as
possible. Patricot advises his own leaders “if you have people issues, don’t wait too long before you fix them.” Joly
agrees: “The consistent mistake we all make is waiting for too long to replace somebody who will not make it.”
This is also a retention issue, since it is well-documented that talented people go elsewhere when they see that

such decisions not being made.

“The talented team won't survive if they don't respect their leader,” says Allan, who has a very simple philosophy
that good people generally want to work for good people. “The further up you go the more important it is to

hire talented people underneath you. If you don’t promote good people into senior positions it is going to be
very hard to get good people into other positions. If you promote mediocre people you end up with a mediocre
organization.” Perhaps not surprisingly, top consumer CEOs are not only smart and insightful, but also open-
minded and objective. In the Exl evaluation they demonstrate the ability to listen to, quickly comprehend and
utilize differing points of view to expand and elevate their perspective. This leads them to better judgments, truly
empowers those around them, and encourages others to assert divergent views. This is a critically important skill
for CEOs who, on account of their position in the organization, may not find it easy to encourage constructive
debate.

“What | look for is people

€€ou have to be an incredibly good delegator and

. . Lo ) who are good at getting
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results through others,

have the teams to delegate, you will just submerge. ) especially those with very
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people. You get people at a junior level who are able to get fantastic results by force of personality or an incredible

work ethic and they pull other people along with them. The more senior you get in the organization, though,

the harder that is to do. Your basic philosophy must be that you are not threatened by talented people (which

mediocre people often are). | look at how leaders work with others and motivate others. Do they communicate

clearly? Are they sufficiently positive that people are going to like working for them?”

Allan says that surrounding yourself with people of good judgment is critical when you are running a business, more
so a global one. As a CEO you can'’t supervise people running countries on a day-to-day basis so you need to have
confidence that when they are presented with a set of facts and circumstances they will make the right decisions eight

times out of 10. If their judgment is erratic, by the time you find out about it in the corporate center it may be too late



because they have lost their credibility with the local team and they have done damage to the organization — which

becomes a major problem for you as CEO. “Those kind of people can survive where there are checks and balances

around them, but not when they are on their own,” he says.

Cosslett looks for an “inner €€ 1he key dimensions for me are judgment and
resilience” among the people he

courage. High-level CEOs will always value courage

hires onto his leadership team. )
“If I'm looking at very senior in people and won't be offended by what is said.
people, | want to hear about when _ Graham Allan

they’ve been deeply stressed

and emotionally upset and I'm not really interested in their CV. If you're in this room it's because you've achieved
things, so now | need to understand you as a person. Are you going to be standing shoulder to shoulder with me
or hiding from trouble? That's really what I'm looking for when building things; that's my primary measure. | can
put up with a lot of deficiencies elsewhere if I've got that. If you want to be a credible leader and authentic with
your people, you have to have that ability to manage and to lead and protect them — you have to have an inner

strength that people can recognize.”

The CEOs we spoke to spend a lot of their time thinking about the skills and capabilities they want to see in
executives two or three layers down that identifies them as potential stars. Natural aptitude is important of course,
but so is the ability to reinvent yourself — through a process we call “self-evaluation and adjustment”. More than
ever, maintaining success throughout a career will mean finding ways to improve yourself and being prepared to
adapt to a fast-changing world. It is ultimately the CEO’s responsibility to provide the next generation of leaders
with multiple experiences which will help them grow, whether it be with different functions, types of businesses or
brands. “I love to see the people who are really going to go places work on more than one brand and demonstrate

that they have versatile skills and can work successfully across brands and categories,” says Allan.

PREPARING FOR THE TOP ROLES

Advice from today’s CEOs to the next generation of leaders
Demonstrate genuine commitment to the company - Provide counsel to direct reports — focus on their
and to your colleagues. development.
Whatever you do, do it with the right intentions. - Don't bein a rush. Broaden your experience, gain
Focus on providing consistent performance in exposure to other functions, consider a lateral move.

whatever role you have. - Get general management experience.

Develop the ability to have tough conversations. - Take care of your public profile.

4 ‘There is no privacy today — be up-to-date with new communication

tools, but extremely careful when using social media. )
— Hubert Patricot




Setting the right culture

A large part of the CEO’s responsibility is to shape the company’s culture and this is especially important in

a consumer business. Cosslett refers to the “magic alchemy” that occurs where there is a culture of inclusive
leadership and a shared sense of purpose and values running through the organization. “If you can create that
while having clarity about your customer proposition, then it all comes together in a very good way so that

everything you do connects and you can deliver the brand promise on the front line.”

Miller believes that persistently reiterating a clear message is vital for creating shared purpose in the organization,
since alignment doesn't just happen because you ask for it. “Don’t try to build consensus, build commitment

instead. | call out key points and then hammer the same principles and rules of engagement again and again.”

Cosslett speaks of the need to treat everybody at all levels entirely as equals as “one of my great lessons in life. It's
not a question of making a show. You have to believe it. You have to actually think that way. You understand what
the phrase ‘people are the most important asset’ means when you're the boss and you rely on your teammates

to look after you. Then you understand the complete non-importance of where individuals are from, how they're
educated and how much they get paid. If they perform as a team, it doesn't matter. It's about trust and each doing
their job. | believe in the indivisible link between the engagement of staff and the ultimate performance of the

customer-facing business. You can't be a great service business if you don't have a great internal culture.”

Conclusion

While successful CEOs from all industries share many common strengths, the CEOs running consumer businesses
share several particular characteristics. These include an inexhaustible curiosity about, and close affinity with, the
consumer; an ability to build collaborative and productive relationships and networks; a desire to listen to multiple
points of view; an eagerness to acquire and assimilate new information and the flexibility to revise decisions
accordingly. The pace of change in consumer businesses outstrips nearly every other industry sector. A relentless
focus on the consumer is essential, but this means the CEO has to take more risks, be prepared to “fail fast” and
empower teams to replace silo-based thinking with consumer insight drawn from the broadest possible base.

The Exl assessment methodology not only offers a unique insight into the extent that these critical characteristics
are present in individuals, but also has a strong track record in predicting how likely it is that they will succeed in

a top leadership role.
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leaders and decision-makers give us access to top talent and insight into identifying and
attracting the best leaders for your organization.

About Spencer Stuart
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