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• More than 60% of companies have no process for CEO succession.

• Grooming a successor is one of a CEO’s primary responsibilities.

• CEOs serve an average of seven years; the average in 1980 was nine and a half.

• Statistics show that insiders fare better than outsiders.

• A CEO succession process should produce at least one qualifi ed “Inside Outsider.”   

• Inside outsiders know a company’s inner workings but are still willing to shake 
things up.

• An executive’s past performance in one industry does not guarantee success in 
another industry. 

• To develop young leaders, begin at the recruitment stage.

• Good CEOs act on their convictions and can sense changes in their industries.

• Family businesses can face nightmares dealing with CEO succession. Be sure 
your family has groomed someone to be the next CEO. 
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  Relevance

What You Will Learn
In this Abstract, you will learn: 1) Why many companies fail to select the right CEOs; 2) 
How the wrong selection can ruin your company; and 3) How to pick the right person.

Recommendation
Major companies constantly make decisions that carry enormous consequences: how and 
where to invest their money, what new product or service to introduce, and which market 
to retreat from or penetrate. But Joseph L. Bower, a Harvard Business School faculty 
member for more than 40 years, believes that selecting the right CEO is a company’s 
most important decision. So why, he wonders, do so many organizations select the wrong 
person? In this intelligent, well-written and insightful book on corporate leadership, Bower 
examines the CEO succession process and postulates that maybe the old-boy network isn’t 
so terrifi c after all. He says smart corporations hand the ball off to “Inside Outsiders,” 
executives within the company who know how to play the game but aren’t afraid to try 
some trick plays. Bower’s inside-outsider poster child is Jack Welch, the engineer who 
became General Electric’s amazingly successful CEO. Whether your company’s CEO is 
about to retire or has just been installed, getAbstract strongly recommends this interesting, 
instructive book. After all, you don’t want to wind up on the outside looking in.

  Abstract

Inside Advantage
The CEO succession process ideally begins at least fi ve years before a CEO steps down. 
Remarkably, six of 10 companies lack a formal succession process, which puts them 
at considerable risk. The CEO and the executive management team are responsible 
for identifying and cultivating future leadership candidates. Arguably, a CEO’s most 
important decision is selecting the most qualifi ed person to become his or her successor 

– after all, the company’s future is at stake. Contrary to popular belief, boards of directors 
have limited power in the selection process. While their input is valuable and their fi nal 
approval is necessary, the CEO is basically in charge of grooming a successor.

Running a major corporation still represents the pinnacle of achievement for many 
individuals. But the position has become more demanding and a bit less attractive. CEOs 
now serve an average of seven years, two and a half years less than in 1980. They are 
under pressure from several directions. Companies now have to worry about global 
competition. Investors are less patient and expect impressive returns in a shorter period 
of time. Companies face increased regulatory scrutiny. Despite impressive salaries and 
attractive perks, the stress that fi lls CEOs’ lives can have a negative impact on their 
families and their health. For some, the trade-offs are no longer worthwhile.

Because the CEO’s job is a terribly challenging position to fi ll, organizations are advised 
to look for “Inside Outsiders” – experienced individuals who know the company and 
have paid their dues, but who aren’t afraid to set their own course. Inside outsiders honor 
the traditions of their companies, but are not bound by them. 

Jack Welch was the prototypical inside outsider. He had spent many years with General 
Electric, yet he brought a fresh perspective and philosophy to the job of being its CEO. 

“The impending 
retirement date 
of the CEO serves 
as a beacon, 
focusing the 
attention of 
board members 
and senior 
managers alike.”

 
“A successful CEO 
transition is the 
ultimate test of a 
CEO’s tenure.” 
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Many insiders were shocked in 1980 when Reg Jones chose Welch as his successor. 
Welch was considered too young, too truthful and too brusque. In two decades under 
Welch, GE enjoyed explosive growth. Meanwhile, competitor Westinghouse churned 
through six CEOs during the same period and faded from view. Such leaders as Jack 
Welch demonstrate the CEO’s enormous impact.

By 2004, roughly two-thirds of the companies that ranked the highest in 1990 were 
out of business. Economic conditions changed radically and technology evolved with 
frightening speed. But the main reason many companies failed was simply a lack of 
strong leadership and an inability to adjust to changing market conditions. 

A Mixed Bag
Although corporations that promote from within are more successful, according to 
statistics that measure total return, outsiders can be superior performers. In 1992, Ogilvy 
& Mather named Charlotte Beers as the fi rst outsider to become CEO in the advertising 
agency’s long history. Charged with rehabilitating a sagging fi rm that had lost such 
key accounts as Shell and American Express, Beers acted quickly and decisively. She 
personally assured remaining clients that things were going to change. She defi ned 
strategies and objectives and, most importantly, boosted morale. The agency regained 
the American Express and Jaguar accounts, and eventually landed IBM and Kodak. 
Beers, former CEO of a Chicago advertising agency, succeeded because she understood 
the business, knew how to run an agency and didn’t hesitate to make diffi cult decisions.

John Sculley’s tenure with Apple Computer was an entirely different matter. In 1983, Steve 
Jobs hired outsider Sculley, a highly successful executive at Pepsi. He was expected to 
provide administrative leadership and marketing expertise. Two years later, he was at odds 
with Jobs, who abruptly left the company after Sculley was named CEO. For the fi rst seven 
years of Sculley’s tenure, Apple’s sales and profi ts increased dramatically. But Sculley did 
not grasp the rapid, radical upheaval within the high-tech industry. Microsoft and Intel 
capitalized on strategic shifts in the market while Apple lost precious ground. Within a 
year, Sculley was gone. His failure illustrated that success in one industry is not necessarily 
transferable to another. Beers understood advertising. Sculley knew how to sell soda but he 
did not understand important elements of the computer business. Sculley’s case also points 
to the danger of hiring an outsider based primarily on his or her past performance.

One of the best examples of a “good insider” is Ron Fromm, a solid company man 
who was elevated to president of Brown Shoe in the late ’90s. He was merely expected 
to keep the CEO’s seat warm until the board brought in a suitable outsider. But when 
negotiations with the company’s fi rst choice fell apart, the board looked more closely at 
Fromm and recognized his role in strengthening the company. Fromm, it turns out, was 
the best man for the job all along. 

In contrast, CEO Sir Richard Greenbury of Marks & Spencer, a British clothing and 
food retailer, orchestrated an ill-advised competition among his potential replacements. 
Economic pressures – and a leaked letter – resulted in the resignations of three top 
candidates before former M&S executive Stuart Rose returned and revitalized the 
company. 

Tough Job
Finding a qualifi ed CEO is diffi cult. The job requires intelligence, skill, personality 
and many other traits. CEOs must be capable of building strong teams with responsive, 
motivated individuals. At the same time, the CEO must be authoritative without being 

“Research 
suggests that the 
biggest challenge 
to a successful 
CEO transition is 
developing a pool 
of candidates from 
which a highly 
qualifi ed leader 
can be chosen.”

“Doing a good 
job of managing 
succession means 
managing your 
company in such 
a way that people 
moving up in the 
organization are 
learning to lead 
at every step 
along their way.”

“Becoming a 
man ager is not 
going to school. It 
is learning to get 
others to plan and 
deliver results.” 

“Here’s one good 
question to ask 
a potential CEO: 
‘Do you have the 
fortitude to 
keep learning?’”  
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intimidating or too demanding. If the CEO cannot strike that balance, team members 
will not perform optimally and may even be tempted to leave. The best CEOs excel in:

 • “Judging where the world is headed” – They can sense future trends, and understand 
just where their industry is advancing and how they can position their company to 
capitalize on upcoming changes. 

 • “Identifying talent” – They can pick out individuals who are willing to go against the 
grain and support initiatives that may fl y in the face of company tradition. 

 • “Engaging talent” – They can mobilize their management teams to perform.

Just like the quarterback who relishes the opportunity to throw the winning touchdown 
pass in the fi nal seconds, good CEOs want to be in positions of leadership. They are smart, 
gutsy and willing to do whatever is right and necessary – even when others disagree.

Know It All
How much does the prospective CEO need to know about a company? Plenty. That’s 
why inside outsiders have a big advantage over outside candidates. Insiders are familiar 
with a company’s culture. They understand its structure and hierarchy. They recognize 
the dynamics among departments, divisions and other business units. They know 
how employees are evaluated, compensated and rewarded. They’ve established solid 
relationships within the company and know where they can turn for help.

Prospective CEOs may lack accounting expertise, for instance, but they need to have an 
overall understanding of the corporation’s fi nancial operations. A chemical company’s 
CEO doesn’t need to memorize the molecular composition of every product, but he or 
she should know if the company is losing or gaining market share. Where and how is its 
money invested? Have its strategic initiatives succeeded?

Ultimately, the CEO’s primary purpose is to articulate a vision and enlist employee 
support in implementing it. This requires strength of conviction because inevitably some 
top managers will resist and even leave the company. In fact, CEOs promoted from 
within may be forced to make unpopular and uncomfortable personnel changes – such 
as fi ring a friend. But, like a platoon leader, a CEO is committed to accomplishing a 
mission even though casualties are unavoidable.

Setting the Stage
Many companies fail to formulate CEO succession plans because their energies are focused 
on daily operations. Competition in the marketplace is fi erce and bottom line performance 
is paramount. So, instead of grooming potential CEO candidates for top leadership, 
companies shuffl e them into positions where they can help run the business. Ideally, though, 
companies should hire potential leaders, and shepherd their careers, including some moves 
up the ladder and some lateral moves, guiding them to cultivate leadership skills along the 
way. This is the only effective way to develop insiders with outside viewpoints. 

Companies usually hire people with specifi c skills for specifi c jobs without assessing their 
leadership potential. The hiring process prioritizes experience, with little consideration 
given to the individual’s ambition or attitude. Recruiting young, well-educated people 
who possess integrity and drive is the key to building future leaders. Once on board, 
promising employees should have ample time and learning opportunities in every 
position they hold. Horizontal movement is almost as important as vertical movement. 
Give your best potential leaders practical experience in other departments as long as 
there are no negative consequences.

“The ideal Inside 
Outsider should 
be a capable 
manager, in 
addition to being 
substantively 
grounded and 
plugged in.”  

“It is easy for 
insiders to 
undervalue the 
ability of the 
potential Inside 
Outsider because 
there may only be 
limited evidence 
that an insider 
can drive the 
kind of change 
that is needed.”  

“Succession has 
to be managed 
so that there is at 
least one qualifi ed 
Inside Outsider to 
choose from.”

“A company has to 
recruit, organize, 
plan, and invest 
in ways that teach 
its most talented 
people how to fl y. 
If you skip that 
investment, you 
ultimately pay the 
price; you get to 
recruit an outsider 
and pray hard.”  
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Mentoring is a vital component. Leaders do not develop in a vacuum. Senior managers are 
obligated to help up-and-coming executives learn and succeed. Young managers who are 
placed in charge of struggling divisions require the advice and guidance of experienced 
executives. Conversely, managers who have mastered one challenge need fresh goals to 
expand their capabilities. Many of the world’s best corporations have excellent career 
development programs. GE, for example, proudly invests around $1 billion a year in 

“lifelong learning.” 

Succeeding at Succession
Once you know when your CEO plans to retire, what do you do? Actually, a formal 
succession process should already be in place, since zeroing in on the best candidate 
sometimes takes two years or so. The CEO should inform the candidates that they are 
under consideration and, at least, begin an informal interviewing process. At this stage, 
closely monitor the candidates’ accomplishments. Pay particular attention to whether 
they engage in any competitive in-fi ghting. Candidates will lose ground in the race or 
gain momentum. The transition period between the announcement of a successor and 
when he or she offi cially takes over can be tricky. When an outsider is in this transitional 
phase, the learning curve is especially steep. 

One potential stumbling block is the outgoing CEO. Jack Welch believes departing 
CEOs should make clean breaks from their companies. In some companies, outgoing 
CEOs move to the board of directors, or assume different titles and help the new CEO get 
adjusted. But an incoming CEO may feel uncomfortable or intimidated if the outgoing 
CEO doesn’t leave immediately. The problem is magnifi ed if the incumbent CEO is a 
dynamic, charismatic leader. Following in the footsteps of an exceptional performer is 
very diffi cult. High-profi le CEOs achieve celebrity status and cast long shadows over 
their former companies long after they’ve departed.

Family Matters
An orderly succession becomes even more challenging and complex in the context 
of a family-owned business. The new CEO clearly will be an insider who knows the 
company. But choosing the right leader is a different matter. Sibling rivalries surface, 
and competition exacerbates any existing tensions among sisters, brothers, aunts, uncles 
and cousins. The fi ght for power, prestige and money can be vicious.

The best way to avoid confl ict is for family members to agree on a successor. The 
ground rules should be established long before the mantle is passed down. Will the 
successor be the oldest child, the most experienced, the most talented or the one with the 
most potential? Will the naming of a successor be a democratic decision or a foregone 
conclusion? One way to ensure the availability of qualifi ed family members is to train 
them properly. Like other managers, they should progress through the ranks and receive 
varied assignments that stretch their capabilities and potential. Keeping a business in the 
family is a tremendous advantage, but that may require making sure that your kid or your 
cousin is ready to be a capable leader.

  About the Author

Joseph L. Bower has been a member of the Harvard Business School faculty for more 
than 40 years. He is the chair of Harvard’s Corporate Leader Program and the author of 
From Resource Allocation to Strategy.

“One reason why 
we see so many 
corporate crises 
today is that 
there aren’t many 
executives who 
have the elusive 
balanced mix of 
talent, energy, 
experience, 
and substantive 
knowledge 
and skills.”  

“Leaders remove 
clutter and 
background noise. 
They highlight 
what is essential 
– what needs 
to come to the 
foreground – 
when there are 
lots of distracting 
forces at play.”  

“Bad leadership is 
a death sentence.”  


