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This unit concerns itself with personnel changes and balance of power at high
level of corporate management.

¥ >ABOUT TEXT A |

Background and Gist

Durk |. Jager resigned in June, 2000, and A. G. Lafley took over as P&G’s CEO.
Since he took office, many changes have taken place in the company. The article
sums up the major changes of P&G during the two years when Lafley has been in
charge. The writer tries to offer a personal account for Lafley’s success by com-
paring him and his predecessor and by digging his personal style and P&G culture.
Outsourcing and acquisition are the pivotal policies Lafley has adopted to help
turn P&G from Jager’s fiasco to his triumph. Half of the new product ideas come
from outside and the workers are told to focus on what they can do well. Brands

lead in all the business. Price policies are adapted where there’s opportunity.

More credits should go to Lafley himself. What matters more seems to be his
personality. He is known as a good listener. Paper logjams are reduced to slogans.
Unlike his predecessor, who fought against P&G culture, Lafley is in it and can
feel the pulse of it. That might be a more subtle part of the story that accounts
for his success.
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~Jext Language and Style

The language of the text is explicit and formal. The author uses some colloquial
expressions but does not rely on jargons when describing P&G culture. Students
may be right when analyzing and finding some of the adjectives used of the two
CEOs overstating in addition to strong preferences. Apart from that, the novel-
style beginning of the story conveys besides vividness a feeling of fiction.

«J”ABOUT TEXT B _

Directors are essentially guardians of a company. Their responsibilities are to
ensure that business be conducted with a sound strategy and prudence, namely,
to help maximize return on investment, protect the interest of shareholders and
guard the company against dangers from misconduct, impropriety and corruption.
Changes are taking place, for good or for bad; it may be still early to say.

NESTART-UP
®1. Individual Work: Read and Think ——— 4
1. Scan the text and try to get some ideas about the following "
questions.

a. How old is Lafley now?

b. What words does the author use to indicate the most distinct charac-
ters of Lafley and his predecessor? ‘

c. What are some of Lafley’s major achievements after he took the office
of CEO?

d. When was P&G set up?

e. What danger was P&G in during the 1990s?

f. What caused the P&G’s senior management to make major changes in
the 1990s?

g. In what way is P&G unlike a modern company?

h. Why don’t investors like P&G to make acquisitions?
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i. How did Lafley make use of symbolic gestures?
j. Did Lafley follow any of his predecessor’s policies?

2. Scan the text again and write down 15-20 key terms related to P&G.

@ Il. Team Work: Analyse and Discuss

1. Read the text and pick out some key phrases related to corporate re-
form and culture.

3. Pick out all the words, phrases or sentences that you
don’t understand and discuss them with your team-mates. 2 e
Elect a team leader to report your understandings of the ”’ ‘g
difficult language items to the whole class. (.

P&G
— How A. G. Lafley Is Revolutionizing a Bastion of
Corporate Conservatism

Robert Berner

1 It’s a beautiful May evening, but Alan G. (A. G.) Lafley, chief executive of
Procter & Gamble Co., is meeting with the person he shares time with every
Sunday night—Richard L. Antoine, the company’s head of human resources.
Lafley doesn’t invite the chief financial officer of the 43 stacks of reports on
the performance of the company’s 200 most senior executives. This is the boss’s
signature gesture. It shows his determination to nurture talent and serves no-
tice that little escapes his attention. If you worked for P&G, you would have to

be both impressed and slightly intimidated by that kind of diligence.

2 On this May evening, the two executives sit at the dining-room table in Antoine’s
Cincinnati home hashing over the work of a manager who distinguished him-
self on one major assignment but hasn’t quite lived up to that since. “We need

to get him in a position where we can stretch him,” Lafley says. Then he rises
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from his chair and stands next to Antoine to peer more closely at a spreadsheet
detailing P&G’s seven management layers. Lafley points to one group while
tapping an empty water bottle against his leg. “It’s not being felt strongly enough
in the middle of the company,” he says in his slightly high-pitched voice. “They
don’t feel the hot breath of the consumer.”

3 If they don’t feel it yet, they will. Lafley, who took over when Durk I. Jager
was pressured to resign in June 2000, is in the midst of engineering a remark-
able turnaround. The first thing Lafley told his managers when he took the job
was just what they wanted to hear: Focus on what you do well—selling the
company’s major brands such as Tide, Pampers, and Crest—instead of trying
to develop the next big thing.

4 Now, those old reliable products have gained so much market share that they are
again the envy of the industry. So is the company’s stock price, which has climbed
58%, to $92 a share, since Lafley started; while the U.S. Standard & Poor’s 500-
stock index has declined 32%. The conventional thinking is that the soft-spoken

' Lafley was exactly the antidote P&G needed after the volatile Jager.

5 Lafley, a 23-year P&G veteran, wasn’t supposed to bring fundamental change;
he was asked simply to restore the company’s equilibrium. In fact, he came in
warning that Jager had tried to implement too many changes too quickly (which
Jager readily admits now). Since then, the mild-mannered 56-year-old chief ex-
ecutive has worked to revive both urgency and hopé: Urgency because, in the
previous 15 years, P&G had developed exactly one successful new brand, the
Swiffer dust mop; and hope because, after Jager, employees needed reassurance
that the old ways still had value. Clearly, Lafley has undone the damage at P&G.

6 What’s less obvious is that, in his quiet way, Lafley has proved to be even
more of a revolutionary than the flamboyant Jager. Lafley is leading the most
sweeping transformétion of the U.S. giant since it was founded by William
Procter and James Gamble in 1837 as a maker of soap and candles. Long
before he became CEO, Lafley had been pondering how to make P&G rel-

evant in the 21st century, when speed and agility would matter more than
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heft. As president of North American operations, he even spoke with Jager
about the need to remake the company.

So how has Lafley succeeded where Jager so spectacularly failed? In a word,
style. Where Jager was gruff, Lafley is soothing. Where Jager bullied, Lafley
persuades. He listens more than he talks. He is living proof that the messenger
is just as important as the message. As he says, “I’m not a screamer, not a yeller.
But don’t get confused by my style. I am very decisive.” Or as Robert A.
McDonald, president of P&G’s global fabric and home-care division, says,

“People want to follow him. I frankly love him like my brother.”

Indeed, Lafley’s charm offensive has so disarmed most P&Gers that he has
been able to change the company profoundly. He is responsible for P&G’s
largest acquisitions ever, buying Clairol in 2001 for $5 billion and agreeing to
purchase Germany’s Wella in March for a price that now reaches $7 billion. He
has replaced more than half of the company’s top 30 officers, more than any
P&G boss in memory, and cut 9,600 jobs. And he has moved more women into
senior positions. Lafley skipped over 78 general managers with more seniority
to name 42-year-old Deborah A. Henretta to head P&G’s then-troubled North
American baby-care division.

But here’s the rub: What Lafley envisions may be far more radical than what
Pepper, a popular but rather traditional former P&G boss, has in mind. Con-
sider a confidential memo that circulated among P&G’s top brass in late 2001
and angered Pepper for its audacity. It argued that P&G could be cut to 25,000
employees, a quarter of its current size. Acknowledging the memo, Lafley admits,
“It terrified our organization.” ‘ '

Lafley didn’t write the infamous memo but he may as well have. It reflects
the central tenet of his vision that P&G should do only what it does best,
nothing more. Lafley wants a more outwardly focused, flexible company.
That has implications for every facet of the business, from manufacturing to
innovation. For example, in April he turned over all bar-soap manufacturing,

including Ivory, P&G’s oldest surviving brand, to a Canadian contractor. In
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May, he outsourced P&G’s information-technology operation to Hewlett-
Packard Co.

No bastion has been more challenged than P&G’s research and development
operations. Lafley has confronted head-on the stubbornly held notion that every-
thing must be invented within P&G, asserting that half of its new products
should come from the outside. (P&G now gets about 20% of its ideas externally
—up from about 10% when he took over.) “He’s absolutely breaking many
well-set molds at P&G,” says eBay Inc.’s CEO, Margaret C.

Lafley’s quest to remake P&G could still come to grief. As any scientist will
attest, buying innovation is tricky. Picking the winners from other labs is noto-
riously difficult and often expensive. And P&G will remain uncomfortably
reliant on Wal-Mart Stores Inc., which accounts for nearly a fifth of its sales.
Lafley is looking to pharmaceuticals and beauty care for growth, where the

margins are high but where P&G has considerably less experience than rivals.

The biggest risk, though, is that Lafley will lose the P&Gers themselves. Theirs
is a culture famously resistant to new ideas. To call the company insular may
not do it justice. Employees aren’t kidding when they say they’re a family.
They often start out there and grow up together at P&G, which only promotes
from within. Cincinnati itself is a small town: Employees live near one another,
and they go to the same health clubs and restaurants. They are today’s company

men and women—and proud of it.

Lafley is well aware of his predicament. On a June evening, as he sits on the
patio behind his home, he muses about just that. The house, which resembles a
Tuscan villa and overlooks the Ohio River and downtown Cincinnati, is in-
fused with P&G history. Lafley bought it from former CEO John G. Smale
three years before he was named chief executive. A black-and-gold stray cat
the family feeds sits a few feet away and watches Lafley as he sips a Beck’s
beer. The clouds threaten rain. “I am worried that I will ask the organization to

change ahead of its understanding, capability, and commitment,” Lafley admits.
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For most of its 166 years, P&G was one of America’s preeminent companies.
Its brands are icons: It launched Tide in 1946 and Pampers, the first disposable
diaper, in 1961. Its marketing was innovative: In the 1880s, P&G was one of
the first companies to advertise nationally. 50 years later, P&G invented the
soap opera by sponsoring the Ma Perkins radio show and, later, Guiding Light.

Its management techniques, meanwhile, became the gold standard: In the 1930s,
P&G developed the idea of brand management, setting up marketing teams for
each brand and urging them to compete against each other. P&G has long been
the business world’s finest training ground. General Electric Co,’s Jeffrey R.
Immelt and 3M’s W. James McNerney Jr. both started out on.Ivory. Meg
Whitman and Steven M. Case were in toilet goods, while Steven A. Ballmer
was an assistant product manager for Duncan Hines ¢ake mix, among other
goods. They, of course, went on to lead eBay, AOL Time Warnet, and Micrésoft.

But by the 1990s, P&G was in danger of becoming another Eastman Kodak
Co. or Xerox Corp., a once-great company that had lost its way. Sales pn'most
of its 18 top brands were slowing; the company was being outhustled:by more
focused rivals such as Kimberly-Clark Corp. and Colgate-Palmolive Co. The
only way P&G kept profits growing was by cutting costs, hardly a strategy for
the long term. At the same time, the dynamics of the industry were changing as
power shifted from manufacturers to massive retailers. Through all of this,
much of senior management was in denial. “Nobody wanted to talk about it,”
Lafley says. “Without a doubt, Durk and I and a few others were in the camp
of ‘We need a much bigger change’.” "

When Jager took over in January, 1999, he was hell-bent on providing just
that. He introduced expensive new products that never caught on while letting
existing brands drift. He wanted to buy two huge pharmaceutical companies, a
plan that threatened P&G’s identity but never was carried out. And he put in
place a companywide reorganization that left many erriployees perplexed and
preoccupied. Soaring commodity prices, unfavorable currency trends, and a
tech-crazed stock market didn’t help either. At a company prized fot consis-

tent earnings, Jager misséd forecasts twice in six months. In his first and last
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- full fiscal year, earnings per share rose by just 3.5% instead of an estimated

13%. And during that time, the share price slid 52%, cutting P&G’s total mar-
ket capitalization by $85 billion. Employees and retirees hold about 20% of

" the stock. The family began to turn against its leader.

Jager’s greatest failing was his scorn for the family. “Jager, a Dutchman who
had joined P&G overseas and worked his way to corporate headquarters, pit-
ted himself against the P&G culture, contending that it was burdensome and
insufferable,” says Susan E. Arnold, president of P&G’s beauty and feminine
care division. Some go-ahead employees even wore buttons that read “Old
World/New World” to express disdain for P&G’s past.

In a sense, Lafley had been preparing for this job his entire adult life. He never

. hid the fact that he wanted to run P&G one day. Or, if not the company, then a

company. That itself is unusual since, like almost all P&Gers, Lafley has never
worked anywhere else. After graduating from Hamilton College in 1969, Lafley
decided to pursue a doctorate in medieval and Renaissance history at the Uni-
versity of Virginia. But he dropped out in his first year to join the Navy (and
avoid being drafted into the Army). He served in Japan, where he got his first

experience as a merchandiser, supplying Navy retail stores. When his tour of

-duty ended in 1975, he enrolled in the MBA program at Harvard Business

School. And from there, he went directly to Cincinnati.

When he was hired as a brand assistant for Joy dish detergent in 1977 at age 29,
he was older than most of his colleagues and he worried that his late start might
hinder his rise at P&G. Twice within a year in the early 1980s, Lafley quit. On
the second occasion, then-CEO John Smale met with Lafley, who had accepted
a job as a consultant in Connecticut. Without making any promises, Smale says

. he told Lafley that “we thought there was no limit on where he was going to go.”

22

Sure enough, Lafley climbed quickly to head P&G’s soap and detergent
business, where hedintroduced Liquid Tide in 1984. A decade later, he was
promoted to head the Asian division. Lafley returned from Kobe, Japan to

Cincinnati in 1998 to run the company’s entire North American operations. To
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ease the transition home, he and his younger son Alex, who was then 12, studied
guitar together. Two years later, Lafley was named CEO.

As CEO, Lafley hasn’t made grand pronouncements on the future of P&G.
Instead, he has spent an inordinate amount of time patiently communicating
how he wants P&G to change. In a company famed for requiring employees to
describe every new course of action in a one-page memo, Lafley’s preferred
approach is the slogan. For example, he felt that P&G was letting technology
rather than consumer needs dictate new products, ergo: “The consumer is boss.”
P&G wasn’t working closely enough with retailers, the place the consumers
first see the product on the shelf: “The first moment of truth.” P&G wasn’t
concerned enough with the consumer’s experience at home: “The second mo-
ment of truth.”

Lafley has also mastered the art of the symbolic gesture. The 11th floor at
corporate headquafters had been the redoubt of senior executives since the
1950s. Lafley did away with it, moving all five division presidents to the same
floors as their staff. Just as emblematic of the Lafley era is the floor’s new
conference room, where he and P&G’s 12 other top executives meet every
Monday at 8 a.m. to review results, plan strategy, and set the drumbeat for the
week. The table used to be rectangular, now it’s round. The execs used to sit
where they were told; now they sit where they like. At one of those meetings,
an outsider might have trouble distinguishing the CEO: He occasionally joins
in the discussion, but most of the time the executives talk as much to each
other as to Lafley. “I am more like a coach,” Lafley says afterward. “I’m al-
ways looking different combinations that will get better results.” Jeff Immelt,
who asked Lafley to join GE’s board in 2002, describes him as “an excellent

listener. He is a sponge.”

And now, Lafley is carefully using this information to reshape the company’s
approach to just about everything it does. When Lafley describes the P&G of
the future, he says, “We’re in the business of creating and building brands.”
Notice, as P&Gers certainly have, that he makes no mention of manufacturing.

While Lafley shies away from saying just how much of the company’s factory



