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Creating wealth in
organizations: The role of

strategic leadership

W. Glenn Rowe

Executive Overview
Wealth creation in entrepreneurial and established orgcrnfzafion.i is a complex,

challenging task in today's global and technologically advancing business
environment. Strategic leadership enhances the wealth-creation process in
enfrepreneuriai and established organizations, and leads to above-average returns.
On the other hand, managerial leadership will likely lead to average returns at best,
but is most likely to achieve below-average returns and destroy wealth. Organizations
led by visionaries who are not properly supported by strong managerial leadership
may destroy wealth even more quickly than organizations led by managerial leaders.
This article defines strategic leadership, differentiates among the concepts of
strategic, visionary, and managerial leadership, and examines the differential links
between the three types of leadership and wealth creation. When organizations
restore strategic control and allow the development of a critical mass of strategic
leaders, these leaders will be a source of above-average returns. The result will be
wealth creation for the employees, customers, suppliers, and shareholders of
entrepreneurial and established organizations.

Without effective strategic leadership, the
probability that a firm can achieve superior or
even satisfactory performance when confront-
ing the challenges of the global economy will
be greatly reduced.

^R. Duane Ireland and Michael A. Hitt'

As the entrepreneurial CEO of Starbucks,
Howard Schultz's strategic choices have com-
pletely changed the gourmet coffee market in
which Starbucks operates.^ When he bought
Starbucks from its original owners in 1987. there
were six stores and 100 employees. By 1996, Star-
bucks had grown to 1,300 stores and 25,000 em-
ployees, and was operating in North America
and Japan. By the end of fiscal year 1999, Star-
bucks had 2,498 stores (363 were licensed stores
and the rest company-owned) and 35,620 employ-
ees, with operations expanded into Canada and
the United Kingdom. Sales and profits grew by
more than 50 percent per year for six consecutive
years, and stock price rose tenfold from 1992 to
1997. These growth rates have slowed since 1997,

but are still impressive, with sales and profits
increasing 29 percent and 50 percent, respec-
tively, from 1998 to 1999, Schultz's philosophies
exemplify those of a strategic leader. His number
one priority is to take care of his employees,
since they are responsible for communicating
passion to Starbucks' customers. He believes
that if his employees do this well, Starbucks will
accomplish its mission of educating consumers
everywhere about fine coffee and creating an
atmosphere that will draw people into their
stores and "give them a sense of wonder and
romance in the midst of a harried life."^ In addi-
tion, the firm will provide long-term growth in
shareholder value. From 1992, the year Starbucks
went public, to 1998, its market value added
(MVA) grew from $0.41 billion to $4.26 billion—an
increase in shareholder wealth of $3.85 billion.'*
Such growth exemplifies a firm with a strategic
leader.

Strategic leadership is the ability to influence oth-
ers to voluntarily make day-to-day decisions that
enhance the long-ierm .viability of the organization.
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while at the same time maintaining its short-term
financial stability. Visionary leadership is future-
oriented, concerned with risk-taking, and visionary
leaders are not dependent on their organizations for
their sense of who they are. Under visionary leaders,
organizational control is maintained through social-
ization and the sharing of, and compliance with, a
commonly held set of norms, values, and shared be-
liefs. Managerial leadership involves stability and
order, and the preservation of the existing order.
Managerial leaders are more comfortable handling
day-to-day activities, and are short-term oriented.
(See Table 1.)

The stunning MVAŝ  produced by Microsoft ($420
billion), GE ($360 billion) and Coca-Cola ($169 billion)
from their inception until the end of 1998 suggest that

Bill Gates^ and Jack Welch are strategic leaders, and
that the late Robert Goizueta'^ was a strategic leader.
I am not arguing that because they had stunning
MVAs they are strategic leaders. I hope to demon-
strate that they had stunning MVAs because they
were strategic leaders. The continued destruction of
shareholder wealth by organizations such as Gen-
eral Motors (MVA a negative $17.9 billion at the end
of 1998) and K-Mart (MVA a negative $1 billion at the
end of 1998) suggests a lack of strategic leadership
and, at best, the presence of only managerial lead-
ership. The lack of strategic leadership and the prev-
alence of managerial leadership is one of the most
important issues facing organizations today. Unless
board members, CEOs, and top management teams
understand this issue, and the differences among

Table 1
Strategic, Visionary, and Managerial Leadership

Strategic Leaders

V isynergistic combination of managerial and visionary leadership
y lemphasis on ethical behavior and value-based decisions
, oversee operating (day-to-day) and strategic (long-term) responsibilities
V formulate and implement strategies for immediate impact and preservation of long-term goals to enhance organizational

survival, growth, and long-term viability
y have strong, positive expectations of the performance they expect from their superiors, peers, subordinates, and themselves
y 'use strategic controls and financial controls, with emphasis on strategic controls
y use, and interchange, tacit and explicit knowledge on individual and organizational levels
V use linear and nonlinear thinking patterns
y believe in strategic choice, that is, their choices make a difference in their organizations and environment

Visionary Leaders

are proactive, shape ideas, change the way people think
about what is desirable, possible, and necessary
work to develop choices, fresh approaches to long
standing problems; work Irom high-risk positions
are concerned wilh ideas, relate to people in intuitive
and empathetic ways
ieel separate from their environment: work in, but do not
belong to, organizations; sense of who they are does not
depend on work
influence attitudes and opinions of others within the
organization
concerned with insuring future ol organization,
especially through development and management of
people
more embedded in complexity, ambiguity and
iniormation overload; engage in multifunctional,
integrative tasks
know less than their functional area experts
more likely to make decisions based on values
more willing to invest in innovation, human capital, and
creating and maintaining an eflective culture to ensure
long-teim viability
focus on tacit knowledge and develop strategies as
communal forms of tacit knowledge that promote
enactment of a vision
utilize nonlinear thinking
believe in strategic choice, that is, their choices make a
difference in their organizations and environment

W* Managerial Leaders

v' are reactive; adopt passive attitudes towards goals; goals arise
out of necessities, not desires and dreams; goals based on past

^ view work as an enabling process involving some combination of
ideas and people interacting to establish strategies

J relate to people according to their roles in Ihe decision-making
process

, see themselves as conservators and regulators oi existing order;
sense of who they are depends on their role in organization

, influence actions and decisions of those with whom they work

, involved in situations and contexts characteristic of day-to day
activities

> concerned with, and more comfortable in, functional areas of
responsibilities

, expert in their functional area
, less likely to make value-based decisions
' engage in, and support, short-term, least-cost behavior to

enhance financial performance figures

' focus on managing the exchange and combination of explicit
knowledge and ensuring compliance to standard operating
procedures

'•' utilize linear thinking
V believe in determinism, that is, the choices they make are

determined by their internal and external environments
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managerial, visionary, and strategic leaders, the
problem will persist.

Leadership is a very broad topic, and has a
somewhat tarnished reputation in some constitu-
encies.^ However, some experts believe that lead-
ers make a difference. Franco Bernabe, the CEO of
Eni, Italy's large integrated energy company, stat-
ed; "And I realized that leaders could make a dif-
ference. They could transform situations that
seemed impossible." And researchers Sayan Chat-
terjee, Michael Lubatkin, and William Schulze ar-
gue: "Our field's theory, research, and pedagogy
are based on the intuition that management mat-
ters: firms, through calculated actions, can protect
their earnings from market forces in ways that are
valuable to investors."^ I believe that the type of
leadership that can do this best is strategic lead-
ership. Ireland and Hitt'° define strategic leader-
ship as the "ability to anticipate, envision, main-
tain flexibility, think strategically, and work with
others to initiate changes that will create a viable
future for the organization." This article presents a
different definition of strategic leadership. In ad-
dition, it differentiates among the concepts of man-
agerial leadership, visionary leadership, and stra-
tegic leadership. Further, some constraints on
strategic leadership are discussed. Finally, the im-
pact of managerial, visionary, and strategic lead-
ership on wealth creation is presented.

Strategic Leadership Defined

The Greek word strategos means a general in com-
mand of an army. Strategy^the psychological and
behavioral skills with which a general functions—
came to mean the art of the general. By 450 B.C., the
definition had evolved to include managerial
skills, such as administration, leadership, oratory,
and power. And by 330 B.C., the word meant the
ability to employ forces to defeat opposing forces
and to develop a unified system of global gover-
nance." In this article, strategic leadership is de-
fined as the ability to influence others to voluntar-
ily make day-to-day decisions that enhance the
long-term viability of the organization, while
maintaining its short-term financial stability.

This definition is different from Ireland and Hitt's
in that it explicitly includes the concept of volun-
tary decision-making, and focuses on the present
as well as tho future. Managers and employees
make decisions every day as they interact with
each other and stakeholders, especially customers,
suppliers, and the communities in which they op-
erate. Are these decisions in accord with the stra-
tegic direction of the organization? Will they en-
hance the future viability of the organization as

well as short-term financial stability? Relying on
managers and employees to voluntarily make de-
cisions that benefit the organization means that
senior management will not have to expend as
much effort on monitoring and controlling employ-
ees, and will have more capacity to examine what
the organization needs to do in both the short and
long terms. On the other hand, if managers and
employees do know the strategic direction of the
organization, they may inadvertently make deci-
sions that damage the organization. In addition, if
they do know the strategic direction and want to do
damage to the organization in some small way,
they may voluntarily make decisions that hurt the
organization. This requires a greater effort at mon-
itoring and controlling and less effort on what
needs to be done for short- and long-term viability.
Influencing employees to voluntarily make deci-
sions that enhance the organization is the most
important part of strategic leadership. Tichy writes
that "when you can't control, dictate or monitor, the
only thing you can do is trust. And that means
leaders have to be sure that the people they are
trusting have values that are going to elicit the
decisions and actions that they

fnfluencing employees to voluntarily
make decisions that enhance the
organization is the most important part of
strategic leadership.

The definition of strategic leadership presented
above presumes an ability to influence subordi-
nates, peers, and superiors. It also presumes that
the leader understands the emergent strategy pro-
cess that some authors consider more important
than the intended strategic planning process for
organizational performance.'^ The decisions vol-
untarily made and the actions voluntarily taken by
managers and employees on a day-to-day basis
eventually determine what strategy emerges. Stra-
tegic leaders understand and use this process to
ensure the future viability of their organizations.
Strategic leadership presumes a shared vision of
what an organization is to be, GO that the day-to-
day decision-making, or emergent strategy pro-
cess, is consistent with this vision. It presumes
agreement among corporate and divisional senior
managers on the opportunities that can be taken
advantage of, and the threats that can be neutral-
ized, given the resources and capabilities of the
organization.^^ Strategic leadership presumes vi-
sionary leadership on the part of those with a will-
ingness to take risks. It presupposes managerial
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leadership on the part of those with a rational way
of looking at the world. Strategic leadership pre-
sumes that visionary leadership and managerial
leadership can coexist, and that strategic leader-
ship synergistically combines the two. It pre-
sumes a belief in the ability of strategic leaders to
change their organizations so that the environment
in which their organizations operate will also
change.'^ In the next two sections, the concepts of
managerial and visionary leadership are dis-
cussed. A major portion of this discussion is based
on a classic article by Zaleznik.'̂

Managerial Leadership

Most managers exercise managerial leadership.
For several reasons, organizations implicitly and
explicitly train their people to be managerial
leaders. Diversified business organizations are
more likely to do this. Governments train their
people to be managerial leaders even more than
do business organizations, the result of public
accountability for every penny spent, the diver-
sification of government, the political context of
reelections, and, for most governments, an enor-
mous debt load.''̂  These factors lead to the
imposition of a financial control system that
enhances the use of managerial leadership
and curtails strategic and visionary leadership.
There are people who can exercise strategic and
visionary leadership in such organizations, but
the nature of the organizations discourages the
exercise of such leadership.

Managerial leaders adopt impersonal, passive
attitudes toward goals. Goals arise out of necessi-
ties rather than desires and dreams, are based on
where the organization has come from, and are
deeply embedded in the history and culture of the
organization.'^ Jack Welch and the late Roberto
Goizueta argued that there has to be insensitivity
to the past.'^ Managerial leaders are sensitive to
the past.

Managerial leaders are sensitive to the
past.

Managerial leaders view work as a process that
enables some combination of ideas and people to
interact to establish strategies and make deci-
sions. In this process, they negotiate, bargain, and
use rewards, punishment, or other forms of coer-
cion. Managerial leaders relate to people accord-
ing to their roles in the decision-making process.
They relate to how things get done. Managerial

leaders may lack empathy. They may seek out
involvement with others, but will maintain a low
level of emotional involvement in these relation-
ships. Managerial leaders need order, not the
chaos potentially inherent in human relations.
They see themselves as regulators and conserva-
tors of the current state of their organization's af-
fairs, and personally identify with this existing
order. Strengthening and perpetuating their exist-
ing institutions enhances the self-worth of these
managers. For example, if people feel that they are
members of an institution and contributing to that
institution's well-being, they may consider that a
mission in life has been fulfilled and may feel
rewarded for having measured up to an ideal. This
reward may far surpass material rewards and ful-
fill desires for personal credibility that is achieved
by identifying with existing organizations. If this is
true, managerial leaders in institutions in which
they have devoted their careers may feel as if they
are being ripped apart after the organizations are
restructured.20

Managerial leaders influence only the actions
and decisions of those with whom they work.̂ '
They are involved in situations and contexts char-
acteristic of day-to-day activities'^ and are con-
cerned with, and more comfortable in, functional
areas of responsibilities. They possess more exper-
tise about their functional areas.^^ Managerial
leaders may make decisions that are not subject to
value-based constraints.^'' This does not mean that
they are not moral, ethical people, but that, as
managers, they may not include values in their
decision-making because of such pressures as be-
ing financially controlled. These leaders engage
in, and support, short-term, least-cost behavior ac-
tivities, to enhance financial performance figures
in the short term.̂ ^ They focus on managing the
exchange and combination of explicit knowledge
and on ensuring compliance to standard operating
procedures.^^ They use a linear thought process.
Finally, managerial leaders believe in deter-
minism—what they do is determined by their or-
ganization's internal and external environments.^''
Managerial leadership is similar in some ways to
transactional leadership.^^

It needs to be emphasized that being a mana-
gerial leader is not bad and that organizations
need managerial leadership. However, it is pos-
sible that too many organizations are led by
managerial leaders and that managerial leaders
do not create wealth. They will at best maintain
wealth that has been created, and may even be a
source of wealth-destruction in the long term if
they are the predominant leadership type in their
organization.
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Visionary Leadership

Visionary leadership is being touted as the cure
for many of the ills that affect organizations in
today's fast-changing environment.^^ Unfortu-
nately, visionary leaders are not readily embraced
by organizations, and, unless they are supported
by managerial leaders, may not be appropriate for
mosf organizations. Being visionary and having an
organizational tendency to use visionary leaders is
risky. Ultimately, visionary leadership requires
power to influence people's thoughts and actions.
This means putting power in the hands of one
person, which entails risk on several dimensions.
There is the risk of equating power with the ability
to achieve immediate results. There is the risk of
losing self-control in the desire to obtain power.
And there is the risk that the presence of visionary
leaders may undermine the development of man-
agerial leaders who become anxious in the rela-
tive disorder that visionary leaders tend to gener-
ate. Visionary leaders have attitudes toward goals
that are opposite to those of managerial leaders.
They are relatively more proactive, shaping ideas
as opposed to reacting to them. Visionary leaders
exert influence in a way that determines the direc-
tion an organization will take by evoking images
and expectations, altering moods, and establish-
ing specific desires and objectives. Their influence
changes the way people think about what is pos-
sible, desirable, and necessary. Visionary leaders
strive to develop choices and fresh approaches to
long-standing problems. They create excitement in
work. Visionary leaders work from high-risk posi-
tions, and seek out risky ventures, especially when
the rewards are high. They are concerned with
ideas and relate to people in intuitive and empa-
thetic ways. Their attention is on what events and
decisions mean to people. With visionaries in
charge, human relations are more turbulent, in-
tense, and sometimes even disorganized. This may
intensify individual motivation and produce posi-
tive or negative unanticipated outcomes. Visionary
leaders feel separate from their environment, and
sometimes from other people. They work in, but do
not belong to, organizations. Their sense of who
they are does not depend on their work, roles, or
memberships, but on their created sense of iden-
tity. This identity may result from major events in
their lives.^^

Visionary leaders influence the opinions and at-
titudes of others within the organization.^' They
are concerned with insuring the future of an orga-
nization through the development and manage-
ment of people.^2 Visionaries embed themselves in
complexity, ambiguity, and information overload.

Their task is multifunctional and they have a much
more complex integrative task.^^ Because of this
they come to know less than their functional area
experts about each of the several areas for which
they are responsible.^'*

Visionaries are more likely to make decisions
that are based on valuos^^ and more willing to
invest in innovation, human capital, and creating
and maintaining an effective culture to ensure
long-term viability.-^^ Visionary leaders focus on
tacit knowledge and develop strategies as commu-
nal forms of tacit knowledge that promote the en-
actment of a vision.3' They utilize nonlinear think-
ing and believe in strategic choice—that their
choices make a difference in what their organiza-
tions do and these differences affect their organi-
zations' environment.^^

Visionary leadership is future-oriented and con-
cerned with risk-taking, and visionary leaders are
not dependent on their organizations for their
sense of who they are. Under these leaders, orga-
nizational control is maintained through socializa-
tion and the sharing of, and compliance with, a
commonly held set of norms, values, and shared
beliefs. In some senses, visionary leadership is
similar to the inspirational component of transfor-
mational leadership.39 Organizations need vision-
ary leadership to ensure their long-term viability;
however, organizations that are led by visionaries
without the constraining influence of managerial
leaders are probably more in danger of failing in

Visionary leadership is future-oriented
and concerned with risk-taking, and
visionary leaders are not dependent on
their organizations for their sense oi who
they are,

the short term than those led by managerial lead-
ers. Visionary leaders are willing to risk all and in
doing so may create wealth. However, visionaries
may also invest more in their vision than the re-
turns warrant, and, without the constraining influ-
ence of managerial leaders, could destroy wealth.

One solution for organizations is a combination
of managerial leaders and visionaries to lead or-
ganizations, with visionaries having more influ-
ence than managerial leaders.''^ A better solution
is to have an individual who can exercise both
visionary and managerial leaderahip. But Zaleznik
argues that leaders and managers are different,
and that no one person can exercise both types of
leadership simultaneously.'" He suggests that vi-
sionary leaders and managerial leaders are at op-
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FIGURE 1
Zaleznik's Single Continuum of Visionary and Managerial Leadership

posite ends of a continuum, and that trying to be
both causes the individual to end up in the center
and able to exercise neither style of leadership.
(See Figure 1.)

This is not an unreasonable perspective when
we consider the following. Managerial leaders
want stability and order, and to preserve the exist-
ing order, whereas visionary leaders want creativ-
ity, innovation, and chaos, and to change the ex-
isting order. If an organization is in a transition
phase driven by a vision of what it should be to
maintain and enhance long-term viability, it is
very hard on those who are managerial leaders.
The organization they have worked so hard to
build and which is part of their identity is being
ripped apart and put together as something that
they are very uncomfortable with because they do
not know what it is going to be. Under visionary
leaders, this will be more the norm than the sta-
bility and order experienced under managerial
leadership. In fact, the environment being created
by today's technological and global forces is one of
change and complexity. Kotter suggests that orga-
nizations need leaders to cope with change, and
managers to cope with complexify.•'^

I believe, contrary to Zaleznik, that visionary and
managerial leadership are two separate con-
structs. Having said this, it is necessary to reiterate
and emphasize that both visionary and manage-
rial leadership are vital for long-term viability and
short-term financial stability. As I said earlier, vi-
sionary leadership without managerial leadership
may be more detrimental to creating organiza-
tional wealth in the short term**̂  than having only
managerial leadership. Having visionary and
managerial leadership can be accomplished by
having the two different organizational mindsets
coexist, but with visionary being more influential
than managerial; however, an organization will be
more viable in the long term and better able to
maintain its financial stability in the short term, if
strategic leadership is prevalent in that organiza-
tion. To conceptualize strategic leadership, I con-
tend that visionary leadership and managerial
leadership must be viewed as separate contin-
uums. (See Figure 2.) This depicts strategic leader-
ship as a synergistic combination of visionary and
managerial leadership that is not possible under
Zaleznik's thinking.'*^

Strategic Leadership

There are three categories of people—the per-
son who goes into the office, puts his feet up
on his desk, and dreams for twelve hours; the
person who arrives at 5 A.M. and works for IB
hours, never once stopping to dream; and the
person who puts his feet up, dreams for one
hour, then does something about fhose
dreams.

—Steven J. Ross, former chairman
and co-CEO of Time Warner''^

As Steven Ross suggested, strategic leaders are
different from managerial and visionary leaders.
They dream and do something about their dreams.
They are a synergistic combination of managerial
leaders who never stop to dream, and visionary
leaders, who only dream. A strategic leader will
probably create more wealth than a combination
of a visionary leader and a managerial leader.^^
Managerial leaders emphasize the organization's
short-term financial stability. Consequently, they
maintain the existing order and do not invest in
innovations that will change the organization and
enhance organizational wealth in the long term.
Visionary leaders emphasize the long-term viabil-
ity of the organization. They want to change and be
innovative to create wealth in the long term. Un-
fortunately, if not subject to some constraining in-
fluence, they may make an investment that will
destroy organizational wealth in the short term. As
suggested earlier, combining these two leadership
types may develop a team of two or more individ-
uals who may provide strategic leadership and

A strategic leader will probably create
more wealth than a combination of a
visionary leader and a managerial
leader.

create wealth for the organizdtion. However, one
individual who can synergistically combine the
qualities of a manager and a visionary will en-
hance long-term viability and maintain short-term
financial stability. These strategic leadership
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FIGURE 2
A Dual Continuum of Managerial, Visionary, and Strategic Leadership

types will create the most wealth for their organi-
zations. (See Figure 3.)

Strategic leaders emphasize ethical behavior.'*''
They are very rare in most organizations.''^ They
oversee day-to-day operating and long-term stra-
tegic responsibilities.-*^ Strategic leaders formulate
and implement strategies for immediate impact
and the preservation of long-term goals to enhance
organizational growth, survival, and viability.
They use strategic controls and financial controls,
with emphasis on the former.̂ o Strategic leaders
have strong, positive expectations of the perfor-
mance that they expect from their superiors, peers,
subordinates, and themselves. They utilize and in-
terchange tacit and explicit knowledge on both the
individual and organizational levels,^' and they
use both linear and nonlinear thinking patterns.
Finally, they believe in strategic choice—that their
choices make a difference in what their organiza-
tions do, and that this will affect their organiza-
tions' internal and external environments.^^

Strategic leaders have strong, positive
expectations of the performance that they
expect from their superiors, peers,
subordinates, and themselves.

Strategic leaders manage the paradox created
by mnnngerinl anc\ vip;ionary leadership models.
They use metaphors, analogies, and models to al-
low the juxtaposition of apparently contradictory
concepts by defining boundaries of mutual coex-

istence. They guide the organizational knowledge-
creation process by encouraging the organization's
capability to combine individual, group, and orga-
nizational tacit and explicit knowledge to generate
the organizational and technological innovations^^
required for enhanced future performance.

Organizations need to let a critical mass of man-
agers develop the skills and abilities required to
exercise strategic leadership.^'' This means that
managerial leaders need to bear with those who
are visionary leaders and strategic leaders as they
create chaos, destroy order, take risks, and maybe
destroy a part of the organization that is important
to them. This does not mean throwing out mana-
gerial leadership; it means including visionary
and managerial leadership to enhance long-term
viability and short-term financial stability. In fact,
strategic leaders need to understand what mana-
gerial and visionary leaders bring to the organiza-
tion, and utilize the skills, knowledge, and abilities
of both.

Constraints on Strategic Leadership

Unfortunately, many organizations constrain stra-
tegic leadership. One of them is government,^^ an
organization where the wealth-creation process
needs to be understood. Governments have a man-
date to create wealth in terms of social value. This
means that governments are responsible for the
productive and allocative efficiency of economies
as a whole, the level of employment achieved in
their jurisdictions, and the achievement of a better
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standard of living from year to year.̂ ^ Certainly,
we do attribute some credit or some blame to our
government if our state, province, or country's stan-
dard of living increases or decreases. This implies
that we use our standard of living as a measure of
wealth creation.

Looking at governments with knowledge that
comes from studying business organizations, it
seems that some of the principles that affect
businesses also affect governments. Govern-
ments compete for resources just as other orga-
nizations do. Governments are sometimes
thought of as monopolies with the power to im-
pose their will on the people. But governments
compete for human resources with other organi-
zations, with other governments for tax dollars
from their constituents, and with other govern-
ments for new businesses to locate in their juris-
dictions.^'' Unfortunately, some governments also
grow large and become diversified. This high
level of diversification, plus the massive debt
loads of many state, provincial, and national
governments, along with public accountability
for every penny spent and the political context of
an election every four years, forces governments
to use only financial controls and to curtail the
use of strategic controls.

This leads to managerial control and forces
those with the potential to be strategic leaders to
do one of three things: exercise managerial lead-
ership only, leave the organization, or fight within
the system, which uses the strategic energy they
should be expending on leading and managing
their part of the organization. People who work for
government do have the capability to be visionary
and strategic leaders, but the nature of govern-
ment precludes them from exercising such leader-
ship.

People who work for government do have
the capability to be visionary and
strategic leaders, but the nature of
government precludes them from
exercising such leadership,

A sociologist who served in a Canadian provin-
cial government has this to say about what strate-
gic and visionary leaders are up against in gov-
ernment:̂ ^

The organization of the Newfoundland and
Labrador public service is very bureaucratic
and hierarchical. There is a place for every-
one and everyone should know his or her

place. Communications go up the hierarchy
from officer to manager to director to assis-
tant deputy minister to deputy minister, and
possibly to the minister, and down the hierar-
chy in a reverse chain. Much gets lost or re-
interpreted along the way, and it is often a
slow process. Not surprisingly, the public and
the business community who deal with gov-
ernment as "clients," often complain about
"red tape" and "bureaucracy."

Such a system is not well suited to dealing
with change. To the extent that change has to
occur̂ —and able senior officials recognize
that it does^they prefer that it take place at a
modest pace under their control and direc-
tion. They are naturally skeptical about and
resistant to premiers, ministers, and other
agencies that want to initiate a lot of chanqe
on a number of fronts within a short period of
time.

This system also tends to select out or mold
certain personality types for career success.
The premium is on reliability, steadfastness,
and loyalty to the service rather than on cre-
ativity, innovation, and critical thinking. Peo-
ple who do not fit the mold either stagnate,
leave, or are forced out of service. Creative
individuals are usually damned with faint
praise in epithets such as "He's a smart guy
but he can't manage people" or "She's got
some good ideas but she's a bit of a loose
cannon."

Is strategic leadership possible in this type of
organization? The answer is a qualified yes,
given two very hard-to-impose conditions. These
conditions are autonomy and protection.^^ If a
corporate management team can give a division
management team some autonomy, coupled
with protection from stringent bureaucratic and
financial controls, strategic leadership may be
possible. Unfortunately, as this smaller part of
an organization becomes more successful and
achieves visibility because it is taking risks and
bruising the bureaucracy, it is much more diffi-
cult to maintain this autonomy and protect it
from the managerial leadership of the organiza-
tion. This is especially true when that manage-
rial leadership tends to control financially and
bureaucratically because the organization is un-
relatedly diversified, has a massive debt load,
operates in a political context, and must be pub-
licly accountable for every dollar it spends.
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Wealth creation and managerial leadership

Managerial leaders will at best maintain the level
ol wealth that has been created in the past, but
over time may cause wealth to be slowly de-
stroyed. This means that the stewards (board oi
directors, CEO, top management team) oi produc-
tive assets are only creating the wealth that the
owners oi those assets expected them to create.^'^
In Figure 3, this is illustrated by the top oi the
arrow next to the managerial leaders ellipse. Un-
iortunately, in managerially led organizations,
only iinancial controls are exercised. This leads to
a stifling oi creativity and innovation and to be-
low-normal periormance in the long term. There
are creative, innovative people in such organiza-
tions, but it is harder ior them to be creative and
innovative. This lower level of performance is il-
lustrated by the bottom oi the arrow next to the
managerial leader ellipse in Figure 3.

This article has already suggested that unrelat-
edly diversified organizations will be manageri-
ally led and will achieve, at best, average returns
and only normal periormance. Uniortunately, other
business organizations, such as rate-regulated
monopolies and relatedly diversified organiza-
tions, may achieve only normal or below-normal
periormance. Rate-regulated monopolies tend to
develop managerial leadership because they are

financially controlled by their publicly appointed
regulators, whose sole purpose is to ensure a pre-
scribed rate of return to keep revenues at an ap-
propriate level to satisiy consumers. Some relat-
edly diversified organizations develop only
managerial leadership or even bad leadership
{low on both the managerial and visionary contin-
uums). Examples oi such companies are Kmart;
Apple Computer during Stephen Job's absence;
USX - U.S. Steel Group; and Digital Equipment
Corp. From 1988 to 1997, Kmart's market value
added (MVA) dropped from $0,837 billion to ($ .̂257)
billion—a destruction oi $3,094 billion of share-
holder wealth. Over the same period, Apple de-
stroyed $4.85 billion oi shareholder wealth, going
irom an MVA oi $3,261 billion to minus $1,594
billion.^'

Wealth creation and visionary leadership

Visionary leaders may or may not create value. Ii
they do, their style of leadership is rare and diifi-
cult for other organizations to duplicate. Uniortu-
nately, some visionaries who are capable oi creat-
ing value are not supported by their organizations
with appropriate structures, controls, and re-
wards.^^ These visionaries probably do not have
strong managerial support, either because the or-
ganization cannot supply it or because the vision-
ary will not allow it. These organizations are more
likely to achieve below-normal periormance.
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Visionary leadership is the hardest style oi lead-
ership to assess regarding periormance. As illus-
trated in Figure 3, visionaries have the potential
for a range oi periormance implications—from be-
low normal to above normal. The bigger danger is
that visionaries may achieve below-normal perfor-
mance much more quickly than managerial lead-
ers. Stephen Jobs, the visionary founder of Apple,
had to leave because oi poor periormance. Anita
Roddick, the long-time CEO oi The Body Shop, ii-
nally had to step down because her husband, Gor-
don, the managerial leader, stepped back irom the
organization; her visionary leadership alone could
no longer sustain the level of performance that
investors had come to expect. Michael Cowpland,
the CEO of Corel in Canada, has been described
as a visionary, and Corel has been experiencing
wealth creation problems for several years. Be-
cause of these problems, Cowpland stepped down
in August 2000. On the other hand, visionaries cou-
pled with managerial leaders may achieve above-
normal periormance. Two examples are Thomas
Watson, Jr. (the visionary) and Al Williams (the
managerial leader), his chief financial oiiicer at
IBM from 1956 to

Wealth creation and strategic leadership

Because strategic leaders are concerned with the
future viability and present financial stability oi
their organizations, they make decisions that
achieve above-average returns, and therefore cre-
ate wealth ior their organizations. (See Figure 3.)

Throughout the decade of the 1990s, no two
appointed CEOs have exemplified wealth cre-
ation on a consistent basis as well as Jack Welch
and Robert Goizueta. Either GE or Coca-Cola
was ranked number one and two in MVA from
1992 to 1998.̂ '' Coke's return on capital was con-
sistently 24 percent higher than its cost of capi-
tal. What characteristics did these two CEOs dis-
play during that period? Both reiocused their
companies to regain strategic control. Both be-
lieved that their actions affected their companies
and determined what happened in the respective
industries in which their companies operated.
This beliei in strategic choice is exemplified by
the following paraphrased comments irom Goi-
zueta: If you are number one or two in your in-
dustry, you can have a lot oi say in what the
future is going to be like by what you do; if you
can take actions that create the future, or at least
shape it, you can benefit from it; and belief in
strategic choice is about creating what can be,
as opposed to what is. Welch and Goizueta re-
lentlessly strove to reduce the stifling effect of

bureaucracy on creativity and innovation. Both
were internally focused and exhibited an insen-
sitivity to the past in order to demonstrate proper
respect ior the future. They believed in revolu-
tionary change and not evolutionary change.
Most observers were surprised at how fast Jack
Welch changed GE. Welch expressed surprise at
how long it took to change GE. His deep, abiding,
philosophical values are summed up in the iol-
lowing: get into the right businesses, those with
growth potential, those which respond quickly to
change, and get as much as possible out oi the
capital you employ. These values exemplify stra-
tegic leadership.s^

Mosf observers were surprised at how
fast Jack Welch changed GE. Welch
expressed surprise at how long it took to
change GE.

Strategic leadership is not just for professional
managers appointed to the CEO position who did
not start or revitalize their companies in an entre-
preneurial manner. Consider two entrepreneurs
who made a diiierence to their iirms and their
industries. The first is Konosuke Matsushita,
founder and iormer CEO of Matsushita Electric. His
revenue growth was the highest of any 20'^ century
entrepreneur, at $49.5 billion. The next closest were
Soichiro Honda, at $35.5 billion, and Wal-Mart's
Sam Walton, at $35 billion. Matsushita was a vi-
sionary who demanded revenue growth, but with
even more dramatic profit growth. He told his se-
nior managers that within five years he wanted
revenue growth to quadruple and profit to more
than quadruple. These goals were achieved in iour
years.^^ He concentrated on creating products for
his customers that created value in their minds
that was greater than they expected. However, he
always wanted value created at a profit for his
company. His long-term vision was for the prod-
ucts his companies sold to create worldwide pros-
perity to such a degree that in several hundred
years there would be world peace.

The second entrepreneur is Bob Kierlin,^' the
CEO oi Fastenal, a company that sells nuts and
bolts. His leadership style is characterized by
employee empowerment, participation, symbolic
egalitarianism, wage compression {he pays him-
seli $120,000 a year), and promotion from within.^^
However, he strongly encourages profitable reve-
nue growth. This has been very beneficial ior em-
ployees, customers, and shareholders. In 1988, Fas-
tenal's MVA was £0.077 billion—it was $1,609
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billion in 1996—an increase of $1.53 billion. Kierlin
started Fastenal in 1967 because he was not happy
with the bureaucracy at IBM.

Two other interccting companies from a strate-
gic leadership perspective are Wal-Mart and Coke.
From 1988 to 1992, Wal-Mart created $50 billion of
wealth for shareholders under Sam Walton's lead-
ership. From 1992 to 1996, Wal-Mart destroyed $30
billion of wealth for shareholders under David
Glass's leadership. Wal-Mart did rebound from
1996 to 1997, and finished 1997 at an MVA of $69.7
billion. Thus irom 1992 to 1997, Wal-Mart created
wealth oi $5.7 billion, approximately one-tenth of
what Sam Walton created over a similar iive-year
period. However, Wal-Mart's MVA at the end oi
1998 was $213 billion. Wal-Mart had jumped to
third place in the MVA rankings, and irom 1992 to
1998 had created $143 billion in MVA for its share-
holders.

Is David Glass the strategic leader that Sam
Walton was? It may be too soon to tell. Certainly
Walton's perspective was similar to Matsushi-
ta's. He wanted to improve the quality of liie oi
customers and employees through iree enter-
prise practiced correctly and morally. He stated:
"We've improved the standard of living of cus-
tomers, whom we've saved billions of dollars,
and oi our associates, who have been able to
share proiits."^^ He wanted to market the highest
quality goods at the lowest prices possible. Un-
der Goizueta, Coke's rank in the MVA rankings
rose from seventh in 1988 to first in 1994, and
stayed at number one until 1996. In 1997, the year
Goizueta died, it dropped to second, and in 1998
to ninth. Coke's absolute MVA was still improv-
ing under Doug Ivester, and was still much better
than Pepsico, Coke's closest competitor. But
Ivester was not able to create MVA ior Coke's
shareholders at the same rate as Goizueta, Con-
sequently, he stepped down as CEO in April

These strategic leaders all believed that their
decisions would affect their companies and their
environments. They put great emphasis on
achieving their visions by influencing employ-
ees and associates. They also ensured that their
visions were achieved in a way that was best for
their employees, customers, and shareholders."
However, their vision had to be achieved without
destroying their organizations financially in the
^bort-term. Goizueta relentlessly pursued a re-
turn on capital that exceeded Coke's cost of cap-
ital. These leaders managed the paradox of in-
vesting strategically in their employees, in
promotion through advertising, R&D, and capital

equipment, while ensuring that their organiza-
tions were financially stable in the short term.

These leaders managed the paradox of
investing strategically in their
employees, in promotion through
advertising, R&D, and capital equipment,
while ensuring that their organizations
were financially stable in the short term.

The Paradox oi Leading and Managing

Wealth creation for organizations where strategic
leadership is exercised is possible because these
leaders make appropriate investments for future vi-
ability, while maintaining an appropriate level of
financial stability in the present.'''^ They influence a
critical mass of managers and employees to volun-
tarily make decisions on a day-to-day basis that en-
hance future viability and current financial stability.
Under pure visionary leadership, there is a much
wider range oi wealth creation possible as there may
or may not be the constraining iniluence of a
managerial leader. Such leadership is riskier
than allowing the exercise of strategic leadership to
permeate the organization. Under managerial lead-
ership, there is a wider range than under strategic
leadership, but a narrower range than under vision-
ary leadership, as wealth creation may range from
normal performance to below-normal performance.

Uniortunately, large, unrelatedly diversiiied or-
ganizations implicitly and explicitly train their
people to be managerial leaders. This is not bad in
and of itself, but when such leadership does not
allow visionary and strategic leadership to flour-
ish, it is damaging for the organization in the long
term. The nature of some organizations precludes
visionary and strategic leadership from even oc-
curring. Hoskisson and Hitt'^ refer to this phenom-
enon as the loss of strategic control. This occurs in
governments, universities {whether state-spon-
sored or not), and businesses that allow too much
inappropriate diversification.

A Canadian government study'̂ '' found that the two
most important reasons ior the bankruptcies oi
small-to-medium-sized firms are poor overall man-
agement skills, such as lack oi knowledge, lack oi
vision, and poor use oi outside advisers; and imper-
fect capital structures resulting from either institu-
tional constraints or managerial inexperience. The
study's authors argue that managers in small firms
need to be trained in general management anci
financial management skills, and that visionary an̂  t
managerial leadership is needed in small-to-
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medium-sized iirms just as it is in such large iirms as
General Motors and IBM. DoUinger̂ ^ argues that en-
trepreneurs are the architects oi organizational pur-
pose and that business ventures are created to
achieve the visions of entrepreneurs. He says the
major problem ior entrepreneurs is to be managerial
and to write a business plan that details all the
business risks in the new venture. Based on his work,
it could be argued that small firms suffer more irom
a lack of managerial ability, while larger firms suffer
from a lack of visionary leadership, especially if they
have lost strategic control because they have be-
come too diversiiied. What is clear is that small,
medium, and large organizations need strategic
leadership and need to pursue corporate strategies
that allow strategic leadership among a critical
mass of the senior management team and middle
and junior managers.''^

A strategic leader creates chaos, makes mis-
takes, occasionally gets rapped on the knuckles by
bosses and subordinates, and even occasionally
has to apologize to staff ior creating too much
disorder before they were ready ior it. But the re-
wards are worth it as those with whom the leader
works become energized and more productive, ac-
complishing more in less time. They come to enjoy
work more, as they become more creative and in-
novative, and more prone to taking risks because
they know this is what it takes to enhance long-
term viability.''^

A strategic leader creates chaos, makes
mistakes, occasionally gets rapped on
the knuckles by bosses and subordinates,
and even occasionally has to apologize
to staff for creating too much disorder
before they were ready for it.

Working through the paradox oi leading and
managing is demanding and diiiicult, but is
achievable ior a critical mass in organizations that
have not lost strategic control. Executives in such
organizations should start thinking of themselves
as strategic leaders who have to accept and merge
the visionaries and managerial leaders in their
organizations. They should fight against the con-
straining iniluence of financial controls and fight
ior the exercise of strategic and financial controls,
with the emphasis on strategic controls. They need
to understand the concepts oi explicit and tacit
knowledge and linear and nonlinear thinking and
how to integrate them for the benefit of your orga-
nization. The rewards will often be wealth creation

and above-normal performance whether an orga-
nization is entrepreneurial or established.
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Tichy & Cohen, op, cit., provide an excellent description of
how Ihis has been done. It is amazing that GE is so successful and
ranked second in MVA at $360 billion, given the complexity of its
corporate-level strategy. It is even more amazing when one con-
siders thai Jack Welch spends 30 percent oi his time on leadership
development. Or maybe it is not so amazing, given that Welch
spends 30 percent of his time developing strategic leaders.

The author applied the principles of strategic leadership and
watched as organizational revenues quadrupled and profits rose
even more dramatically over a three-year period. Unfortunately,
the principle of higher visibility kicked in, and the autonomy and
protection required to exercise strategic leadership was slowly
eroded. The organization was a small division of a large unrelat-
edly diversiiied organization that was managerially led and fi-
nancially controlled.
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