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Great people decisions are the key for success

People decisions are very hard

What to look for in a candidate
Where to look for the best candidates
How to assess them

Making the best greater each day



Choosing the right leader is the key for company value

Just 4 factors explain 2/3 of the
variance in company value

The leader effect accounts for up
to 40% of the variance in value

Leader It is by far the most important
controllable factor

Source: “When Does Leadership Matter?”, Wasserman, Nohria and Anand, Harvard Busines School



A high return on leadership happens in any market

% Revenue CAGR (2001-2007)

COMPANY EXAMPLES A

Banking Example Telecommunication Energy Example
(Europe) Example (Germany) (Norway)
31% 30%

19%

12%
2%

-4%

Top Talent Banking Top Talent

Banking Top Talent Banking
Company Market Company Market Company Market
Growth Growth Growth Growth Growth Growth

Source: “Return on Leadership” — joint study by Egon Zehnder and McKinsey & Company



Disciplined people decisions create extraordinary value

#3

Amazon Vale
Sector High-tech * Mining
Stage Start-up * Old, Privatized
Country U.S. * Brazil
Growth Organic, Domestic * Organic + M&A, Global
Business B2C * B2B
Value Creation 111 billion $ 157 billion $
Industry-adjusted
return 12,266 % 1,773 %

Country-adjusted
return 12,431 % 934 %




Great people decisions are the key for success
What to look for in a candidate

Where to look for the best candidates

How to assess them

Making the best greater each day



EXERCISE: Impact of assessment errors

Q Intention to hire only “Top 10%”

e 90% accuracy of assessments

o

What percentage of “Top 10%”
will we actually hire?




The odds are against us!
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An old brain for a new job

1. Similarity
2. Familiarity

3. Comfort



Great people decisions are the key for success
People decisions are very hard

Where to look for the best candidates

How to assess them

Making the best greater each day



Each job requires specific competencies

Performance
Needs in
New Job

Predict Pe:rformance
from Experience

Performance

Displayed in
Similar Job

(Usually not
available)

New Job

1 — Confirm what to look for
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New Job
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4 — Predict Performance
from Competencies

3 — Check
Compentency Match

2 — Assess
Performance Competence
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Different Job

Competencies
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Demonstrated

Candidate



Required competencies for key roles

Mission

Set and drive a new company
vision under new digital era

Competencies

Change Leadership
Strategic Orientation
Market Insight

Results Orientation
Collaboration

Building Org. Capability
Inclusiveness

Team Leadership

CEO

*
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Develop and implement new
strategies under a new vision
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Drive a large global organization
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A new era of talent spotting: Potential is key!

III IV

Era I II

Physical IQ, Experience

Focus Strength Performance

Competencies Potential
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Indicators of Executive Potential

Curiosity

How to Spot Talent

(Hint: Experience Is Overrated)

Determination Insight

Engagement

Foundation: The Right Motivation
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Great people decisions are the key for success
People decisions are very hard

What to look for in a candidate

How to assess them

Making the best greater each day



Should we promote from inside or hire from outside?

On average...

Outside Hirings
Poor Predecessor -

Good Predecessor

Internal Promotions

Poor Predecessor

Good Predecessor I *

-40.0 -30.0 -20.0 -10.0 0.0 10.0

* Changes for internal promotions were statistically unsignificant

Source: The Performance Impact of New CEOs, MIT Sloan Management Review

Change Ind. Adj. Oper. Returns, % points

When doing poorly,
Outsiders create

great value

When doing well,
however, Outsiders
destroy major value

20.0 30.0 40.0



Should we promote from inside or hire from outside? (cont.)

Average effects are irrelevant when variance is high.

What matters is the range of performance impact

Change Ind. Adj. Oper. Returns, % points

Outside Hirings
Poor Predecessor - B |
For senior
ositions
Good Predecessor - 1 p ’
Internal Promotions always
consider
- insiders and
Poor Predecessor - - . -
outsiders
Good Predecessor NN [ | - .
-40.0 -30.0 -20.0 -10.0 0.0 10.0 20.0 30.0 40.0
* Changes for internal promotions were statistically unsignificant 17

Source: The Performance Impact of New CEOs, MIT Sloan Management Review, CFA analysis



The value of investing in executive searches

Expected Value™ = € (5 V. p

Job Complexity

Factor

Definition

Candidates Considered / Assessment Quality \ Pay Premium

Search Cost

Implication

€n

Expected value of the maximum of
a random sample of size n from a
standardized normal population

A large number of potential candidates should
be generated.

Standard deviation of the
candidate’s performance

The more complex the job, the higher is the
expected value of investing in people decisions.

Validity of the assessment criteria

Understanding the competencies required for
unique Jobs becomes critical.

Reliability of the assessment of
candidates

For senior positions, highly competent evaluators
need to be involved, in a process of high integrity,
including reliable reference checking.

Cost of generating, assessing,
and hiring the best candidates

Given the low frequency and high specialization
needed, professional help is usually highly cost
effective for senior levels.

Extra cost of the hired candidate
compared with the average
candidate

In order to maximize value, conflicts should be
avoided (such as percentage fees for search
services).

* Source: Appendix A of Great People Decisions: The Value of Investing in People Decisions.
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Diminishing returns of candidate generation

Expected Value @ c.V. p - Cn = XC

1,8
1.0
1,4 1
g
‘I -
0,8 -
0,6 - .
0.4 1 A dozen candidates
' properly sourced
0,2 - are usually enough
0 T 1 T T 1 1 1 T 1

Sample Size

FIGURE 6.3 Expected Value of the Maximum of a Standardized Normal

N . 19
Distribution



Improving the quality of assessment is the key

Expected Value

Change in yearly profits assuming a

10% improvement in each parameter *

Assessment Quality

Number of candidates

Cost of Hired Candidates

Search Cost

0.014

0.6

Improving the quality of
candidates’ assessment has by
far the largest payoff

It is 3 times more valuable than
generating more candidates

The extra cost of a thorough
search is negligible compared
with the expected return

* Source: Great People Decisions, example for the search of the CEO of a $ 50 million profit company. In this example, a 10%
increase in the assessment quality generates $2 M additional profits and $40 M additional company value.
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When conducting a search, push for quality over quantity

Normal

Floating a

candidate 3-Year Stick Rate, %

8
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Number of Candidates Presented to the Client in a Search



Great people decisions are the key for success
People decisions are very hard

What to look for in a candidate

Where to look for the best candidates

How to assess them

Making the best greater each day



Use the right type of interview

Interviews

Unstructured Worst

+ Little planning
+ Different questions asked
of different candidates

Structured

» Better planning
* More discipline

Situational

How would you behave?
(hypothetical situations)

Behavioral BeSt

What have you done?
(real situations)

23



Involve the Right Interviewers

Range of Interviewer’s Validity @

Worst Best
Interviewers Interviewers
-0 ° 1 + O ° 7
__ -
(1) +1.0
Random Perfect
Assessment Assessment

Huge range.

Involve the right people!

(1) Source: Pulakos, E.D., Schmitt, N., Whitney, D. & Smith , M. (1996). “Individual differences in interviewer
ratings: The impact of standardization, consensus discussion, and sampling error on the validity of a structured
interview.” Personnel Psychology, 49, 85-102



How many interviewers should you have?

Probability of Hiring the Wrong Candidates

50%

10%

1%
——

One
Assessor

By adding “sequential filters” you reduce the
chances of hiring the wrong candidates

Two
Assessors

Three
Assessors

Probability of Rejecting the Right Candidates

10%

19%

27%

One
Assessor

However, adding filters also increase the
chances of rejecting the right candidates
and damage the candidate experience (1)

Two
Assessors

(1) Assumes you want to hire only “top 10%” candidates, and also assumes you are 90% accurate in your assessments

Three
Assessors




Carefully check references

Best practice for reference check involves

« Deciding whom to call
» Not just the names provided

» Depending on the type of competencies or potential indicators you try
to assess

« Approaching them as a structured, behaviorally-based interview

» Focusing on the relevant competencies or potential indicators
» With well-planned, disciplined questioning and probing

26



Consider each candidate’s potential profile

Strategic Market Results Change Building Team Collabo-
Competency Orien- place Orien- Leader 5 Leader ration &

tation insight tation ili Influence
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https://hbr.org/2017/11/turning-potential-into-success-the-missing-link-in-leadership-development

Deciding a promotion

O Target current role
. Target next role

Past

Long term track record

Essential experience

Present

Strategic Orientation
Market Understanding
Change Leadership
Customer Impact

Results Orientation
Collaboration & Influence

Team Leadership
Building Organizational
Capabilities

Commerecial Orientation

Curiosity Insight

Future
Individual potential

Determination Engages

29



Targets as CEO
O Minimum

Choosing the best successor

Present
, Mr. X Mr.Y
Competencies
1 2 3 4 5 6 7 1 2 3 4 5
o—O—40—40—0090—°9
Results Orientation & T o>
Strategic Orientation & |

%

G D

Collaboration & Influence @& e |
Team Leadership (0 s T @

Change Leadership ¢ . e
Market Understanding ¢ e
Inclusiveness € T L& )

Future

Potential Curiosity

Insight Curiosity @nsight
Engages Determination Engages

Determination



Fostering diversity

Ms. Z
Present ”
Competencies
1 2 3 4 5 6 7
o—0—40—0—000-°9
Results Orientation & ' @
Change Leadership [ ® )

Strategic Orientation [ S THEINS
Collaboration & Influencing ¢ J@»
Inclusiveness & | @
Building Org. Capability (7 I TN

Average (. 1@
2.5 4.6
Future
Potential Curiosity Insight

Determination Engages



Great people decisions are the key for success
People decisions are very hard

What to look for in a candidate

Where to look for the best candidates

How to assess them

Making the best greater each day



First, you need to attract, retain and motivate the best

« It’s NOT (mostly) about Money

 Realistic Job Previews

* Proper Onboarding

 Never Tolerating Bad Bosses

 Motivating the Best: Autonomy, Purpose and Mastery

33



Finally, adjust rotations to competency development needs

Leading Managing a
Managing a Multiple Corporate-
P&L Regions or Wide
Businesses Function

Leading a
Large
Organization

Running a
Start-up
Operation

Overseeing a
Restructuring

Results
Orientation

Strategic
Orientation

Collaboration &
Influence

Team Leadership

Developing
Organizational
Capabilities

Change
Leadership

Market
Understanding

Inclusiveness




Links to relevant resources fernandez-araoz.com

good to great would do well to
for he is a true master.”

GREAT

DECISIONS

Claudio Fernéndez-Aréoz

It's Not the How or the What
but the Who

Great People Decisions
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