Managing people

Paul Anderson’s BHP experiment: will it work?

In just two years BHP has gone from basketcase to unprecedented corporate laboratory. Paul Anderson, the former second-in-charge at a middle-sized gas pipeline business in the United States called Duke Energy is producing a revolution in the corporate culture of BHP that is as dramatic and interesting as anything this country has ever seen. Don Argus, the former CEO of National Australia Bank, is doing the same thing in the BHP boardroom.

The result is a remarkable experiment in corporate governance and management, its two architects emboldened by the fact that they could not have made things any worse.

 Argus is also working actively to find a successor for Anderson, whose contract runs for exactly four years and eleven months (because his American assets and income will start to be taxed by Australia after five years of living here). Unless something goes wrong, Anderson’s chief financial officer, Chip Goodyear, also an American, will probably take over as CEO in October 2003.

 But at this stage everything is going far from wrong. The Paul Anderson experiment has pulled the share price up from $12 to $20, produced a record profit of $2 billion, cleaned up and refocused the asset portfolio and replaced most of the senior management team. Given the financial mess he inherited, turning the financials around was the easy part. What has been more significant, and more profound, is the cultural change he is bringing about.

The personality of BHP is changing completely, and if Chip Goodyear gets the top job in three years, BHP will be totally unrecognisable within five years. That’s because Goodyear is like Anderson, only more so.

Up to now Anderson and Goodyear have been fixing the company up, as they put it, but they now must put BHP on a growth path to keep faith with the stockmarket. On Monday, Anderson forecast a doubling of earnings per share within three years, and bidding $830 million for QCT Resources with Mitsubishi Developments this week is seen as the start of an aggressive acquisition phase. But given that the financial disasters that engulfed BHP in the 1990s came from deep systemic flaws within the company, there is no doubt that Anderson’s most important task now is to ensure that the cultural change he is bringing about is a permanent one.

 Some of the symbols of change are very obvious. At the analysts briefing on Monday, there were five people on stage, including Anderson, and not one Australian accent. Anderson, Goodyear, chief strategic officer, Brad Mills, and head of corporate finance, Anna-Lou Fletcher, are all Americans, and the head of human resources, Tom Brown, is a Scot.

Brown said afterwards: ‘You must realise BHP is not really an Australian company any more, that’s the point. It’s just a resource company that happens to be based in Australia.’

Moreover, the fact that the HR chief was briefing financial analysts at all was significant. He reported to them that sixty per cent of John Prescott’s executive leadership group had now gone, that many of the departures had resulted from a penetrating external assessment of the top 150 managers by Egon Zehnder and that all managers now have two-thirds of their salary tied directly to performance.

No-one in BHP wears a tie any more: it’s permanent casual clothes throughout the company. That’s not too unusual in the United States these days, but it’s unique for a top-50 Australian corporation. And considering that in the old days BHP executives had to put on their jackets, not just a tie, before attending a meeting with the managing director, it is an especially big change for this company.

Anderson and Goodyear usually eat lunch in the staff cafeteria. At first they were given a wide berth by the rest of the staff, but now juniors and senior executives alike eat their focaccias together, and ‘Paul’s’ and ‘Chip’s’ tables are as open as any. Previously all meetings between executives were set up by their secretaries; now managers are encouraged to just walk into Paul Anderson’s office, and often do. From being the stiffest, most formal organisation in the country, BHP is becoming the least formal. Was it planned, or is this just the way Paul Anderson is?

Don Argus says it’s just the way he is, which is why he wanted to hire him. ‘He’s just an average Joe,’ says Argus. ‘It’s really true. He’d go to the pub and have a beer with anyone.’

But Anderson’s response suggests some planning went into it too. ‘One of the things that struck me at BHP when I first got here was that it was a very formal organisation, there were a lot of barriers, there were a lot of gatekeepers and when you walked in you felt like you were entering the lobby of a substantial company with a very significant presence and as you would come up to the forty-ninth floor here were all the trappings that would say, “yes, this is an important place”. That can be useful, I suppose, in negotiating or in positioning the company, but it can also be very off-putting in terms of getting a free flow of communication.’

But he agrees it’s also the way he is. ‘I’m probably more informal than the average person out there. I hate black-tie functions, I’d much rather wear a T-shirt and jeans to something. If you want to get me to come to a function, tell me that it’s totally informal and I’d love to come. If it’s black tie, I’ll only come under duress, but, you know, other people like to dress up.’

He introduced casual dress at Duke Energy before he left, but not without controversy. ‘There was quite a debate over whether it would lead to sloppy work as opposed to a more open flow of information and it was very successful there, so I was just replicating (at BHP) the environment that we had there.’ 

Another huge change in BHP has been with cars. Executives’ eyes go quite dreamy when they talk about BHP’s old car policy. The whole corporate culture and hierarchy was given expression in the executive carpark. Each promotion came with a certain type of car, starting with a Ford Futura and rising to a top-of-the-range Mercedes. The carpark was a perfectly ordered display of graduated status. Says HR manager, Tom Brown: ‘They actually differentiated between various models of the same car for different levels of the company, so you could stand at the gate and tell exactly what level each person was on as they drove through.’ Needless to say that’s all gone. The BHP executive carpark looks like a public carpark now.

Paul Anderson says: ‘I think that the informality is energising a lot of people, they don’t feel constrained any more. So my bias is that if the organisation stays informal we’ll be much more effective, efficient and flexible, which I think is really critical.’

Source: Alan Kohler, ‘Paul Anderson’s BHP experiment: Will it work?’, Australian Financial Review, 2 September 2000, p. 21.

Questions

1.
The article about BHP (now BHP-Billiton) identifies a number of changes made to improve BHP’s financial performance. What changes do you think influenced employee performance and how do you think this occurred?

2.
A process of 360-degree review has been introduced in BHP as a basis for performance assessment and the information contributes to reward decisions. Explain some of the advantages of this review process and discuss ways in which some of the errors associated with performance review could be overcome.

