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Mr. Paul O’Neill served as CEO at Alcoa for 13
years and his #1 Priority remained the same
from his very first day until the day he retired:

* SAFETY *

He said, I knew I had to transform Alcoa. But
you can’t order people to change. So I decided I
was going to start by focusing on one thing. If I
could start disrupting the habits around one
thing, it would spread throughout the entire
company.

He wasn’t the safety officer, the HR VP or the EVP of Operations, Mr. O’Neill
was the CEO of Alcoa. He was the guy in charge of making sure his company
made money, and his focus to make that happen? SAFETY.

Mr. O’Neill gave a speech some years later reflecting on his tenure at Alcoa
and why his focus on safety led to the ultimate success of the company. The
entire speech (over 1 hour) can be viewed on the video on the next slide.

The team at Weeklysafety.com is passionate about safety and are thrilled to
share this video as the first in our Safety Masters series. The entire transcript
of his speech is in this presentation for you to read, be in awe of, learn from,
be inspired by and share.
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[Transcript start]

Thank you Charlotte. You know I’ve done a quick survey and I’ve decided the suits are far
outnumbered by the shirts. [removes jacket] I had the opportunity last night to have dinner with
Charlotte and Gary, and Greg and a few others. Charlotte had been good enough to send me
materials and what I got from the materials was that you particularly in the research community
have a demonstrated commitment to the ideas of safety and so I wondered if there were some
things I could share with you that would be useful to you in your journey toward […] and I think
there are maybe a few things that could be helpful to you but not to be patronizing but I think you
should be proud of what you’ve been able to accomplish which is demonstrated by these
measurements of where you’ve been and where you are today. But it’s never over and if there are a
few ideas that can help to sharpen what you think you’re doing and how you’re making progress, it
would be a pleasure for me to contribute to that.

So, maybe a place to begin is to explain a little bit about how I got interested in safety. To put it in
context because for me safety is an element of a broader set of philosophical ideas about human
beings. You know, I didn’t know I would have this privilege, but I was recruited to be the CEO of
Alcoa in June of 1987. I had, in my very youngest days worked as an Engineer in Alaska helping build
communication […] and then I went off to University and then I went off to work in the government
for 15 years and then I went to International Paper, and through that time from say 1955 until 1987
I had worked in a variety of settings for many different people who had markedly different ideas
about what it meant to be a leader or a manager in different kind of settings, office settings and
manufacturing environments and construction environments.

For me, safety is an element of 
a broader set of philosophical 

ideas about human beings.
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[3:06] When I got recruited it was actually in April of 1987, and I agreed to go to work on the 15th of
June so I had three months to think about what is it I’m going to do when I go and I’m supposed to
be the leader for this huge world-wide organization…which is really a privilege to have an
opportunity to consolidate ideas and say to yourself what is it you’re going to do and what is it that
you want to be remembered for when you leave. You know, it’s not about what are you going to do
on the first day, but when you leave, who knows when, what will people remember, if
anything…maybe some of them will be damn glad you’re gone but… in any event, that was a
challenge I did for myself and so I still have an 8 ½ x 11 piece of tablet paper with blue lines on it
and at the top of my list was SAFETY.

[4:10] Now, you might wonder why would I put safety and it needs some explanation. Out of this
experience and working with a lot of different people, some qualities, some traits in people that I
reported to that I really embraced and respected and liked a lot and I also had a fairly long list of
things that I really resented and hated and detested and thought were not the right way to lead an
organization so I was determined on the one hand to emphasize the things that I thought were
good for human beings and to work every day to get rid of things that I didn’t think were in the
right direction.

Say to yourself, what is it you’re 
going to do and what is it that 

you want to be remembered for 
when you leave.
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[4:50] Let me share a concept with you that I try to live by every day. I think in a great organization,
and this is out of 40 years of experience, in an organization…let me say this correctly…that has the
potential for greatness, it’s possible every day for every human being in that enterprise to say yes
to three questions without any reservations. So, here are the three questions.

Are you treated with dignity and respect every day by everyone you encounter?

Sounds fairly simple, maybe some of you say, absolutely. You know, most organizations, I have to tell
you, its hard for people to get by the first question because there are still elements you can see in
the behavioral patterns, the way people interact with each other that cause people not to be
treated with the same uniform level of dignity and respect because of their race or their gender or
their nationality or their relatively higher or lower level of educational attainment or most
importantly maybe their rank in the organization, so I believe in an organization with the potential
for true greatness none of those characteristics have anything to do with the dignity and respect
that every individual is accorded.

Do you get 

recognized for 

what you do?

Are you given the things 

you need, tools, 

equipment, training, 

encouragement, so that 

you can make a 

contribution that gives 

meaning to your life?

Are you treated 

with dignity and 

respect every day 

by everyone you 

encounter?
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[6:31] Here's a test. You know, if you go into a place where there’s a receptionist at the desk and
you just stand against the wall and watch how the receptionist treats people when they come in in
the morning. If you can detect that the high-level executives get any different kind of greeting than
the people who take care of the cafeteria, then you can’t pass the test of we really mean everyone
here can say they’re treated with dignity and respect every day in everything that they do. That
doesn’t mean that people don’t have disagreements, but they’re about substance, they’re not
about human characteristics. That’s the first question.

[7:13] The second question is

Are you given the things you need, tools, equipment, training, encouragement, so
that you can make a contribution (this is the most important part of #2) that gives
meaning to your life?

It’s not about making this a more famous, financially successful place, it’s about, does every
individual find themselves in a position they can say every day, without any reservation, the work I
do here gives meaning to my life. I don’t have to find it in fishing or golf or painting or some other
outside thing. I get meaning in my life from what I spend most of my waking hours doing. That’s a
hard test too. But I believe it’s the right test for an organization with a potential for greatness.

[8:09] The third question is a short and simple one and that is

Do you get recognized for what you do?

You know, around the world, in all the countries I’ve worked in, no matter what level of educational
attainment people have…may not even say back to you what I just did in characterizing this
landscape of human interaction…people want those things. I have not found a place in the world, in
Guinea, in Western Africa, to the jungles of Brazil to China to India, of course across the United
States...I have not found a place where people don’t seek those characteristics in their work
environment.

People are your most important asset
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[8:56] And so I believe those are the questions that are kind of the acid test of whether or not
you’re on the right leadership path in any kind of an organization, public, private, non-profit. Now
what that says in a nutshell is what you have on your slides and I’m sure you practice it to a high
degree, that people are your most important asset. They are in every organization whether the
leadership recognizes it or not, it’s the human life blood that is the most important asset, now
how did I get safety to the top of my list in April of 1987? By observing that most organizations say
that human beings are our most important asset but in most places there is no proof it’s really true,
it’s just something you say. Right? It’s like clearing your throat. People are our most important asset,
we all say that, you know, we don’t measure it, but I’ve also found that if you really care about
things, you measure them.

[10:04] Right, and so, as Charlotte said, as Gary said in his opening remarks, we measure it, we care
about it, we want to know about it and so, the day that I went to Alcoa, the first day I went to Alcoa,
I called in the Safety Director and I said to him, I’ve done some studying in the last three months
and I understand Alcoa is really quite excellent at safety as compared to other people around the
world, not just in our industry, but compared to American workers generally. This was the data I
had, then I didn’t have the international data. So I’ll tell you the numbers, in June 15, 1987, the lost
workday rate across Alcoa’s operations in 43 countries or so, was 1.86 and at the time, across
American industry, which means everything, you know hospitals, and insurance companies, and
manufacturing companies, the rate in 1987 is staggering, it was 5. Five out of every 100 workers in
the American workforce, had an injury at work that caused them to miss at least one day of work.
Alcoa’s was 1.86. And the Safety Director was obviously really proud of how great Alcoa was
because they had an environment where metal is cooked at 2,000 degrees, it’s a little hotter than
the food that you cook. [laughter] The metal is heated to 2,000 degrees in a smelter in Indiana, in
the summer it’s 135 degrees and people are subject to heat prostration and all of that stuff. So,
they were really proud of where they were. So, after I ended up praising Charlie Dematio, who was
the Safety Director. I said, Charlie, I believe, our goal (and I’m going to be saying this all over Alcoa,
so you should know). I’m going to begin saying that it’s Alcoa’s objective that people who work for
Alcoa will never be hurt at work. So our goal is going to be zero.



8Most organizations say that human 
beings are our most important asset but 

in most places there is no proof it’s 
really true, it’s just something you say. 

[12:17] Even the Safety Director was startled by the idea that zero would be our goal. And it was
interesting, you know, I’ve found this about lots of different things, that there are kind of a litany of
reasons why not. Right? So the first reason why not is, we can’t afford it. You know, in order to
really get to zero, we’re going to have to wrap every employee in some kind of a cocoon and they
won’t be able to move their arms to do the work. So, we can’t afford it. Here’s one that’s a really an
awful one that has a lot of traveling power. Human beings are not capable of being perfect and that
means we are going to have human error, no matter how much you don’t like it and so we can’t get
to zero because people will do stupid things. You know, those are the two most potent reasons why
not.

If you really care about things, 
you measure them. 
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I know we should strive to get to zero. So, I began traveling the Alcoa landscape and going to plants
to visit places. At the first major plant I went to in Tennessee, I spent the morning walking around
the plant and seeing what was going on, and then we had lunch. And the lunch was about 25
people from the supervisory ranks and 25 people from the hourly ranks and so they said after
lunch, “Would you like to say something?” So, I said, “Absolutely, I would.” So, I said, “You know, I
don’t know how good the informal communication system is in Alcoa, but I hope you all have
already heard that I believe we should achieve an incident-free workplace at Alcoa. And, I want you
to know I’m really serious about this.” So, I turned to the supervisory crowd, and I said to them,
“you know, here’s what I mean by this, as soon as we identify anything in our work environment
that could lead to an Alcoa employee being hurt at work, I want to fix it. Right now. I don’t want to
budget it. From now on, we are not going to budget safety. We are going to follow our recognition
of things that are going to harm people and we are going to fix it.” And then I turned to the hourly
folks, and I said “you heard what I just said to them, and you need to be the guardians of this
quest and so here’s my home phone number if they don’t do what I just said to you call me.” You
know, no CEO had ever given his home phone number to the hourly workforce, because in those
days there was an unbelievable tension between the people in the organized union ranks. Our
employees were represented by the steel workers, the auto workers and the aluminum workers.
There were never more ferocious union groups than those three and the alienation between the
supervisory group and the hourly group was palpable. They had had a strike back in the ‘30s in this
Tennessee plant and as I walked through the plant and talked to people, the hourly people count
recount like it was yesterday that the Pinkertons came in and shot two or three of our mates. Right,
it was still there. So, that was the environment where I went in and said hey we’re not going to
have anyone ever be hurt at work again. So, I started going around the whole Alcoa network and
saying that message to people and then trying to cause by example people to have a sense of
responsibility through the organizations.
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from now on,
we aren’t going to budget safety

[16:22] So, I’ll tell you a story. Oftentimes, the things that move organizations are unfortunately not
happy stories. But after I’d been there about three months, I guess, there was an incident at an
extrusion plant outside of Phoenix, Arizona. And the circumstances, this is the night shift, there’s an
18-year old kid who’d worked for the company for about three weeks and he jumped over a
protective barrier that was almost as high as this [gestures to top of podium to indicate height]. It
wasn’t solid, but it was a high barrier between his observation space and the machine that was
producing extrusions and this particular machine had a boom on it that [gestures overhead in a
circle] so with every cycle the boom would cycle, cycle, cycle and the machine was subject to
jamming. The aluminum material would get jammed in the machine and would be hung up and this
kid jumped over the barrier and pulled the scrap material out of the action part of the machine
and it released the boom and it came around and hit him in the head, killed him [snaps fingers]
instantly. He had a wife who was 6 months pregnant. Two supervisors who had been there 15 or 20
years watched him do it. Actually, they must have taught him how to do it because I don’t think he
made it up on his own that you jump over the barrier and pull the material out of the machine.

[18:01] And so, I got the whole executive crowd together all the way down to the plant supervisor
level and we reviewed the diagrams and the machine process and all of that and when we were
done with that technical part, I stood up and said to the assembled crowd, “WE KILLED HIM.
YEAH, THE SUPERVISORS WERE THERE BUT WE KILLED HIM. I KILLED HIM.” Because I didn’t do a
good job of communicating the dedication of the principle that people will never be hurt at work
and obviously our recruiting process didn’t do a very good job or our measurement process didn’t
do a very good job of assuring that people who are in this chain believe that safety was the single
most important thing…Actually, not a priority, you know, this is my counsel to you, safety should
never be a priority, it should be a pre-condition. Like, before you can get up and walk around you
have to breathe. Safety should be like breathing. It should be a pre-condition for organizational
behavior.
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Safety should never be a priority,
it should be a pre-condition.

[19:27] I tell you, the people in the organization were stunned by the idea that they should accept
personal responsibility for this death. You know, they all regret it. I tell you, there was never a more
caring organization, in my experience in a traditional sense, than Alcoa. Every person that was
injured or killed they mourned, believe me. They really mourned them, they regretted it and all of
that but they didn’t understand, they were responsible for it. It wasn’t someone else’s
responsibility, it was the vagaries of individual human behavior, it is a learned condition that you
can produce zero injuries in a workforce.

[20:11] It’s an awful example. I can tell you a few more like that. Last night at dinner I was telling

about a young person who fell off a 600-foot high smoke stack in Hungary and [claps loudly once]

you can imagine what that was like. You know, because we had bought the Hungarian aluminum

industry, we at Alcoa bought the Hungarian aluminum industry and they had lived under

communist domination for a long time. There was no respect for human beings. And even though

we went at the time we bought the place and gave this speech to an audience like this that would

have filled this place up. I’m sure they thought, you know, we don’t know what the hell he’s talking

about. You know. What is this safety stuff? Until this incident occurred, and the plant manager, god

bless him, shut the place down for a week. You know, that caused them to begin to believe that

they’re really serious this Alcoa company about an injury free workplace because the masters

who’ve been here for the last forty years never would’ve closed the damn plant down for a week.

What did they do during the week? They put the Engineers to work identifying every element of

risk in that working environment then they systematically set out to get rid of all the risk.
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[21:33] And again, you know, it’s interesting…I’ve been taken by what Charlotte was saying about
the blind spots we have for safety. We didn’t know at Alcoa that “fall risk” included falling
underground. You know, until you have an incident where someone is cleaning out an oil sump
underneath a machine and there’s an 18-foot pit down there underground, you don’t recognize…
you think about people falling off a cat walk, and operating machines, or you know, off of the cranes
in big factories… you don’t think about people falling underground, killing themselves. You know,
it’s another war story I wish I didn’t have to tell you, but…

[22:22] You know, we had thankfully had sufficiently few of these things but every one of them was
a learning incident, for the whole enterprise. And you know, my sense is that you all have done
what we did in Alcoa in 1991 after we’ve been down this trail for a while. I said, “we need to have a
system that is worldwide, that we learn from every day”, and so, we were lucky, we had a couple of
young, computer geniuses who had recently graduated from Carnegie Mellon. I called them and I
said, “look, I want you to create a software that’s serviceable worldwide, that will do the following:
will allow us, every day, within 24 hours of any incident, including first aid cases, to put on the
world wide web.” (I was glad Charlotte mentioned names today) “We are going to identify by name
and location, people who were injured, because I want this to be human, I don’t want this to be
about statistics. And if we keep in front of ourselves, [gives example] Mary Jones was injured
yesterday in the processing line at work. That makes it human. It’s not about ‘we’re keeping
numbers here’. So I want this system to identify people by name, to put down the circumstances
that surrounded the incident, to share the root cause analysis, with an expectation that it’ll be
posted in 24 hours in every one of our locations. 350 of them around the world, will act on that
information, if it is pertinent to their circumstances, the next day. Ok?”

[24:10] So, we speed up and we make every element and every individual in this company part of
the notion of continuous learning, continuous improvement and [emphasis] we don’t have to
experience the same kind of incident with the same kind of circumstances over and over again, one
plant at a time, in order to become great at what we do.
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[24:35] You know, I was saying last night at dinner, I believe if you’re serious about something like
this, you’re really serious about it, and it shows in everything you do, so… When I went to New
York for my first briefing, when the financial analysts came in, and there were 50 or so of these
people that write things about how your equity ought to be valued, things like that. You know, I got
up and started my conversation with them by teaching them about safety. And at that point we
were at 1.86, and so I could only report on what had been and what our benchmark was, but I said
to them, “look, if you want a leading indicator of whether or not this leadership team is delivering
on what we say to you, you should follow carefully what’s happening to safety, because if we
can’t do it for safety, you ought to be damn skeptical about whether we’re going to be able to do
it about other things. Anything else that we do.” And, they thought I was looney, to tell you the
truth. You know, no CEO had ever come to a financial analyst conference and talked to them about
safety before you talk to them about cash flow, inventory levels and world metal prices and all that
stuff. But after a while they got the rhythm of it and they began to believe because our numbers
started showing we were making improvement.

[26:02] I was, I’ve been gone now, for nine years, and I was saying last night, you can go on the
world wide web and you can look at the Alcoa numbers including, they will tell you everything
about the last several years, including fatalities that they’ve experienced. Yesterday morning the
lost workday rate at Alcoa, around the world, was .126, which is pretty good but I wish it were zero.
The lowest level we got to when I was there, actually the lowest level, I think they have an annual
rate basis was .07, which is really quite good. Now, I have to tell you, I haven’t been there for nine
years, but I think I made an impact that I hope will survive for a while that even when they’ve
forgotten my name that the people in Alcoa will be part of this unified community that believes
that people should never be hurt at work. That will be for me a great, a great thing to know that
that still happens.

they thought I was looney, 
to tell you the truth
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[27:18] You know, I’m on a bunch of boards, I know Charlotte mentioned, I’m on the Celanese
Chemical Company board. We have 6,000 employees and they are scattered around the world
including in China and Europe and the U.S. And I was at a board meeting 10 days ago and at that
time they had celebrated the previous two weeks, 365 days without a lost workday case in the
Celanese Corporation. Which is great. And you know, I leaned on them a little bit about, you ought
to think about a little recognition. You know, so, maybe you get a little enamel button and put
something on it so that everyone of the 6,000 people who work for Celanese around the world
wears that button to work every day to commemorate the fact that they and their mates have
produced this wonderful outcome of no one in this whole worldwide corporation being hurt at
work. You know, and the reason I pushed them a little bit, you know, they almost don’t want to say
it out loud because they don’t want to create a jinx, oh my god, I could be the one that breaks the
chain of excellence in what we’re doing. You know, so we’re all torn a little bit by wanting to be part
of that excellence but not wanting to tempt fate in what we’ve been able to achieve. And I think
that’s a really, a very human thing that you see in organizations. But I really do believe that
organizations that have a potential for greatness have this characteristic where people don’t get
hurt as a pre-condition to everything else that you do.

I think I made an impact that I hope will 
survive for a while …even when they’ve 

forgotten my name

I really do believe

that organizations that have a 

potential for greatness have this 

characteristic where people don’t get hurt 

as a pre-condition to everything else that you do.
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[29:05] Now I want to teach you another concept. This is a concept I call the concept of a
theoretical limit. And what it means is, as you think about it, as you organize your life, you always
try to think about if we accomplish everything’s that’s possible, which means, only, the only things
we can’t accomplish are those that God won’t let us do. You know, for Engineers it means a
physical principle so it won’t allow you to go beyond certain places, but that’s how to organize, how
to think about things, so coming back to safety… what’s the theoretical limit of an incident-free
workplace, is zero.

[29:51] Now, I was talking with Steve a little bit before we started. You know, I think it’s a
particularly a very American thing not to want to set goals that you’re pretty sure you can’t
achieve. You know, so one of the things I found really hard when I first went to Alcoa, people
wanted to say, you know well we are at 1.86 and okay we agree with your goal of trying to get to
zero, but you know, we’re not going to get there next year, so next year the goal ought to be 1.25.
That will be great. Or it ought to be .99 which is the number we actually achieved in 12 months.
They said we need to have these intermediate points. I said, ok, [sarcastic tone to make a point] it’s
a really good idea, so when I go to factories, I’m going to give a speech and I’m going to say to
people, you know, we have this goal of zero but our intermediate goal this year is .99 and I’d like to
see the volunteers who are going to get hurt this year to make sure we meet our goal. You know
there weren’t any volunteers. Nobody wanted to be part of making it an integer. Right? Hey, that
was pretty good so I say, “Why the hell would you have a goal to do something you believe is
fundamentally wrong, we need to be zero!” Our goal needs to be zero. So, I was challenging
Charlotte last night because I saw some of the corporate things that showed some intermediate
numbers. I want you all to be zero based all the time and don’t be happy if you improve 20% next
year. It’s okay to be proud of making that kind of continuous improvement but don’t ever give up
on the idea of zero.

don’t ever give up on the idea of zero



16

[31:27] Now, I believe, I really do believe this translates into everything. And one of the important
parts about this journey of accomplishing zero incidents, I believe it can only be attained, if all the
people in the organization understand the ideas of continuous improvement. I skipped over it
really quick, but observation, identification of things gone wrong or could go wrong, root cause
analysis, modification, in effect, the application of the scientific method to everything that you do,
relentlessly, every day, in everything that you do. And I literally mean, everything.

Why the hell would you have a 
goal to do something you 

believe is fundamentally wrong, 
we need to be zero! 

Our goal needs to be zero.

[32:21] You know, I give you an illustration that’s maybe a little far field for you but it bears on the
subject Charlotte and I spend half my time working on: Health and Medical Care issues. So, let me
start in the Administrative area so you go into the medical records department at the Allegheny
General Hospital which is the big hospital in the hill behind my office in Pittsburgh.
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And you go in the medical records department and they have all these highly trained people who
are skillful at looking at medical records and they understand enough about the lingo that they’re
charged with verifying before individual records go to central storage that everything that’s
supposed to be there, is there. All the paperwork, all the signatures for doctors, from nurses and all
the rest of that. And you say to them, ‘oh that’s a really interesting thing that you do and you’ve got
these circular files back here. There seems to be quite a few, how many are there? And they said,
oh we have normal inventory of about 600 medical records. You know, they come in, they go out,
we send them to central records. Well, that’s really interesting, so you have 20 or 30% that come
down here that are incomplete, the doctors haven’t signed them properly or all the documentation
isn’t there, med orders, dietary orders. Yep, that’s right. Well, why is that? Well, people forget, or
they fail, or they’re busy, or they get called away and they send the records down when the patient
gets discharged and so it’s our job to discover these gaps in what’s supposed to be, under the state
law, and then, well, we call the doc. And we say, you know, we have this file and it’s an incomplete
file, would you please come down and complete the file so we can send it to central records, and
they say, ‘yep, of course, sure’. And then what happens? Well, maybe 50% of the doctors come
down in the next two weeks and they fix the forms and we send them to central records. Well, what
about the rest? Well, we call the doc again, and we say, we called you a couple weeks ago, and you
said you would come, you didn’t come, you need to come, we need to send this record off while it’s
still fresh in your mind. And then what happens? Well, maybe another 50% of the residual come
down in a couple weeks, and they sign the records and we send them to central storage. And then
what happens? Well, then we write a letter and we say, we called you on the first of April, we called
you on the 15th of April, now it’s the 30th of April, this is to give you formal notification you need
to come sign these files. And then what happens? Well, 50% of the residual come and they do the
papers. And then what happens? After a couple of weeks, we send them another letter, and it says,
there’s going to be a privileges committee meeting in 10 days. That means the people who decide
who can and who can’t practice in the hospital and if you don’t come and sign the records, we’re
going to put your name in front of the privileges committee and you’re not going to be able to
practice medicine here anymore. And then what happens? Almost all of them come and sign.
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[35:46] Now, why do I tell you all this? How much does it cost to do that in one American hospital?
That’s not unusual, believe me, this is a typical American hospital. 5 million dollars a year. These
enormously well trained people spend doing repair work. There’s no value added. There’s zero
value added. Right? We’re surrounded by this kind of stuff. It’s in everything. Health and Medical
Care I would argue is the lowest productivity part of our whole economy because it is rife with
things like this. One in every 12 people that goes into a hospital in the United States gets an
infection they didn’t bring with them. That they should never get. Some of you probably know
someone who’ve gotten a so called staph infection or a mrsa infection. It costs a helluva lot of
money, it endangers your health, it kills people. It’s absolutely unnecessary in the same sense that
it’s unnecessary for people to ever be hurt at work. You know, it’s a matter of dedication to the right
goal morally and ethically, about everything that we do.

It’s unnecessary for people to ever be 
hurt at work…it’s a matter of 

dedication to the right goal morally and 
ethically, about everything that we do.
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business, to the manufacturing or goods producing environment, talking to you a little bit about
why these ideas need to be across organizations. You know, I wanted our financial organization to
be part of this and so I observed that we at Alcoa were really quite good at closing our worldwide
books and we reported our results to the financial community like on the 11th or 12th day of the
beginning of every quarter. And so, I called in the controller and I said to him, “Ernie, I would like to
know, if we closed our books as fast as it’s theoretically possible, which means when you live in a
worldwide economy company, you have to deal with it 24 hours around the world and the lags that
are associated with that but if we did our work perfectly and there was no waiting time for the
aggregation of information flow up to the conclusion of the whole company, how long would it
take?” So he came back in about 3 weeks and he said, “We’ve done the analysis you’ve asked for
and we think the minimum touch time, if you will, is between 2 and 3 days.” And so I said, “that’s
great, that’s our goal”. And he said, “No, no, that’s not what I meant! No, we can’t do that, that’s
just the answer to your theoretical question.” And I said, “Ernie, we’re going to do this. And in a
year’s time, with taking away constraints, this is an important thing, what’ll leaders do, they need
to take away all the excuses why not, all the constraints that people have built into their minds,
so I said to him, look Ernie, all the restraints are off, we need to figure out what day do we actually
need for consolidation, because when I look at all this stuff I believe we’re dragging stuff around the
world that has evolved over a period of a hundred years. Some of this stuff doesn’t need to be
dragged around the world. And every piece of information we drag has the potential to be a
contributor to rework or air or transposition or whatever so, we need to do a careful analysis of
what do we really need to do this job and then we need to get the people who’ve written these
computer programs to make them friendly to human beings. Because at the time these things were
done by computer geeks and it’s almost like human beings were an aggravation, maybe a necessary
aggravation, but the hell with them, we know what we’re doing in the computer lab thank you and
we don’t care about financial stuff and we just accommodate you in rolling up the numbers.
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[40:00] So, by taking off all the restraints, in 12 months Alcoa got to a position that it’s still in today.
It is the first corporation that produces and delivers and reports its financial results to the New York
financial market every quarter. You know, and here’s the important part of this, the people got joy
out of doing this and they still get joy out of the fact that they are out there on the edge of
performance and importantly, every one of them had effectively 25 or 30% increase in the time
they had available to point their analytic talents in understanding and contributing to ‘how can
we make our processes better’ instead of being part of an organization that did repair work. So, I
said, you know, can you imagine working where 30% of your working month is spent doing repair
work? So you go home and your spouse says to you, ‘how was work today?’ I had a great time, I did
repair work for the last 10 days. You know, so the financial organization stopped doing repair work.
All of their mental acuity is driven toward adding value in what they do, not doing repair work.

[41:23] Now I’m going to branch over and do a piece that’s treasury. Department of Treasury in
Washington. When I went to the treasury, I said to the people, how long does it take to close the
books here? And they said 4 to 6 weeks. And I said, you know, I don’t know why you even bother.
(laughter) You know? Six weeks after the event, who cares?! That’s not actionable information, it’s
history! So, we need to close the books in three days and then I got a new set of excuses. Well, you
don’t understand government laws and regulations Mr. Secretary. We’ll have to teach you about
that. Because the rules and regulations won’t permit us to close the books in three days. So, I said,
you know, you show me the regulation, the law, and I’ll get it changed. I don’t know how I will, but
I’ll get it changed. Then I got my controller from Alcoa, had recently retired, to come, pro bono, and
he taught the people in the treasury how to think about closing the books in three days. And if you
go on the treasury website you’ll find a story that they’ve memorialized now about how the
treasury department closes its books in three days. You know, so these ideas travel, even to
bureaucracies like the treasury. And the people, again, were joyful about how outstanding and
unusual they were in demonstrating what’s possible, that we can do this. They didn’t believe it
could be done at the beginning. But they are the proudest owners of that process now that you
could imagine. (I think, Charlotte, we’ll stop there and see if people have questions.)
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[43:25] Question: You must have some viewpoints around government’s role in regulating safety in
the workplace.

Answer: You know, I got, while I was at the treasury, I got in trouble for being outside of what had
historically been considered to have been the portfolio of the Secretary of the Treasury. And so,
after I had been there about a month, I got invited, because of my previous incarnation, to come
and give a speech to a conference in Washington. It was a safety conference; I think it was
organized by OSHA. So I got up and said, you know, by, I said this to the Secretary of Labor, it didn’t,
she didn’t do anything about it, but I did say to her before I did this public event that got reported
in the Washington Post, that I believe, that we in the United States did safety correctly, we would
say to ourselves, memorialized as a law, that after maybe a year or 18 months grace period, that
any institution public, private or non-profit, that didn’t have a lost workday case rate under 1,
would have their permission to operate taken away from them. Not that we have more, you know,
you are experts in these things so you know about the regulatory books for OSHA. So you find
things in the OSHA book like how long step ladders need to be or how short they need to be under
different circumstances and you find admonitions about broken windshields, forklift trucks. You
know, and if you go with a typical OSHA inspection, you know, you kind of go through the numbers,
are the signs on the wall about hearing protection required in the right place, and the right color.
You know, so, you can be a wonderfully compliant organization and still have dismal safety
performance. And so, I’m a great believer, because it is possible, it is demonstrated, it is possible
to, for every kind institution to have a lost workday case rate under 1, that we shouldn’t tolerate
something else! We ought to give people time to get there. We ought to give them coaching,
counseling, instruction and all the rest of that, but at the end of the day, we should not let
institutions operate, that violate a certain code of ethics and morality about how we care about
human beings in our society. So, but you should know this about me, I’m… I believe there are
certain things that need to be regulated, but I’m in favor of regulations that are, in effect, are easy
to recognize, performance or non-performance, easy to observe whether people are doing the right
thing.
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So, you know, for months I have been saying, about this economic crisis that had an important,
unfortunate beginning in the housing business, that we ought to pass a law that makes it illegal for
people to give or take mortgages in the United States without a 20% equity down payment
component. Full stop, you know, I don’t need a legion of people to go inspect what the mortgage
lenders are doing or what individuals are doing, what banks are doing. I just want a simple standard
that will protect our system from the mischievous collapse that we’re in the midst of now by having
a clear and easy to follow rule. And the same for safety, you know. And I suspect you would all know
this, it is not possible to write enough standards and regulations to govern every aspect of human
behavior that will permit you to achieve your goal. And let me say this to you, even if you could do
it, no one could read it all! Right? It’s impossible. If you write, I tell you, if you go into an
organization, if you find that they’ve got manuals across the shelf that long (gestures with hands
wide apart) that tell you what to do, nobody reads the manuals folks. You know what it’s for? The
lawyers like it. Right? The lawyers like it because if there’s a problem you can go and look and say,
we told you so. And people can say, yeah I remember when I was 13 I read that book, but you know,
I haven’t read it for the last 40 years, so. All that stuff I believe is garbage. The things we care about
need to be habitual. You know what I said about breathing. You know, so that, in really great places,
when a group of people are going down the stairway, and there’s a handrail, and you’re going with
the CEO, if the CEO doesn’t hold the handrail, you pull on his sleeve, or her sleeve, and say, hold the
handrail. Right? That’s what we do here. We all do it. It doesn’t matter what your rank is, it’s
habitual. And sometimes people will forget. You know, it is true, that human beings will forget
things they know they know they should need to do and that’s where the compatriot part of this
comes into important relief that we need to be our brother and sister’s keeper. This is not about,
you know, one off Wonder Woman or Jack Armstrong, this is about individual sense of
responsibility but when people forget, which they will sometimes, you help them remember. And
they don’t take it as a criticism. They thank you for saying to them, buckle up your seat belt. Right?
Or hold onto the handrail. Or in an office environment, with that sliding drawer down there that
you left out while you got called away on the phone or something, somebody could come around
the corner and be blindsided and trip over it, you know? I mean, it’s all those kind of things that
make up a zero incidents rate, is individuals being personally accountable but all people who
work with them begin constantly remindful in a positive way.



23

[50:32] Yes. Believe me, I wore my hearing protection, but when you get old it doesn’t matter.
(laughter)

Question: Okay, how long did take you from your start in the CEO position until the employees on
the floor were habitual or had the behavior or zero loss.

Answer: You know, we could begin to see progress, and you know this has been documented, we
began to see progress right away. And I was saying last night, when there’s a new CEO there’s kind
of a Hawthorne effect. You all know about Hawthorne effect; you know where you get a result even
though it’s not related in any continuous way to what you say, but you know, everybody gets the
benefit of the doubt you get the Hawthorne effect. And you know, no matter what people really
think, they say, oh yea, that’s absolutely right, you know, we really believe in that, we’re going to do
that, but they don’t really believe it and they don’t understand it. So there is a curve, a learning
curve. I believe this and it’s about all kinds of systems: health and medical care, primary and
secondary education, about everything that I know about, once you get started on a decline curve
of continuous improvement, you can see something between 30 and 45% year over year for
improvement, even though it’s a jagged line. You know, at some point you get discouraged. I believe
in looking at end points that are 12 months apart. I want to look at the data every day but you
should expect to see measurably, measurable, statistically significant progress on a 12-month to 12-
month basis as you go through time. This was our experience at Alcoa. We had some periods where
I would say we plateaued, you know, and it felt like we were not making progress and then we
would have what looked like a catch up function. You know, for those of you who are statistically
inclined, it was fascinating to look at this data and to see how the upper and lower statistical
bounds adjusted down or were closed over time. You know, so that we were actually reducing
variability.

The things we care about 
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[52:49] But I’ll tell you tell-tales, I’ll tell you another war story. I’ve got to say, some of these things
are really gratifying when you didn’t plan them and they just kind of happen. We had a huge plant
in Davenport, Iowa that’s still there, that manufactures most of the wing planks for aircraft,
especially for Boeing, and when they were around McDonnell and Northrop and all the rest of that.
I think it was about 1995 so I’d been there 8 years. There was a Wall Street Journal reporter who
wanted to write a story about the manufacturing of wing planks for aircraft around the world. So,
he flew to the tri-cities, he rented a car, he drove to the Davenport plant which is on (huge plant,
3,000 people) the Mississippi River and when he got there it was pouring down rain. And so he
turned off the car. He didn’t have an umbrella so he threw the door open and he jumped out of the
car and he started running and a voice yelled out to him, “Stop!” And he was so startled, he
stopped and this burly guy came over with an umbrella and he said, “I don’t know who you are but
we really care about safety here. It’s wet, the pavement’s slick, you’re likely to fall and hurt
yourself. We don’t let that happen here at Davenport, so let me take you into the building.” You
know, it was an hourly worker who had the understanding so ingrained in him. He didn’t care who
this person was. He was not going to let that person slip and fall. You know, and I have to tell you,
the Wall Street Journal reporter called me and said, “I think your safety thing is working.” You
know, that was a really gratifying day. You know, when the reach of ideas has an impact like that,
that’s a real satisfying thing.

“I think your safety thing is working”
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[54:54] Now, you know, this is again something that I’ve learned over time, that we incorporated in
Alcoa, a notion that we had the responsibility for every human being that ever entered our
property. Not just the people that worked for us, which meant contractors, delivery people. This is
a really important thing because we found the contractor injury rates, when we began to measure
them and care about them, were off the wall. Because they had a lot of casual employees. They
didn’t really respect important safety ideas about how you back a truck into a loading dock. You
must all have, I don’t know whether you own your own trucking fleet or not, but you know, you
need to include in your understanding of the responsibility for human beings everyone you come in
contact with, everyone you touch, and you need to insist and you need to insist (as I was told last
night you do) that people live by your standards. They may not live by your standards when they
are off your property but you cannot let there be examples that people see that refute the
requirements that agree to. This is a really important thing. Once you have figured out how to
avoid or prevent injury, you can’t let adherence to those ideas be discretionary. It’s not that you
need a bunch of police, you need the individuals in the organization to line up and say, when we
have a better idea, we will all practice it and we will practice it all the time without failure. This is,
I’ll tell you, this is one of the great dilemmas in working with health and medical care. I told you
about people getting infections. You know why people get infections in hospitals? Lots of different
reasons but principle one is the lack of adherence to hand hygiene policy that we’ve known about
as human beings since Semmelweis in Hungary in 1866 [sic] discovered that doctors were killing
women because they weren’t doing hand hygiene between delivering babies. You know, I mean it’s
just staggering to know that we’ve known that all that time and subsequent times our brilliant
scientists and engineers have figured out the biology of all this, so it’s not just a statistical
speculation, it’s a proven scientific fact, and yet.

[57:38] I’ll tell you of a particular place, you’ve probably of all heard of Mass General, it’s a fairly
famous hospital. You know, I was there a few years ago, they asked me to come. And I asked them
to share with me their hand hygiene adherence policy and it was 28%. At Mass General. And you
know, now my friend Denis Cortese down at Mayo is better than that, but even Denis would say
that if you think about where Mayo is against my notion of a theoretical limit, they are probably at
the 50% level. They’re good, please don’t get me wrong, but the enormity of the opportunity in
health and medical care is just staggering and it’s partly because there isn’t a buy-in to principle.
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[58:25] I’ll tell you one more health care related war story. We’ve been working with Beth Israel
Deaconess, which is a Harvard teaching hospital in Boston. And in the last few months, I finally got
the CEO to put on his blog, his personal dedication to the idea of an incident free workplace for
the people that work there, maybe six months ago. So, in the last couple of months they had 61
incidents where people were exposed to splashes of blood and body fluids. This is really dangerous
today. And they had recognized this as a problem, it exists all over modern medical care: people
getting splashed with blood and body fluids. And there’s a protocol for protective equipment. With
these particular 61 cases of exposure, the people who had been trained and knew about the
protective equipment didn’t use it. That’s why I say, it’s really a dilemma in health and medical care
to get them to the point that you all are at in having an institutional and individual agreement
about ‘once we know we’re an agent of knowledge and scientific understanding and we don’t have
to be reminded every day and we don’t flagrantly violate what we scientifically know. You know, it’s
really a problem.

[1:00:00] So, it is really important, to come back to you, that once you know and have a
demonstrated root cause analysis of how to do things right, you really need to be insistent with
your people, after you’ve done the training, there isn’t any room for making a different decision.
I’ve often said health and medical care is the only discipline that I know about in society where
scientifically based principles are taken as advisory.

[1:00:45] Question: I know you mentioned that when safety became more of a pre-condition rather
than a goal at Alcoa, it really changed things but I’m curious, once you did that were you able to
take safety goals off of like what we would call a plant scorecard, you know, so much percent of the
bonus for a plant is tied to safety reduction, or how did that change when you did that?

Answer: This is a subject that’s open to debate, but I’ll tell you my own view which I practiced when
I was at Alcoa. I don’t think you should pay people for adherence to values. You should expect them
to adhere to values.
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[1:01:30] Here’s a broader principle, and this is a really important principle. You know, I think a lot
of our society operates as though all people are what’s called in literature “economic man” which
means, with the right set of incentives and disincentives you can cause human behavior to be what
you want it to be. I don’t think that’s right. You know, you may choose to give people more money
for them being part of a class or something but I think that’s really a mistake because it
diminishes the idea of we’re all the same and we’re all in this together. And I don’t really want to
pay people for safety performance. I want to provide a leadership umbrella that people could get
under and feel good about and not feel that that had anything to do with compensation. But as I
said, for me that’s part of a bigger story. You know, I think compensation systems generally leave a
lot to be desired.
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[1:02:34] So, the principles I try…Here are some of the principles I tried to follow when I was at
Alcoa. I believe, in order for corporations to be successful (let’s do corporate, you can do smaller,
but let’s do corporate) in order for corporations to be successful they need to pay people
competitive compensation. And we can do that, we can figure out, you know, for skill sets of a
certain kind what’s the current market in the relevant area where we’re hiring people. We’ll figure
out how to do that. And I believe that a really good corporation, beginning at the bottom level of
compensation, that people ought to be able to count on 100% of that competitive compensation
all the time. But very close to that lowest level, I think people should participate in positive
variable compensation related to the financial success of the broader institution. And the variable
compensation by me should start at the bottom of the organization, so that if things are not going
great for some outside, for some reason related to outside economic conditions, you know the last
who got to get paid variable compensation are the highly paid people. Right? Now, my belief, which
I also practiced when I was at Alcoa, is that the CEO should be paid a little bit below the median
level for comparable organizations in direct cash. And that, the only way you do better than slightly
below the median was for the organization to not only earn the cost of capital but to have a spread
between the individual corporation’s financial success and the relevant competitors. So, you did get
paid, you shouldn’t get paid for the market lifting all boats, you ought to get paid for the differential
you create because of your leadership component. That’s how I think compensation ought to work
ideally. Now, there are individuals that do really outstanding things and by me, it’s okay to recognize
that financially. But I think these are the principles that I’d apply.

[1:05:20] You know, I think, just from observation, of something I discovered when I was
responsible for strategic analysis and planning in international paper by looking across the
landscape of economic activity around the world. No matter how difficult the economic conditions
are, there are always one or two companies in the world, in any particular industry, that do better
than everybody else, by quite a bit. And they’re not always the same, they change over time. But
there’s always one or two. And I believe really great companies should aspire to be part of that one
or two, that in good times and bad. Because of the energy that their people bring to the subject
produce value, produce economic value, that other people can’t understand. How do they do that?
You know, so it’s interesting.
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[1:06:17] It reminds me, we bought Reynolds Metals Company the last year I was at Alcoa, which
was a big company in its own right. And when we began integrating them into Alcoa, the former
CEO said to me, “You know, I’ve read all the stuff you’ve said about safety all the time, and about
your performance level. I didn’t think it could possibly be true.” You know, because they were 10
times worse than we were, and so their rational was they’re lying about the numbers. It was
interesting, they just could not believe it. You’re doing something, you’re not telling the truth. You
know, it’s really something you have to guard against, and I don’t have time for this war story, but
when people violate the trust that you place in them as employees of a great institution, you need
to be really prompt and direct in dealing with that violation of trust because it is the hinge for all
the rest of this. You know, if you don’t have mutual trust and confidence in each other, it’s really
hard to make any of the rest of this happen.
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