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(And Why Some Companies Never Give In)
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(Book Report by Gary Tomlinson)

Preface:
Decline Can Be Avoided. Decline Can Be Detected. Dael Can Be Reversed.

Amidst the desolate landscape of fallen great compakiesCollins began to wonder: How do
the mighty fall? Can decline be detected early anddad® How far can a company fall before
the path toward doom becomes inevitable and unshaked&ole/Zcan companies reverse
course?

In How the Mighty Fall, Collins confronts these questions, offering leadersviéiiefounded

hope that they can learn how to stave off decline iatiigy find themselves falling, reverse
their course. Collins’ research project — more tham j@ars in duration — uncovered five step-
wise stages of decline:

Stage 1: Hubris Born of Success

Stage 2: Undisciplined Pursuit of More
Stage 3: Denial of Risk and Peril

Stage 4: Grasping for Salvation

Stage 5: Capitulation to Irrelevance or Death

By understanding these stages of decline, leaders camustidt reduce their chances of falling
all the way to the bottom.

Great Companies Can Stumble, Badly, and Recover.

Every institution, no matter how great, is vulnerabldeoline. There is no law of nature that
the most powerful will inevitably remain at the topnyone can fall and most eventually do.
But, as Collins’ research emphasizes, some companigsieed recover — in some cases,
coming back even stronger — even after having crashed intiepiiles of Stage 4.

Decline, it turns out, is largely self-inflicted, arftetpath to recovery lies largely within our own
hands. We are not imprisoned by our circumstance, aiorji®r even our staggering defeats
along the way. As long as we never get entirely knockegaf the game, hope always remains.
The mighty can fall, but they can often rise again.
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Introduction:

When you are at the top of the world, the most powedtion on Earth, the most successful
company in your industry, the best player in your gamar yery power and success might
cover up the fact that you're already on the path tarkeclSo how would you know? The

guestion -How would you know? captured my imagination and became part of the inspiratio
for this book. How do the mighty fall? If some bétgreatest companies in history can collapse
from iconic to irrelevant, what might we learn by studytheir demise, and how can others
avoid their fate?

Might it be possible to detect decline early and reversesegor even better, might we be able
to practice preventive medicine? | began to think of deelghanalogous to a disease, perhaps
like cancer, that can grow on the inside while you stk strong and healthy on the outside.
It's not a perfect analogy because organizational dealimée cancer, is largely self-inflicted.
Still, the disease analogy might be helpful. Allowe to share a personal story to illustrate.

On a cloudless August day in 2002, my wife, Joanne, ancbuséd run the long uphill haul to
Electric Pass, outside Aspen, Colorado, which stads altitude of about 9,800 feet and ends
above 13,000 feet. At about 11,000 feet, | capitulated tthihair and slowed to a walk, while
Joanne continued her uphill assault. As | emerged froarlitve, where thin air limits vegetation
to scruffy shrubs and hardy mountain flowers, | spdterdfar ahead in a bright-red sweatshirt,
running from switchback to switchback toward the summit ridbwo months later, she
received a diagnosis that would lead to two mastectonhiessalized, in retrospect, that at the
very moment she looked like the picture of health pounter way up Electric Pass, she must
have already been carrying the carcinoma. That imbdeamne, looking healthy yet already
sick, stuck in my mind and gave me a metaphor.

I've come to see institutional decline like a stagedatiseharder to detect but easier to cure in
the early stages, easier to detect but harder to cthe iater stages. An institution can look
strong on the outside but already be sick on the insiaggedausly on the cusp of a precipitous
fall.

Five Stages of Decline:

Having studied both sides of the coin, how companies begoga¢ and how companies fall,
I've concluded that there are more ways to fall thalpelwome great. Assembling a data-driven
framework of decline proved harder than constructing a datardiramework of ascent. Even
S0, a staged framework of how the mighty fall did emdmge our data.

The model consists of five stages that proceed in sequéndthe end of each of the first four
stages, I'll summarize the stage with a series okerar Not every marker shows up in every
case of decline, and the presence of a marker doescessagily mean that you have a disease,
but it does indicate an increased possibility that yow'that stage of decline. You can use
these markers as a self-diagnostic checklist.
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Stage 1: Hubris Born of Success.

Great enterprises can become insulated by success; datedmmomentum can carry an
enterprise forward, for a while, even if its leader&enpoor decisions or lose discipline. Stage 1
kicks in when people become arrogant, regarding succésalljiras an entitlement, and they
lose sight of the true underlying factors that created ssdnehe first place. When the rhetoric
of success (“We're successful because we do thesdispiirigs”) replaces penetrating
understanding and insight (“Where successful becausmdeestand why we do these specific
things and under what conditions they would no longer wodé€gline will very likely follow.

Luck and chance play a role in many successful outcameshose who fail to acknowledge

the role luck may have played in their success — andayhengerestimate their own merit and
capabilities — have succumbed to hubris.

Markers for Stage 1:

» Success Entitlement, ArroganceSuccess is viewed as “deserved,” rather than
fortuitous, fleeting or even hard earned in the facdaohting odds; people begin to
believe that success will continue almost no mattetwhe organization decides to
do, or not do.

* Neglect of a Primary Flywheel:Distracted by extraneous threats, adventures, and
opportunities, leaders neglect a primary flywheeljrfgito renew it with the same
creative intensity that made it great in the firstpla

* “What” Replaces “Why”: The rhetoric of success (We're successful becaus#owe
these specific things’) replaces understanding and ingiglg’re successful because
we understand why we do these specific things and under whditions they would
no longer work”).

» Decline in Learning Orientation: Leaders lose the inquisitiveness and learning
orientation that mark those truly great individuals wim matter how successful they
become, maintain a learning curve as steep as whefirgtdyegan their careers.

» Discounting the Role of Luck:Instead of acknowledging that luck and fortuitous
events might have played a helpful role, people begpresume that success is due
entirely to the superior qualities of the enterpriseimtadership.

Stage 2: Undisciplined Pursuit of More.

Hubris from Stage 1 (“We're so great, we can do anything8ils right into Stage 2, the
Undisciplined Pursuit of More — more scale, more growtbre acclaim, more of whatever those
in power see as “success.” Companies in Stage 2 shraytlie disciplined creativity that led
them to greatness in the first place, making undis@glieaps into areas where they cannot be
great or growing faster than they can achieve witlekace, or both. When an organization
grows beyond its ability to fill its key seats with thght people, it has set itself up for a fall.
Although complacency and resistance to change remagedato any successful enterprise,
overreaching better captures how the mighty fall.
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Markers for Stage 2:

* Unsustainable Quest for Growth, Confusing Big with Great:Success creates
pressure for more growth, setting up a vicious cycle ofaafiens; this strains
people, the culture, and systems to the breaking poinbjeit@deliver consistent
tactical excellence, the institution frays at the edges.

» Undisciplined Discontinuous LeapsThe enterprise makes dramatic moves that fail
at least one of the following tests:

1. Do they ignite passion and fit with the company’s caleies?
2. Can the organization be the best in the world at theeties or in these arenas?
3. Will these activities help drive the organization’s emmit or resource engine?

» Declining Proportion of Right People in Key SeatsThere is a declining proportion
of right people in key seats, because of losing the pgbple and/or growing beyond
the organization’s ability to get enough people to executbairgtowth with
excellence (e.g., breaking Packard’s Law).

» Easy Cash Erodes Cost DisciplineThe organization responds to increasing costs by
increasing prices and revenues rather than increasomplthe.

» Bureaucracy Subverts Discipline:A system of bureaucratic rules subverts the ethic
of freedom and responsibility that marks a culture ofiplise; people increasingly
think in terms of “jobs” rather than responsibilities.

* Problematic Succession of PoweiThe organization experiences leadership-
transition difficulties, be they in the form of paguccession planning, failure to
groom excellent leaders from within, political turmo#dbluck, or an unwise
selection of successors.

* Personal Interests Placed Above Organizational Interest$eople in power
allocate more for themselves or their constituent®rermoney, more privileges,
more fame, more of the spoils of success — seekingpitatize as much as possible
in the short term, rather than investing primarily unlding for greatness decades into
the future.

Stage 3: Denial of Risk and Peril.

As companies move into Stage 3, internal warning signs begnount, yet external results
remain strong enough to “explain away” disturbing dat® @uggest that the difficulties are
“temporary” or “cyclic” or “not that bad,” and “nothing fundamentally wrong.” In Stage 3,
leaders discount negative data, amplify positive dathpaha positive spin on ambiguous data.
Those in power start to blame external factors fdyasgts rather than accept responsibility. The
vigorous, fact-based dialogue that characterizes high-peaifuze teams dwindles or disappears
altogether. When those in power begin to imperil titerprise by taking outsized risks and
acting in a way that denies the consequences of thése they are headed straight for Stage 4.

Tomlinson & Associates ¢ “Organizational Excellence - A Culture of Discipline” ¢ www.gary-tomlinson.com Page 4



Leadership-Team Dynamics:
On the Way Down versus On the Way UP

Teams on the Way Down

Teams on the Way Up

People shield those in power from grim facts
fearful of penalty and criticism for shining
light on the harsh realities.

,People bring forth unpleasant facts — “Come

here, look, man, this is ugly” — to be discuss
leaders never criticize those who bring forth
harsh realities.

People assert strong opinions without
providing data, evidence, or a solid argumer

People bring data, evidence, logic and solid
targuments to the discussion.

The team leader has a very low questions-tg
statements ratio, avoiding critical input and/q
allowing sloppy reasoning and unsupported
opinions.

-The team leader employs a Socratic style,
rusing a high questions-to-statements ratio,
challenging people, and pushing for
penetrating insight.

Team members acquiesce to a decision yet
not unify to make the decision successful, ot
worse, undermine the decision after the fact

dbeam members unify behind a decision once
made and work to make the decision succee
even if they vigorously disagreed with the
decision.

Team members seek as much credit as pos
for themselves yet do no enjoy the confideng
and admiration of their peers.

stbch team member credits other people for
cesuccess yet enjoys the confidence and
admiration of his or her peers.

Team members argue to look smart or to
improve their own interests rather than argu
find the best answers to support the overall
cause.

Team members argue and debate, not to
eitoprove their personal position, but to find th
best answers to support the overall cause.

19%

D

xd’

e

The team conducts “autopsies with blame”
seeking culprits rather than wisdom.

The team conducts “autopsies without blame
mining wisdom from painful experiences.

v

L

Team members often fail to deliver exceptio
results, and blame other people or outside
factors for setbacks, mistakes, and failures.

n&lach team member delivers exceptional
results, yet in the event of a setback, each
accepts full responsibility and learns from

mistakes.

Markers for Stage 3:

Amplify the Positive, Discount the
explain away negative data rather

NegativeThere is a tendency to discount or
than presume thatlsmignés wrong with the

company; leaders highlight and amplify external praisepublicity.

Big Bets and Bold Goals without Empirical Validation: Leaders set audacious

goals and/or make big bets that aren’t based on accuchetgberience, or worse,

that fly in the face of the facts.
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Incurring Huge Downside Risk Based on Ambiguous Datawhen faced with

ambiguous data and decisions that have a potentially seweatastrophic downside,

leaders take a positive view of the
waterline.”

data and run thefiblowing a hole “below the

amount of dialogue and debate; there is a shift towandraibnsensus or dictatorial

management rather than a proces
commitment to execute decisions.

s of argument and disagitdfeftowed by unified

Externalizing Blame: Rather than accept full responsibility for setbaaid failures,

leaders point to external factors or other people to bffime.

Obsessive ReorganizationdRather

than confront the brutal realities, the gmiss

chronically reorganizes; people are increasingly preoccupthdnternal politics

rather than external conditions.

symbols and perks of executive-cl

Imperious Detachment: Those in power become more imperious and detached;

ass status amplifyctetant; plus new office

buildings may disconnect executives from dalily life.

Stage 4: Graspi

ng for Salvation.

Erosion of Healthy Team Dynamics:There is a marked decline in the quality and

The cumulative peril and/or risks-gone-bad of Stage &tademselves, throwing the enterprise
into a sharp decline visible to all. The critical quasts, How does its leadership respond? By
lurching for a quick salvation or by getting back to the digogsl that brought about greatness in
the first place? Those who grasp for salvation halenfen Stage 4. Common “saviors”

include a charismatic visionary leader, a bold but untestategy, a radical transformation, a
dramatic cultural revolution, a hoped-for-blockbuster pradatyyame changing” acquisition, or
any number of other silver-bullet solutions. Initial desérom taking dramatic action may

appear positive, but they do not last.

Behaviors That Exemplify
and Perpetuate Stage 4

Behaviors That Can Help Reverse
the Downward Spiral of Stage 4

Pin hopes on unproven strategies — disconti
leaps into new technologies, new markets,
businesses — often with much hype and fanf

neermulate strategic changes based on empi
exvidence, and extensive strategic and
agelantitative analysis rather than make bold,
untested leaps.

Seek a big, “game changing” acquisition (oft
based on hoped-for, but as yet unproven,
“synergies”) to transform the company in a
single stroke.

ednderstand that combining two struggling

only consider strategic acquisitions that
amplify proven strengths.

Make panicky, desperate moves in reaction
threats that can imperil the company even
more, draining cash and further eroding
financial strength.

t&et the facts, think, and then act (or not) wit
calm determination; never take actions that
imperil the company long-term.

companies never makes one great company;

rical

=)

will

Embark on a program of radical change, a

Gain clabbpiawhat is core and should be
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revolution, to transform or upend nearly eve
aspect of the company, jeopardizing or
abandoning core strengths.

yneld firm, and what needs to change, buildin
upon proven strengths and eliminating
weaknesses.

Sell people on the promises of a brighter fut
to compensate for poor results.

UFeocus on performance, letting tangible resul
provide the strongest case for a new directio

[S
n.

Destroy momentum with chronic restructurin
and/or a series of inconsistent big decisions

oCreate momentum with a series of good
decisions, supremely well executed, that bui
on one upon another.

Id

Search for a leader-as-savior, with a bias fol
selecting a visionary from the outside who'll

Search for a disciplined executive, with a big
for selecting a proven performer from the

ride in and galvanize the company.

inside.

Marker for Stage 4:

a “game-changing” acquisition or a discontinuous leapantew strategy or an
exciting innovation, in an attempt to quickly catalyze aktierough — and the do it
again and again, lurching about from program to program,tgamal, strategy to
strategy, in a pattern of chronic inconsistency.

searching for a charismatic leader

and/or outside savior.

Panic and Haste:Instead of being calm, deliberate, and disciplined, peogpibie

hasty, reactive behavior, bordering on panic.

“radical’ change characterizes the new era: Newarag! New Cultures! New

Strategies! Leaders engage in ho
“motivate” people engaging in buz

opla, spending a loeaf\etrying to align and
zwords and taglines.

Hype Precedes Resultdnstead of setting expectations low — underscoring the

duration and difficulty of the turnaround — leaders hype thsions, they “sell the

future” to compensate for the lack

of current resultsaimilg a pattern of

overpromising and underdelivering.

Initial Upswing Followed by Disappointments: There is an initial burst of positive

results, but they do not last; dashed hope follows dastyeel the organization

achieves no buildup, no cumulativ

e momentum.

Confusion and Cynicism:People cannot easily articulate what the organization

stands for; core values have eroded to the pointeléwrance; the organization has
become “just another place to work,” a place to get alk; people lose faith in

their ability to triumph and prevail.

Instead of passiely believing in the

organization’s core values and purpose, people become didtrresyarding visions
and values as little more that PR and rhetoric.

Chronic Restructuring and Erosion of Financial Strength: Each failed initiative

drains resources; cash flow and financial liquidity beagidecline; the organization

undergoes multiple restructurings;

options narrow andegfi@tiecisions are

increasingly dictated by circumstance.
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Grasping for a Leader-As-Savior: The board responds to threats and setbacks by

Radical Change and “Revolution” with Fanfare: The language of “revolution” and



Stage 5: Capitulation to Irrelevance or Death.

The longer a company remains in Stage 4, repeatedly grdepisityer bullets, the more likely

it will spiral downward. In Stage 5, accumulated sdtbamnd expensive false starts erode
financial strength and individual spirit to such an extbat leaders abandon all hope of building
a great future. In some cases, their leaders justgelin other cases, the institution atrophies
into utter insignificance; and in the most extreme gade enterprise simply dies outright.

It is possible to skip a stage, although our research sggestcompanies are likely to move
through them in sequence.

Is There a Way Out? First, we do ourselves a disservice by studying onlyessccWe learn
more by examining why a great company fell into medio¢atyworse) and comparing it to a
company that sustained its success than we do by maudiyreg a successful enterprise.
Furthermore, one of the key to sustained performancenli@sderstanding how greatness can be
lost. Better to learn from how others fell thanépeat their mistakes out of ignorance.

Second, | ultimately see this as a work of well-foundgokehd~or one thing, with a roadmap of
decline in hand, institutions heading downhill might be ablepply the breaks early and reverse
course. For another, we've found companies that recoveredome cases, coming back even
stronger — after having crashed down into the depths of 8taGempanies like Nucor,
Nordstrom, Disney, and IBM fell in the gloom at sopwant in their histories yet came back.

All companies go through ups and downs, and many show di@tage 1 or 2, or even Stage 3
or 4, at some point in their histories. Yet Stage dsdwt inevitably lead to Stage 5. Just
because you may have made mistakes and fallen intcetlpessbf decline does not seal your
fate. So long as you never fall all the way to Staggu can rebuild a great enterprise worthy
of lasting.

Never give in. Be willing to change tactics, but nevige gip your core purpose. Be willing to

kill failed business ideas, even to shutter big operations/e been in for a long time, but never
give up on the idea of building a great company. Bengilto evolve into an entirely different
portfolio of activities, even to the point of zero daprwith what you do today, but never give

up on the principles that define your culture. Be willingtabrace the inevitability of creative
destruction, but never give up on the discipline to crgate own future. Be willing to embrace
loss, to endure pain, to temporarily lose freedoms, bugrrgave up faith in the ability to prevail.
Be willing to form alliances with former adversariésaccept necessary compromise, but never-
ever-give up your core values.

Failure is not so much a physical state as a staténof Isuccess is falling down, and getting up
one more time, without end. Whether you prevail dy éadure or die, depends more on what
you do to yourself than on what the world does to you.

Good-To-Great Framework — Concept Summary(The principles in Stages 1-3
derive from the booksood to Great; the principles in Stage 4 derive from the b&okit to Last).
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Stage 1: Disciplined People

Level 5 Leadership:Level 5 leaders are ambitious first and foremostHercause, the
organization, the work — not themselves — and they havietice resolve to do whatever
it takes to make good on that ambition. A Level 5 ledisgrlays a paradoxical blend of
personal humility and professional will.

First Who, Then What: Those who build great organizations make sure they have the
right people on the bus, the wrong people off the bus,lendght people in the key seats
before they figure out where to drive the bus. Thesags think first about “who” and
then about “what.”

Stage 2: Disciplined Thought

Confront the Brutal Facts — The Stockdale ParadoxRetain unwavering faith that you
can and will prevail in the end, regardless of thedliffies, and at the same time have
the discipline to confront the most brutal facts of younrent reality, whatever they
might be.

The Hedgehog ConceptGreatness comes about by a series of good decisiosistent
with a simple, coherent concept — a “hedgehog concdpte’ hedgehog concept is an
operating model that reflects understanding of threestéing circles: what you can be
best in the world at, what you are deeply passionatetahod what best drives your
economic or resource engine.

Stage 3: Disciplined Action

Culture of Discipline: Disciplined people who engage in disciplined thought and who
take disciplined action — operating with freedom withinesamework of responsibilities:
this is the cornerstone of a culture that createstgess. People do not have jobs; they
have responsibilities.

The Flywheel: There is no defining action, no grand program, no oter kilnovation,
no solitary lucky break, no miracle moment. Rath®,process resembles relentlessly
pushing a giant heavy flywheel, turn upon turn, building momeniotiha point of
breakthrough and beyond.

Stage 4: Building Greatness to Last

Clock Building, Not Time Telling: Truly great organizations prosper through multiple
generations of leaders, the exact opposite of beirfgdround a single great leader, great
idea, or specific program. Leaders in great organizatioidd tatalytic mechanisms to
stimulate progress and do not depend upon having a charisnrabo@idy to get things
done; indeed, many have had a “charisma bypass.”

Preserve the Core/Stimulate Progres€Enduring great organizations are characterized
by a fundament duality. On the one hand, they have & seteless core values and
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core reason for being that remain constant over longgseof time. On the other hand,
they have a relentless drive for change and progresseative compulsion that often
manifests in BHAGs (Big Hairy Audacious Goals). Graafanizations keep clear the
difference between their core values (which never gipand operating strategies and
cultural practices (which endlessly adapt to a changimigyvo

Message from Gary Tomlinson:

| hope you enjoyed this book report. When | read a bloatkhas great wisdom | take the time to
write down the author’s essential messages (GarifsNotes). This is how I learn. Then from
time to time | reread my book report to refresh mgnmry.

However, this document should not take the place of gadingHow The Mighty Fall. The
book is filled with numerous examples, stories alugttations that I've not included in this
book report. This is a must read for any businessutixecwho wants to identify and/or avoid
the five stages of decline!

Enjoy the education and feel free to share it withsthe
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