[image: image1.jpg]STUDERGROUP





Lynne Cunningham’s 

Book Review

I just read a great book that I think should be added to your Leadership Library.
	Book
	How the Mighty Fall and why some companies never give in

	Author
	Jim Collins

	Pillar of Excellence
	All – this is a leadership book

	Publisher’s Book Description
	Decline can be avoided. 

Decline can be detected. 

Decline can be reversed. 

Amidst the desolate landscape of fallen great companies, Jim Collins began to wonder: How do the mighty fall? Can decline be detected early and avoided? How far can a company fall before the path toward doom becomes inevitable and unshakable? How can companies reverse course? 

In How the Mighty Fall, Collins confronts these questions, offering leaders the well-founded hope that they can learn how to stave off decline and, if they find themselves falling, reverse their course. Collins' research project--more than four years 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 can substantially 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 vulnerable to decline. There is no law of nature that the most powerful will inevitably remain at the top. Anyone can fall and most eventually do. But, as Collins' research emphasizes, some companies do indeed recover--in some cases, coming back even stronger--even after having crashed into the depths of Stage 4. 

Decline, it turns out, is largely self-inflicted, and the path to recovery lies largely within our own hands. We are not imprisoned by our circumstances, our history, or even our staggering defeats along the way. As long as we never get entirely knocked out of the game, hope always remains. The mighty can fall, but they can often rise again. 

	LC Review
	How the Mighty Fall is Collins’ latest book – just published this spring and taking advantage of all the turbulence in our current economy.  As always, the book is well-researched and thoughtfully written.  The model makes so much sense you wonder how companies can miss the cues and clues.  Buy the book.  Read it now.  Avoid falling into Stage 4 or 5.

	Page
	Lynne suggests that you pay special attention to some of these features in the book. 

	xiv
	By understanding the five stages of decline, leaders can substantially reduce the chances of falling all the way to the bottom, tumbling from iconic to irrelevant.  Decline can be avoided.  The seeds of decline can be detected early.  And as long as you don’t fall all the way to the fifth stage, decline can be reversed.  The mighty can fall, but they can often rise again.

	15
	The critical question is not “What do successes share in common?” or “What do failures share in common?”  The critical question is “What do we learn by studying the contrast between success and failure?”

	18
	It turns out that a company can indeed look like the picture of health on the outside yet already be in decline, dangerously on the cusp of a huge fall.  And that’s what makes the process of decline so terrifying:  it can sneak up on you, and then – seemingly all of a sudden – you’re in big trouble.

	20+
	Stage 1:  Hubris Born of Success.  Great enterprises can become insulated by success; accumulated momentum can carry an enterprise forward, for a while, even if its leaders make poor decisions or lose discipline.
Stage 2:  Undisciplined Pursuit of More.  Companies in Stage 2 stray from the disciplined creativity that led them to greatness in the first place, making undisciplined leaps into areas where they cannot be great or growing faster than they can achieve with excellence, or both.

Stage 3:  Denial of Risk and Peril.  Internal warning signs begin to mount, yet external results remain strong enough to “explain away” disturbing data or to suggest that the difficulties are “temporary” or “cyclic” or “not that bad” and “nothing is fundamentally wrong.”  In Stage 3, leaders discount negative data, amplify positive data, and put a positive spin on ambiguous data.  Those in power start to blame external factors for setbacks rather than accept responsibility.

Stage 4:  Grasping for Salvation.  The cumulative period and/or risks-gone-bad stage.  Those who grasp for salvation have fallen into Stage 4.  Common “saviors” include a charismatic visionary leader, a bold but untested strategy, a radical transformation, a dramatic cultural revolution, a hoped-for blockbuster product, a “game changing” acquisition, or any number of other silver-bullet solutions.  Initial results from taking dramatic action may appear positive, but they do not last.

Stage 5:  Capitulation to Irrelevance or Death.  The longer a company remains in Stage 4, repeatedly grasping for silver bullets, the more likely it will spiral downward.

	25
	Most companies eventually fall, and we cannot deny this fact.  Yet our research indicates that organizational decline is largely self-inflicted, and recovery largely within our own control.

	31+
	Once an organization gets one flywheel going, it might create a second or third flywheel.  But to remain successful in any given area of activity, you have to keep pushing with as much intensity as when you first began building that flywheel.  
Cycle of Arrogant Neglect
1. You build a successful flywheel.

2. You succumb to the notion that new opportunities will sustain your success better than your primary flywheel, either because you face an impending threat or because you find other opportunities more exciting (or perhaps you’re just bored).

3. You divert your creative attention to new adventures and fail to improve your primary flywheel as if your life depended on it.

4. The new ventures fail outright, siphon off your best creative energy, or take longer to succeed than expected.

5. You turn your creative attention back to your primary flywheel only to find it wobbling and losing momentum.

	35
	To disrespect the potential remaining in your primary flywheel or to neglect that flywheel out of boredom while you turn your attention to The Next Big Thing in the arrogant belief that its success will continue almost automatically – is hubris.  Even if you face the impending demise of a core business, that’s still no excuse to let it just run on autopilot.  Exit definitively or renew obsessively, but do not ever neglect a primary flywheel.

	38
	Companies that change constantly but without any consistent rationale will collapse just as surely as those that change not at all.  

	43+
	Markers for Stage 1
· Success entitlement, arrogance

· Neglect of a primary flywheel

· “What” replaces “Why”

· Decline in learning orientation

· Discounting the role of luck

	46+
	We anticipated that most companies fall from greatness because they become complacent – they fail to stimulate innovation, they fail to initiate bold action, they fail to ignite change, they just become lazy – and watch the world pass them by.  It’s a plausible theory, with a problem:  it doesn’t square with our data.  The companies in our analysis showed little evidence of complacency when they fell.  Overreaching much better explains how the once-invincible self-destruct.  We found tremendous energy – stimulated by ambition, creativity, aggression and/or fear – in Stage 2.  We even found substantial innovation during this stage.

	55+
	Packard’s Law (named after David Packard, cofounder of HP) states that no company can consistently grow revenues faster than its ability to get enough of the right people to implement that growth and still become a great company.
If you have the right people, who accept responsibility, you don’t need to have a lot of senseless rules and mindless bureaucracy in the first place.

If I were to pick one marker above all others to use as a warning sign, it would be a declining proportion of key seats filled with the right people.

One notable distinction between wrong people and right people is that the former see themselves as having “jobs,” while the latter see themselves as having responsibilities.

	63+
	Markers for Stage 2
· Unsustainable quest for growth, confusing big with great

· Undisciplined discontinuous leaps

· Declining proportion of right people in key seats

· Easy cash erodes cost discipline

· Bureaucracy subverts discipline

· Problematic succession of power

· Personal interests placed above organizational interests

	74
	Great enterprises make big bets, but they avoid big bets that could blow holes below the waterline.  When making risky bets and decisions in the face of ambiguous or conflicting data, ask three questions:
1. What’s the upside, if events turn out well?

2. What’s the downside, if events go badly?

3. Can you live with the downside?  Truly?

	81+
	Markers for Stage 3
· Amplify the positive, discount the negative

· Big bets and bold goals without empirical validation

· Incurring huge downside risk based on ambiguous data

· Erosion of healthy team dynamics

· Externalizing blame

· Obsessive reorganizations
· Imperious detachment

	89
	Stage 4 begins when an organization reacts to a downturn by lurching for a silver bullet.

	92
	The signature of mediocrity is not an unwillingness to change.  The signature of mediocrity is chronic inconsistency.

	100+
	Markers for Stage 4
· A series of silver bullets

· Grasping for a leader-as-savior

· Panic and haste

· Radical change and “revolution” with fanfare

· Hype precedes results

· Initial upswing followed by disappointments

· Confusion and cynicism

· Chronic restructuring and erosion of financial strength

	105
	We found two basic versions of Stage 5.  In the first version, those in power come to believe that capitulation offers a better overall outcome than continuing to fight.  In the second version, those in power continue the struggle, but they run out of options, and the enterprise either dies outright or shrinks into utter irrelevance compared to its previous grandeur. 

	116
	“A crisis is a terrible thing to waste.”  Dick Clark, longtime head of Merck manufacturing and CEO of Gilmartin

	117
	The path to recovery lies first and foremost in returning to sound management practices and rigorous strategic thinking.

	119+
	Our research shows that it is possible to build a great institution that sustains exceptional performance for multiple decades perhaps longer, even in the face of chaos, disruption, uncertainty, and violent change.  In fact, our research shows that if you’ve been practicing the principle of greatness all the way along, you should get down on your knees and pray for severe turbulence, for that’s when you can pull even further ahead of those who lack your relentless intensity.  But beware:  if you get caught in the stages of decline during turbulent times – if you succumb to hubris, overreaching, denial, and grasping for quick fixes – your fall will be faster and more violent than in stable times.
If you’ve fallen into decline, get back to solid management disciplines – now!  And if you’re still strong, be vigilant for early markers of decline.

We are not imprisoned by our circumstances, our setbacks, our history, our mistakes or even staggering defeats along the way.  We are freed by our choices.

The signature of the truly great versus the merely successful is not the absence of difficulty, but the ability to come back from setbacks, even cataclysmic catastrophes, stronger than before.  Great nations can decline and recover.  Great companies can fall and recover.  Great social institutions can fall and recover.  And great individuals can fall and recover.  As long as you never get entirely knocked out of the game, there remains always hope.

	123
	Never give in.  Be willing to change tactics, but never give up your core purpose.

	159+
	What makes for the “right people” in key seats?
1. The right people fit with the company’s core values.  You hire people who already have a predisposition to our core values, and hang on to them.

2. The right people don’t need to be tightly managed.  If you have the right people, you don’t need to spend a lot of time “motivating” or “managing” them.

3. The right people understand that they do not have “jobs”; they have responsibilities.  They grasp the difference between their task list and their true responsibilities.
4. The right people fulfill their commitments.  People view commitment as sacred – they do what they say, without complaint.  They take great care in saying what they will do, careful to never overcommit or to promise what they cannot deliver.

5. The right people are passionate about the company and its work.  The right people display remarkable intensity.

6. The right people display “window and mirror” maturity.  When things go well, the right people point out the window, giving credit to factors other than themselves.  Yet when things go awry, they do not blame circumstances or other people for setbacks and failures; they point in the mirror and say, “I’m responsible.”

	179
	See www.jimcollins.com for a diagnostic tool for assessing an organization through the lens of these concepts.

	Appendices
	Great information about selection of companies for Jim Collins’ various books.

	Overall rating 
	Outstanding.  This will definitely be on my Must Read list for 2009.  Buy it now and get a head start.

	Publisher and Year Published
	HarperCollins
	2009

	Price
	$23.99
	Discounted on www.amazon.com

	Recommended by
	Mike Ueltzen, CEO of Ueltzen & Co.
	Also available as an audio book


This book report is posted at www.studergroup.com.  To read additional titles reviewed and recommended by Lynne Cunningham, visit Book Reviews under Tools and Knowledge at www.studergroup.com.  
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