How the Mighty Fall

Jim Collins

Every institution is vulnerable, no matter how great.  No matter how much you’re achieved, no matter how far you’ve gone, no matter how much power you’ve garnered, you are 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.

This process of looking at historical evidence created at the time, before a company fails, yields one of the most important points to come from this work.  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.  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.

THE RESULTS: A FIVE-STAGE FRAMEWORK

There are more ways to fall than to become great.

Stage 1. Hubris Born of Success

“We’re successful because we understand why we do these specific things and under what conditions they would no longer work.”

Stage 2. Undisciplined Pursuit of More

Although complacency and resistance to change remain dangers to any successful enterprise, overreaching better captures how the mighty fall.

Stage 3. Denial of Risk and Peril

The vigorous, fact-based dialogue that characterizes high performance teams dwindles or disappears altogether.

Stage 4. Grasping for Salvation

Stage 5. Capitulation to Irrelevance or Death

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.

We will encounter multiple forms of hubris in our journey through the stages of decline:

· in undisciplined leaps into areas where a company cannot become the best.  
· in a company’s pursuit of growth beyond what it can deliver with excellence.  
· in bold, risky decisions that fly in the face of conflicting or negative evidence.  
· in denying even the possibility that the enterprise could be at risk, imperiled by external threats or internal erosion.  
· one of the most insidious forms of hubris: arrogant neglect.

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.

Great companies foster a productive tension between continuity and change.

There’s nothing inherently wrong with adhering to specific practices and strategies, but only if you comprehend the underlying why behind those practices, and thereby see when to keep them and when to change them.

MARKERS FOR STAGE 1

· Success Entitlement, Arrogance

· Neglect of a Primary Flywheel

· “What” Replaces “Why”

· Decline in Learning orientation

· Discounting the Role of Luck

Overreaching much better explains how the once-invincible self destruct.

Certainly do not confuse growth with excellence.  Big does not equal great, and great does not equal big.

Any exceptional enterprise depends first and foremost upon having self-managed and self-motivated people – the #1 ingredient for a culture is discipline.

Twenty-four hours a day, 365 days a year, you should be able to answer the following questions:  What are the key seats in your organization?  What percentage of those seats can you say with confidence are filled with the right people?  What are your plans for increasing that percentage?  What are your backup plans in the event that a right person leaves a key seat?

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.
One of the most significant indicators of decline is the relocation of power into the hands of leaders who fail to comprehend and/or lack the will to do what must be done – and equally, what must not be done – to sustain greatness.

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

MARKERS OF STAGE 3: Denial of Risk and Peril
· 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

STAGE 4:  Grasping for Salvation

Rebuilding greatness requires a series of intelligent, well-executed actions that add up one on top of another.  Some decisions are bigger than others, but even the biggest decisions account for only a small fraction of the total outcome that makes a great company.  Most “overnight success” stories are about twenty years in the making.

Over 90 percent of the CEOs that led companies from good to great came from inside.

When we find ourselves in trouble, when we find ourselves on the cusp of failing, our survival instinct – and our fear – can evoke lurching, reactive behavior absolutely contrary to survival.  The very moment when we need to take calm, deliberate action, we run the risk of doing the exact opposite and bringing about the very outcomes we most fear.

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

Stage 5:  Capitulation to Irrelevance or Death

As institutions hurtle toward Stage 5, they spiral downward, increasingly out of control.  Each cycle – grasping followed by disappointment followed by more grasping – erodes resources.  Cash tightens.  Hope fades.  Options narrow.

The point of the struggle is not just to survive, but to build an enterprise that makes such a distinctive impact on the world it touches, and does so with such superior performance, that it would leave a gaping hole – a hole that could not be easily filled by any other institution – if it ceased to exist.

WELL-FOUNDED HOPE

If you seek a refresher course on management discipline, it never hurts to review the classics, including Drucker, Porter, Deming, and Peters/Waterman.

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.

Failure is not so much a physical state as a state of mind; success is falling down, and getting up one more time, without end.

