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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, offer-
ing 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 substan-
tially 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.
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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.
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PREFACE

feel a bit like a snake that swallowed two watermelons at the
same time. I'd started this project to write only an article, a di-
version to engage my pen while completing the research for my
next full-sized book on what it takes to endure and prevail when
the world around you spins out of control (based on a six-year
research project with my colleague Morten Hansen). But the
question of how the mighty fall defied the constrictions of an
article and evolved into this small book. I'd considered setting
this piece aside until we’d finished the turbulence book, but
then the mighty began to fall, like giant dominoes crashing
around us.

As I write this preface, on September 25, 2008, I'm looking
out at the Manhattan skyline from a United Airlines Airbus,
marveling at the cataclysmic events. Bear Stearns fell from #156
on the Fortune 500 to gone, bought out by JPMorgan Chase in a
desperation deal engineered over a weekend. Lehman Brothers
collapsed into bankruptcy after 158 years of growth and success.
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Fannie Mae and Freddie Mac, crippled, succumbed to govern-
ment conservatorship. Merrill Lynch, the symbol of bullish
America, capitulated to a takeover bid. Washington Mutual tot-
tered on the edge of becoming the largest commercial bank fail-
ure in history. The U.S. government embarked on the most
extensive takeover of private assets in more than seven decades
in a frenetic effort to stave off another Great Depression.

To be clear, this piece is not about the 2008 financial panic on
Wall Street, nor does it have anything to say about how to fix the
broken mechanisms of the capital markets. The origins of this
work date back to more than three years earlier, when I became
curious about why some of the greatest companies in history,
including some once-great enterprises we’d researched for Built
to Last and Good to Great, had fallen. The aim of this piece is
to offer a research-grounded perspective of how decline can
happen, even to those that appear invincible, so that leaders
might have a better chance of avoiding their tragic fate.

This work is also not about gloating over the demise of once-
mighty enterprises that fell, but about seeing what we can learn
and apply to our own situation. By understanding the five stages
of decline discussed in these pages, leaders can substantially
reduce the chances of falling all the way to the bottom, tum-
bling 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.

Jim Collins
Boulder, Colorado



THE SILENT CREEP
OF IMPENDING DOOM

n the autumn of 2004, I received a phone call from Frances
Hesselbein, founding president of the Leader to Leader Insti-
tute. “The Conference Board and the Leader to Leader Institute
would like you to come to West Point to lead a discussion with
some great students,” she said.

“And who will be the students?” I asked, envisioning perhaps
a group of cadets.

“Twelve U.S. Army generals, twelve CEOs, and twelve social
sector leaders,” explained Frances. “They’ll be sitting in groups
of six, two from each sector—military, business, social-—and
they’ll really want to dialogue about the topic.”

“And what’s the topic?”

“Oh, it’s a good one. I think you’ll really like it.” She paused.
“America.”

America? I wondered, What could I possibly teach this es-
teemed group about America? Then I remembered what one of
my mentors, Bill Lazier, told me about effective teaching: don't



2 JIM COLLINS

try to come up with the right answers; focus on coming up with
good questions.

I pondered and puzzled and finally settled upon, Is America
renewing its greatness, or is America dangerously on the cusp of
falling from great to good?

While I intended the question to be simply rhetorical (I be-
lieve that America carries a responsibility to continuously renew
itself, and it has met that responsibility throughout its history),
the West Point gathering nonetheless erupted into an intense
debate. Half argued that America stood as strong as ever, while
the other half contended that America teetered on the edge of
decline. History shows, repeatedly, that the mighty can fall.
The Egyptian Old Kingdom, the Minoans of Crete, the Chou
Dynasty, the Hittite Empire, the Mayan Civilization—all fell.!
Athens fell. Rome fell. Even Britain, which stood a century
before as a global superpower, saw its position erode. Is that
America’s fate? Or will America always find a way to meet
Lincoln’s challenge to be the last best hope of Earth?

At a break, the chief executive of one of America’s most suc-
cessful companies pulled me aside. “I find our discussion fasci-
nating, but I've been thinking about your question in the context
of my company all morning,” he mused. “We’ve had tremen-
dous success in recent years, and I worry about that. And so,
what I want to know is, How would you know?”

“What do you mean?” I asked.

“When you are at the top of the world, the most powerful
nation on Earth, the most successful company in your industry,
the best player in your game, your very power and success might
cover up the fact that you're already on the path to decline. So,
how would you know?”
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The question—How would you know?—captured my imagi-
nation and became part of the inspiration for this piece. At our
research laboratory in Boulder, Colorado, we’d already been dis-
cussing the possibility of a project on corporate decline, spurred
in part by the fact that some of the great companies we’d pro-
filed in the books Good to Great and Built to Last had subsequently
lost their positions of excellence. On one level, this fact didn’t
cause much angst; just because a company falls doesn’t invali-
date what we can learn by studying that company when it was at
its historical best. (See the sidebar for an explanation.) But on
another level, I found myself becoming increasingly curious:
How do the mighty fall? If some of the greatest companies in his-
tory can collapse from iconic to irrelevant, what might we learn
by studying their demise, and how can others avoid their fate?

I returned from West Point inspired to turn idle curiosity
into an active quest. Might it be possible to detect decline early
and reverse course, or even better, might we be able to practice
preventive medicine? I began to think of decline as analogous
to a disease, perhaps like cancer, that can grow on the inside
while you still look strong and healthy on the outside. It’s not a
perfect analogy; as we’ll see later, organizational decline, unlike
cancer, is largely self-inflicted. Still, the disease analogy might
be helpful. Allow me to share a personal story to illustrate.

On a cloudless August day in 2002, my wife, Joanne, and I set
out to run the long uphill haul to Electric Pass, outside Aspen,
Colorado, which starts at an altitude of about 9,800 feet and ends
above 13,000 feet. At about 11,000 feet, I capitulated to the thin
air and slowed to a walk, while Joanne continued her uphill
assault. As I emerged from tree line, where thin air limits vege-

tation to scruffy shrubs and hardy mountain flowers, I spotted
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WHY THE FALL OF PREVIOUSLY GREAT COMPANIES
DOES NOT NEGATE PRIOR RESEARCH

" The principles we uncovered in prior research do not depend
upon the current strength or struggles of the specific companies
we studied. Think of it this way: if we studied healthy people in
contrast to unhealthy people, and we derived health-enhancing
principles such as sound sleep, balanced diet, and moderate
exercise, would it undermine these principles if some of our pre-
viously healthy subjects started sleeping badly, eating poorly,
and not exercising? Clearly, sleep, diet, and exercise would still
hold up as principles of health.

Or consider this second analogy: suppose we studied the
UCLA basketball dynasty of the 1960s and 1970s, which won
ten NCAA championships in twelve years under coach John
Wooden.? Also suppose that we compared Wooden's UCLA
Bruins to a team at a similar school that failed to become a great
dynasty during the exact same era, and that we repeated this
matched-pair analysis across a range of sports teams to develop
a framework of principles correlated with building a dynasty. If
the UCLA basketball team were to later veer from the principles
exemplified by Wooden and fail to deliver championship results

~on par with those achieved during the Wooden dynasty, would
this fact negate the distinguishing principles of performance ex-
emplified by the Bruins under Wooden?

Similarly, the princﬁoles in Good to Great were derived pri-
marily from studying specific periods in history when the good-
to-great companies showed a substantial transformation into an
era of superior performance that lasted fifteen years. The re-
search did not attempt to predict which companies would remain
great after their fifteen-year run. Indeed, as this work shows,
even the mightiest of companies can self-destruct.
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her far ahead in a bright-red sweatshirt, running from switch-
back to switchback toward the summit ridge. Two months later,
she received a diagnosis that would lead to two mastectomies. I
realized, in retrospect, that at the very moment she looked like
the picture of health pounding her way up Electric Pass, she
must have already been carrying the carcinoma. That image of
Joanne, looking healthy yet already sick, stuck in my mind and
gave me a metaphor.

I've come to see institutional decline like a staged disease:
harder to detect but easier to cure in the early stages, easier to
detect but harder to cure in the later stages. An institution
 can look strong on the outside but already be sick on the inside,
dangerously on the cusp of a precipitous fall.

We'll turn shortly to the research that bore this idea out, but
first let’s delve into a terrifying case, the rise and fall of one of
the most storied companies in American business history.

ON THE CUSP, AND UNAWARE

At 5:12 a.m. on April 18, 1906, Amadeo Peter Giannini felt an
odd sensation, then a violent one, a slight, almost imperceptible
shift in his surroundings coupled with a distant rumble like far-
away thunder or a train.’ Pause. One second. Two seconds.
Then—bang!—his house in San Mateo, California, began to
pitch and shake, to, fro, up, and down. Seventeen miles north in



6 JIM COLLINS

San Francisco, the ground liquefied underneath hundreds of
buildings, while heaving spasms under more solid ground cata-
pulted stones and facades into the streets. Walls collapsed. Gas
mains exploded. Fires erupted.

Determined to find out what had happened to his fledgling
company, the Bank of Italy, Giannini endured a six-hour odys-
sey, navigating his way into the city by train and then by foot
while people streamed in the opposite direction, fleeing the con-
flagration. Fires swept toward his offices, and Giannini had to
rescue all the imperiled cash sitting in the bank. But criminals
roamed through the rubble, prompting the mayor to issue a
terse proclamation: “Officers have been authorized by me to
KILL any and all persons found engaged in Looting or in the
Commission of Any Other Crime.” With the help of two em-
ployees, Giannini hid the cash under crates of oranges on two
commandeered produce wagons and made a nighttime journey
back to San Mateo, where he hid the money in his fireplace.
Giannini returned to San Francisco the next morning and found
himself at odds with other bankers who wanted to impose up
to a six-month moratorium on lending. His response: putting a
plank across two barrels right in the middle of a busy pier and
opening for business the very next day. “We are going to rebuild
San Francisco,” he proclaimed.*

Giannini lent to the little guy when the little guy needed it
most. In return, the little guy made deposits at Giannini’s bank.
As San Francisco moved from chaos to order, from order to
growth, from growth to prosperity, Giannini lent more to the
little guy, and the little guy banked even more with Giannini.
The bank gained momentum, little guy by little guy, loan by
loan, deposit by deposit, branch by branch, across California,
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renaming itself Bank of America along the way. In October 1945,
it became the largest commercial bank in the world, overtaking
the venerable Chase National Bank.” (Note of clarification:
in 1998, NationsBank acquired Bank of America and took
the name; the Bank of America described here is a different
company than NationsBank.)

Over the next three decades, Bank of America gained a repu-
tation as one of the best managed corporations in America.* An
article in the January 1980 issue of Harvard Business Review
opened with a simple summary: “The Bank of America is per-
haps best known for its size—it is the world’s largest bank, with
nearly 1,100 branches, operations in more than 100 countries,
and total assets of about $100 billion. In the opinion of many
close observers, an equally notable achievement is its quality of
management . ..”’

Were anyone to have predicted in 1980 that in just eight years
Bank of America would not only fall from its acclaimed position
as one of the most successful companies in the world, but would
also post some of the biggest losses in U.S. banking history,
rattle the financial markets to the point of briefly depressing the
U.S. dollar, watch its cumulative stock performance fall more
than 80 percent behind the general stock market, face a serious
takeover threat from a rival California bank, cut its dividend for
the first time in fifty-three years, sell off its corporate headquar-
ters to help meet capital requirements, see the last Giannini
family board member resign in outrage, oust its CEQ, bring a
former CEO out of retirement to save the company, and endure
a barrage of critical articles in the business press with titles like
“The Incredible Shrinking Bank” and “Better Stewards (Corpo-
rate and Otherwise) Went Down on the Titanic”—were anyone
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to have even suggested this outcome—he or she would have
been viewed as a pessimistic outlier. Yet that’s exactly what hap-
pened to Bank of America.®

If a company as powerful and well positioned as Bank of
America in the late 1970s can fall so far, so hard, so quickly, then
any company can fall. If companies like Motorola and Circuit
City—icons that had once served as paragons of excellence—
can succumb to the downward forces of gravity, then no one is
immune. If companies like Zenith and A&P, once the unques-
tioned champions in their fields, can plummet from great to
irrelevant, then we should be wary about our own success.

uin frable, no matter how great. No mat-

I can imagine people reading this and thinking, “Oh my
goodness—we've got to change! We've got to do something
bold, innovative, and visionary! We've got to get going and not
let this happen to us!”

Not so fast!

In December 1980, Bank of America surprised the world with
its new CEO pick. Forbes magazine described the process as
“rather like choosing a new pope,” the twenty-six directors hud-
dled behind closed doors like cardinals in conclave.” You might
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Bank of America
Net Income 1972-1987 (in $ Millions)

The World's Largest Bank, Yet on the Cusp of
Admired for Its Management = Catastrophic Decline
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think that Bank of America ultimately fell because they ended
up crowning a fifty-something gentleman, a faceless bureau-
crat and banker’s banker who couldn’t change with the times,
couldn’t lead with vision, couldn’t make bold moves, couldn’t
seek new businesses and new markets.

But in fact, the board picked a vigorous, forty-one-year-old,
tall, articulate, and handsome leader who told the Wall Street
Journal that he believed the bank needed a “good kick in the
fanny.” Seven months after taking office, Samuel Armacost
bought discount brokerage Charles Schwab, an aggressive move
that pushed the edges of the Glass-Steagall Act and energized
Bank of America with not only a new business, but also a cadre
of irreverent entrepreneurs. Then he engineered the largest in-

terstate banking acquisition to date in the nation’s history,
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buying Seattle-based Seafirst Corp. He launched a $100 million
crash program to blast past competitors in ATMs, allowing the
bank to leap from being a laggard to boasting the largest net-
work of ATMs in California. “We no longer have the luxury of
sitting back to learn from others’ mistakes before we decide on
what we will do,” he admonished his managers. “Let others
learn from us.” Here, finally, Bank of America had a leader.”

Armacost ripped apart outmoded traditions, closed branches,
and ended lifetime employment. He instituted more incentive
compensation. “We're trying to drive a wedge between our top
performers and our nonperformers,” noted one executive about
the new culture." He allowed Schwab’s leaders to continue their
practice of leasing BMWs, Porsches, and even a Jaguar, irritating
traditional bankers limited to more traditional Fords, Buicks,
and Chevrolets.'? He hired a high-profile change consultant and
shepherded people through a transformation process that Busi-
ness Week likened to a religious conversion (describing the bank
as “born again”) and that the Wall Street Journal depicted as “its
own version of Mao’s Cultural Revolution.” * Proclaimed Arma-
cost, “No other financial institution has had this much change.”
And yet, despite all this leadership, all this change, all this bold
action, Bank of America fell from its net income peak of more
than $600 million into a decline that culminated from 1985 to
1987 with some of the largest losses up to that point in banking
history.

To be fair to Mr. Armacost, Bank of America was already
poised for a downward turn before he became CEO* My point

*  For an excellent account, see Gary Hector’s well-written and authoritative

book, Breaking the Bank: The Decline of BankAmerica.
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is not to malign Armacost, but to show how Bank of America
took a spectacular fall despite his revolutionary fervor. Clearly,
the solution to decline lies not in the simple bromide “Change or
Die”; Bank of America changed a lot, and nearly killed itself in
the process. We need a more nuanced understanding of how de-
cline happens, which brings us to the five stages of decline that
we uncovered in our research project.



FIVE STAGES OF DECLINE

n one sense, my research colleagues and I have been studying
failure and mediocrity for years, as our research methodology
relies upon contrast, studying those that became great in con-
trast to those that did not and asking, “What’s different?” But
the primary focus of our quest had been on building greatness,
an inherently bright and cheery topic. After my West Point ex-
perience, I wanted to turn the question around, curious to un-
derstand the decline and fall of once-great companies. I joked
with my colleagues, “We're turning to the dark side.”

THE RESEARCH PROCESS

We had a substantial amount of data collected from prior re-
search studies, consisting of more than six thousand years of
combined corporate history—boxes and binders of historical
documents, and spreadsheets of financial information going

back more than seventy years, along with substantial research
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chronologies and financial analyses. We expected that a rigor-
ous screening of this data would yield a set of robust cases of
companies that rose to greatness and then subsequently fell. We
began with sixty major corporations from the good-to-great
and built-to-last research archives, and systematically identified
eleven cases that met rigorous rise-and-fall criteria at some point
in their history: A&P, Addressograph, Ames Department Stores,
Bank of America (before it was acquired by NationsBank), Cir-
cuit City, Hewlett-Packard (HP), Merck, Motorola, Rubbermaid,
Scott Paper, and Zenith. (In Appendix 1, I've outlined the selec-
tion process.) We updated our research data archives and then
examined the history of each fallen company across a range of
dimensions, such as financial ratios and patterns, vision and
strategy, organization, culture, leadership, technology, markets,
environment, and competitive landscape. Our principal effort
focused on the two-part question, What happened leading up
to the point at which decline became visible and what did the
company do once it began to fall?

Before we delve into the five-stage framework we derived
from this analysis, allow me to make a few important research
notes.

Companies in Recovery: Some of the companies in our analysis
may have regained their footing by the time you read this. Merck
and HP, for instance, appeared to have reversed their steep de-
clines as we were working on this piece; whether they sustain
their recovery remains to be seen, but both show improved re-
sults at the time of this writing. This brings me to an important
sub-theme of this work to which we will return: just as great
companies can topple, some rise again. It’s important to under-
stand that the point of our research is not to proclaim which
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companies are great today, or which companies will become
great, remain great, or fall from greatness in the future. We study
historical eras of performance to understand the underlying
dynamics that correlate with building greatness (or losing it).

Fannie Mae and Other Financial Meltdowns of 2008: When we
selected the study set of fallen companies in 2005, Fannie Mae
and other financial institutions in our original database had not
yet fallen far enough to qualify for this analysis. It would lack
rigor to tack any of these companies onto our study as an after-
thought, but at the same time, it would lack common sense to
ignore the fact that some well-known financial companies (and
in particular, Fannie Mae, which had been a good-to-great com-
pany) have succumbed to one of the most spectacular financial
meltdowns in history. Instead of throwing these companies into
the research study at the last minute because they happened to
be in the news, I've included a brief commentary about Fannie
Mae in Appendix 3.

Success Comparison Set: All our research studies involve a con-
trol comparison set. The critical question is not “What do suc-
cesses share in common?” or “What do failures share in
common?” The critical question is “What do we learn by study-
ing the contrast between success and failure?” For this analysis,
we constructed a set of “success contrasts” that had risen in the
same industries during the era when our primary study compa-
nies declined. (See Appendix 2 for comparison-company selec-
tion methodology.) For an illustration, consider the chart “A
Study of Contrasts” below. In the early 1970s, the two compa-
nies in this chart, Ames Department Stores and Wal-Mart (a
contrast we’ll discuss in a few pages), stood as almost identical
twins. They had the same business model. They had similar rev-
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enues and profits. They both achieved tremendous growth.
Both had strong entrepreneurial leaders at the helm. And as you
can see in the chart, both achieved exceptional investor returns
far in excess of the general stock market for more than a decade,
the two curves tracking each other very closely. But then the
curves diverge completely, one company plummeting while the
other continues to rise. Why did one fall, while the other did
not? This single contrast illustrates our comparison method.
Correlations, Not Causes: The variables we identify in our re-
search are correlated with the performance patterns we study,
but we cannot claim a definitive causal relationship. If we could

Falls ...

A Study of Contrasts
Why Does One Company Fall... Wal-Mart
And the Other Does Not?
30
,;
25
£ ... While the
e Other Climbs
20 =
15 2 ) X
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conduct double-blind, prospective, randomized, placebo-
controlled trials, we would be able to create a predictive model
of corporate performance. But such experiments simply do not
exist in the real world of management, and therefore it’s impos-
sible to claim cause and effect with 100-percent certainty. That
said, our contrast method does give us greater confidence in our
findings than if we studied only success, or only failure.

Strength of Historical Analysis: We employ a historical method,
studying each company from its founding up to the end point of
our investigation, focusing on specific eras of performance. We
gather a range of historical materials, such as financial and
annual reports, major articles published on the company, books,
academic case studies, analyst reports, and industry reference
materials. This is important because drawing solely upon
backward-looking commentary or retrospective interviews
increases the chances of fallacious conclusions. Using a well-
known success story to illustrate, if we relied on only retrospec-
tive commentary about Southwest Airlines after it had become
successful, those materials would be colored by the authors’
knowledge of Southwest’s success and would therefore be biased
by that knowledge. For example, some retrospective accounts
attribute Southwest’s success to pioneering a unique and inno-
vative airline model (in part, because the authors believe the
winners must be the innovators); but in fact, a careful reading of
historical documents shows that Southwest largely copied its
model from Pacific Southwest Airlines in the late 1960s. If we
were to rely on only retrospective accounts, we would be led
astray about why Southwest became a great company.

We therefore derive our frameworks primarily from evidence
from the actual time of the events, before the outcome is known, and
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we read through the evidence in chronological order, moving
forward through time. Documents published at each point in
time are written without foreknowledge of the company’s even-
tual success or failure, and thereby avoid the bias of knowing the
outcome. So, for instance, the materials we have on Zenith that
were published in the early 1960s, when Zenith sat on top of its
world, give us perspective on Zenith at that time, uncolored by
the fact that Zenith would eventually fall. Interviews play a min-
imal partin our research method, and in this study (where people
might have a strong need for self-justification), we conducted no
interviews with current or recent members of management. Not
that historical information is perfect—corporations can selec-
tively exclude unhappy information from their annual reports,
for example, and journalists may write with a preconceived point
of view. Nor am I entirely immune from having some retrospec-
tive bias of my own, as I always know the success or failure of the
company I'm studying, and I cannot erase that from my brain.
But even with these limitations, our comparative historical
method helps us see more clearly the factors correlated with the
rise and fall of great companies.

This brocéss offilo;okking at historical evidence created at the
time,,befoi'e a cdm:pany falls, Yields one of the most important
poirits‘ 'td,cqme from this work: it turns out that a company
can indeed look like the picture of health on the outside yet al-
ready be in decline, dangerously on the cusp of a huge fall, just
like Bank of America in 1980. And that's what makes the pro-
cess of decline so terrifying; it can sneak up on you, and then—
seemingly all of a sudden—you're in big trouble.
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This raises a fascinating set of questions: Are there clearly
distinguishable stages of decline? If so, can you spot decline
early? Are there telltale markers? Can you reverse decline, and if
so, how? Is there a point of no return?

THE RESULTS: A FIVE-STAGE FRAMEWORK

Surrounded by research papers at our dining room table one
day, clicking away on my laptop while trying to make sense of
the chronologies of decline, I commented to my wife, Joanne, “I
find this much harder to get my head around than studying how
companies become great.” No matter how I assembled and reas-
sembled conceptual frameworks to capture the process of de-
cline, I'd find counterexamples and different permutations of
the pattern.

Joanne suggested I look at the first line of Tolstoy’s novel
Anna Karenina. It reads, “All happy families are alike; each un-
happy family is unhappy in its own way.” In finishing this piece,
I kept coming back to the Anna Karenina quote. Having studied
both sides of the coin, how companies become great and how
companies fall, I've concluded that there are more ways to
fall than to become great. Assembling a data-driven frame-
work of decline proved harder than constructing a data-driven
framework of ascent.

Even so, a staged framework of how the mighty fall did
emerge from the data. It’s not the definitive framework of corpo-
rate decline—companies clearly can fall without following this
framework exactly (from factors like fraud, catastrophic bad
luck, scandal, and so forth)—but it is an accurate description of
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the cases we studied for this effort, with one slight exception
(A&P had a different type of Stage 2). In the spirit of statistics
professor George E. P. Box, who once wrote, “All models are
wrong; some models are useful,” this framework is helpful for
understanding, at least in part, how great companies can fall.”
Equally important, I believe it can be useful to leaders who seek
to prevent, detect, or reverse decline.

The model consists of five stages that proceed in sequence.
Let me summarize the five stages here and then provide a more
detailed description of each stage in the following pages.

STAGE 1: HUBRIS BORN OF SUCCESS. Great enterprises can become insu-

lated by success; accumulated momentum can carry an enter-

Five Stages of Decline

Stage 3

Denial of Risk
and Peril

Stage 2 Stage 4
Undisciplined Grasping for
Pursuit of More Salvation

Stage 1 Stage 5
Hubris Born Capitulation to
of Success Irrelevance or

Death
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prise forward, for a while, even ifits leaders make poor decisions
or lose discipline. Stage 1 kicks in when people become arro-
gant, regarding success virtually as an entitlement, and they
lose sight of the true underlying factors that created success in
the first place. When the rhetoric of success (“We're successful
because we do these specific things”) replaces penetrating un-
derstanding and insight (“We're successful because we under-
stand why we do these specific things and under what conditions
they would no longer work™), decline will very likely follow.
Luck and chance play a role in many successful outcomes, and
those who fail to acknowledge the role luck may have played in
their success—and thereby overestimate their own merit and
capabilities—have succumbed to hubris.

STAGE 2: UNDISCIPLINED PURSUIT OF MORE. Hubris from Stage 1 (“We're
so great, we can do anything!”) leads right into Stage 2, the Un-
disciplined Pursuit of More—more scale, more growth, more
acclaim, more of whatever those in power see as “success.” Com-
panies 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. When an organiza-
tion grows beyond its ability to fill its key seats with the right
people, it has set itself up for a fall. Although complacency and
resistance to change remain dangers to any successful enter-
prise, overreaching better captures how the mighty fall.

STAGE 3: DENIAL OF RISK AND PERIL. As companies move into Stage 3,
internal warning signs begin to mount, yet external results
remain strong enough to “explain away” disturbing data or to
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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 responsibil-
ity. The vigorous, fact-based dialogue that characterizes high-
performance teams dwindles or disappears altogether. When
those in power begin to imperil the enterprise by taking out-
sized risks and acting in a way that denies the consequences of
those risks, they are headed straight for Stage 4.

STAGE 4: GRASPING FOR SALVATION. The cumulative peril and/or risks-
gone-bad of Stage 3 assert themselves, throwing the enterprise
into a sharp decline visible to all. The critical question is, How
does its leadership respond? By lurching for a quick salvation or
by getting back to the disciplines that brought about greatness
in the first place? 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. In Stage 5, accumulated
setbacks and expensive false starts erode financial strength and
individual spirit to such an extent that leaders abandon all hope
of building a great future. In some cases, their leaders just sell
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out; in other cases, the institution atrophies into utter insignifi-
cance; and in the most extreme cases, the enterprise simply dies
outright.

It is possible to skip a stage, although our research suggests
that companies are likely to move through them in sequence.
Some companies move quickly through the stages, while others
languish for years, or even decades. Zenith, for example, took
three decades to move through all five stages, whereas Rubber-
maid fell from the end of Stage 2 all the way to Stage 5 in just
five years. (The collapse of financial companies like Bear Stearns
and Lehman Brothers that happened just as we were finishing
up this work highlights the terrifying speed at which some com-
panies fall.) An institution can stay in one stage for a long time,
but then pass quickly through another stage; Ames, for instance,
spent less than two years in Stage 3 but more than a decade in
Stage 4 before capitulating to Stage 5. The stages can also over-
lap, the remnants of earlier stages playing an enabling role
during later stages. Hubris, for example, can easily coincide with
Undisciplined Pursuit of More, or even with Denial of Risk and
Peril (“There can’t be anything fundamentally wrong with us—
we're great!”). The following diagram shows how the stages
can overlap.

IS THERE A WAY OUT?

When I sent a first draft of this piece to critical readers, many
commented that they found our turn to the dark side grim, even
a bit depressing. And you might have the same experience as
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Five 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

you read through the five stages of decline, absorbing story upon
story of once-great companies that precipitated their own
demise. It's a bit like studying train wrecks—interesting, in a
morbid sort of way, but not inspiring. So, before you embark on
this dark journey, allow me to provide two points of context.
First, we do ourselves a disservice by studying only suc-
cess. We learn more by examining why a great company fell
into mediocrity (or worse) and comparing it to a company that
sustained its success than we do by merely studying a successful
enterprise. Furthermore, one of the keys to sustained perfor-
mance lies in understanding how greatness can be lost. Better to
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learn from how others fell than to repeat their mistakes out of
ignorance.

Second, 1 ultimately see this as a work of well-founded hope.
For one thing, with a roadmap of decline in hand, institu-
tions heading downhill might be able to apply the brakes early
and reverse course. For another, we've found companies that
recovered—in some cases, coming back even stronger—after
having crashed down into the depths of Stage 4. Companies like
Nucor, Nordstrom, Disney, and IBM fell into the gloom at some
point in their histories yet came back.

Great companies can stumble, badly, and recover. While you
can't come back from Stage 5, you can tumble into the grim
depths of Stage 4 and climb out. 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. :

All companies go through ups and downs, and many show
signs of Stage 1 or 2, or even Stage 3 or 4, at some point in their
histories. Yet Stage 1 does not inevitably lead to Stage 5. The
evidence simply does not support the notion that all companies
must inevitably succumb to demise and disintegration, at least
not within a 100-year time frame. Otherwise, how could you
explain companies with ten to fifteen decades of achievement,
companies like Procter & Gamble (P&G), 3M, and Johnson
& Johnson? Just because you may have made mistakes and
fallen into the stages of decline does not seal your fate. So long
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as you never fall all the way to Stage 5, you can rebuild a great
enterprise worthy of lasting,

As you read the following pages, you might wonder, But
what should we do if we find ourselves falling? It turns out that
much of the answer lies in adhering to highly disciplined man-
agement practices, and we’ll return to the question of recovery
at the end of this piece. But for now, we need to descend into the
darkness to better understand why the mighty fall, so that we
might avoid their fate.
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n December 1983, the last U.S.-made Motorola car radio rolled
off the manufacturing line and into Chairman Robert Galvin’s
hands as a reminder. Not as a sentimental memento, but as a
tangible admonition to continue to develop newer technologies
in an ongoing process of creative self-renewal. Motorola’s his-
tory taught Galvin that it’s far better to create your own future,
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repeatedly, than to wait for external forces to dictate your
choices.”* When the fledgling Galvin Manufacturing Corpora-
tion’s first business, battery eliminators for radios, became obso-
lete, Paul Galvin (Robert’s father) faced severe financial distress
in 1929. In response, he experimented with car radios, changed
the name of the company to Motorola, and started making a
profit. But this near-death experience shaped Motorola’s found-
ing culture, instilling a belief that past accomplishment guaran-
tees nothing about future success and an almost obsessive need
for self-initiated progress and improvement. When Jerry Porras
and I surveyed a representative sample of 165 CEOs in 1989, they
selected Motorola as one of the most visionary companies in the
world, and we included Motorola in our Built to Last research
study. Amongst the eighteen visionary companies we studied
at that time, Motorola received some of the highest scores on
dimensions such as adherence to core values, willingness to
experiment, management continuity, and mechanisms of self-
improvement. We noted how Motorola pioneered Six Sigma
quality programs and embraced “technology road maps” to
anticipate opportunities ten years into the future.

By the mid-1990s, however, Motorola’s magnificent run of
success, which culminated in having grown from $5 billion to
$27 billion in annual revenues in just a decade, contributed to a
cultural shift from humility to arrogance. In 1995, Motorola ex-
ecutives felt great pride in their soon-to-be-released StarTAC cell
phone; the then-smallest cell phone in the world, with its sleek
clamshell design, was the first of its kind. There was just one
problem: the StarTAC used analog technology just as wireless
carriers began to demand digital. And how did Motorola re-
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spond? According to Roger O. Crockett, who closely covered
the company for Business Week, one of Motorola’s senior leaders
dismissed the digital threat: “Forty-three million analog cus-
tomers can’t be wrong.” " Then Motorola tried to strong-arm
carrier companies like Bell Atlantic. If you want the hot StarTAC,
explained the Motorola people, you'll need to agree to our rules:
a high percentage (along the lines of 75 percent) of all your
phones must be Motorola; and you must promote our phones
with stand-alone displays. Bell Atlantic, irritated by this “you
must” attitude, blasted back that no manufacturer would dictate
how much of their product to distribute. “Do you mean to tell
me that [if we don’t agree to the program] you don’t want to sell
the StarTAC in Manhattan?” a Bell Atlantic leader reportedly
challenged the Motorola executives. Motorola’s arrogance gave
competitors an opening, and Motorola fell from being the #1
cell phone maker in the world, at one point garnering nearly 50
percent market share, to having only 17 percent share by 1999."®
Motorola’s fall from greatness began with Stage 1, Hubris Born
of Success.

ARROGANT NEGLECT

Dating back to ancient Greece, the concept of hubris is defined
as excessive pride that brings down a hero, or alternatively (to
paraphrase classics professor J. Rufus Fears), outrageous arro-
gance that inflicts suffering upon the innocent.” Motorola began
2001 with 147,000 employees; by the end of 2003, the number
dropped to 88,000—nearly 60,000 jobs gone.”* As Motorola de-
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scended through the stages of decline, shareholders also suf-
fered as stock returns fell more than 50 percent behind the
market from 1995 to 2005.2!

We will encounter muttiple forms of hubris in our journey through

' the stageé of decline. We will see hubris in undisciplined leaps
into areas where a company cannot become the best. We will
see hubris ina company’s pursuit of growth beyond what it can

; déliverf with excellencé. We will see hubris in bold, risky deci-
sions that fly in the face of conflicting or negative evidence. We
will see hubris in denying even kthe possibility that the enterprise

',k,could be at risk, imperiled by external threats or internal erosion.
And we will encounter one of the most insidious forms of hubris:
arrogant neglect.

In October 1995, Forbes magazine ran a laudatory story about
Circuit City’s CEO. Under his leadership, Circuit City had grown
more than 20 percent per year, multiplying the size of the com-
pany nearly ten times in a decade. How to keep the growth
going? After all, as Forbes commented, in the end every market
becomes mature, and this energetic CEO had “no intention of
sitting around and waiting for his business to be overwhelmed
by the competition.”** And so Circuit City sought The Next Big
Thing. The company had already piloted CarMax, a visionary
application of the company’s superstore expertise to the used
car business. Circuit City also became enamored with an adven-
ture called Divx. Using a special DVD player, customers would
be able to “rent” a DVD for as long as they liked before playing
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it, using an encryption system to unlock the DVD for viewing,.
The advantage: not having to return a DVD to the video store
before having had a chance to watch it.??

In late 1998, the Wall Street Transcript interviewed Circuit
City’s CEO. There came a telling moment when the interviewer
asked what investors should worry about at Circuit City. “[In-
vestors] can be fairly relaxed about our ability to run the busi-
ness well,” he replied. Then he felt compelled to add, “I think
there has been some investor sentiment . . . that our CarMax en-
deavor and our Divx endeavor is taking attention away from our
Circuit City business. I'd refer . . . [to] our 44 percent earnings
growth in the Circuit City business in the first half of the year.”
He concluded, “This is a company that’s in great shape.”*

Yet Circuit City plummeted through all five stages of decline.
Profit margins eroded and return on equity atrophied from
nearly 20 percent in the mid-1990s to single digits, leading to the
company’s first loss in more than a quarter of a century. And on
November 10, 2008, Circuit City announced that it had filed for
bankruptcy.

Circuit City originally made the leap from good to great, a
process that began to gain momentum in the early 1970s, under
the inspired leadership of Alan Wurtzel. As with most climbs to
greatness, it involved sustained, cumulative effort, like turning
a giant, heavy flywheel: each push builds upon previous work,
compounding the investment of effort—days, weeks, months,
and years of work—generating momentum, from one turn to
ten, from ten to a hundred, from a hundred to a thousand, from
a thousand to a million. 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 push-
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ing with as much intensity as when you first began building that
flywheel, exactly what Circuit City did not do. Circuit City in
decline exemplifies a cycle of arrogant neglect that goes like
this:

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 onit.

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 pri-
mary flywheel only to find it wobbling and losing
momentum.

A core business that meets a fundamental human need—
and one at which you've become best in the world—rarely be-
comes obsolete. In this analysis of decline, only one company,
Zenith, fell largely because it stayed focused on its core business
too long and failed to confront its impending demise. Further-
more, in 60 percent of our matched-pairs, the success-contrast
company paid greater attention to improving and evolving its
core business than the fallen company during the relevant era of
comparison.
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My point here is not that you should never evolve into new
arenas or that Circuit City made a mistake by investing in
CarMax or Divx. Creating CarMax required an impressive leap
of imagination; Circuit City invented an entirely new business
concept, doing for used cars what it had done for consumer
electronics (bringing a professional chain-store approach to an
industry that had previously been unprofessional and frag-
mented).” Indeed, Circuit City would have done well to keep
CarMax rather than sell it. And with Divx, while the idea ulti-
mately failed in the marketplace, it can be viewed as a relatively
small experiment that just didn’t work in the end, a positive ex-
ample of the Built to Last principle “Try a Lot of Stuff and Keep
What Works.” The real lesson is that Circuit City left itself ex-
posed by not revitalizing its electronics superstores with as
much passion and intensity as when it first began building that
business two decades earlier. The great irony is that one of its
biggest opportunities for continued growth and success lay in its
core business, and the proof rests in two words: Best Buy.

In 1981, a tornado touched down in Roseville, Minnesota,
blasting to pieces the showroom of the local Sound of Music
store. Customers hurled themselves away from the windows as
shards of glass and splintered wood flew about in the gale. Luck-
ily, the storeroom remained largely undamaged, leaving founder
Richard Schulze with boxes of stereos and TVs, but no store-
front. A resourceful entrepreneur, he decided to throw a “Tor-
nado Sale” in the parking lot. He spent his entire marketing
budget on a local ad blitz that created a two-mile traffic jam as
droves of customers converged on the lot. Schulze realized
that he’d stumbled upon a great concept: advertise like crazy,
have lots of name-brand stuff to sell in a no-frills setting (albeit a
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step up from a parking lot), and offer low prices. Based on his
discovery, he invested all his money into creating a consumer
electronics superstore that he dubbed Best Buy.?

From 1982 to 1988, Best Buy opened forty superstores (what
it called its Concept I stores) in the Midwest. In 1989, after sys-
tematically asking customers what would make for a better ex-
perience, Best Buy created its Concept II store model, which
replaced a commission-driven sales culture with a consultative
help-the-customer-find-the-best-answer culture.” In 1995, Best
Buy created Concept III superstores chock-full of snazzy ways to
learn about products—touchscreen information kiosks, simu-
lated car interiors for checking out sound systems, CD listening
posts to sample music, “fun & games” areas for testing video
games—and then in 1999 moved on to Concept IV stores, de-
signed to help customers navigate the confusing myriad of new
electronics products flooding the market. Then it evolved yet
again in 2002, and in 2003 added Geek Squads to help customers
baffled by technology.?®

We found little evidence that Circuit City senior leaders took
seriously the threat from Best Buy until the late 1990s. Yet if
Circuit City had invested as much creative energy into making
its superstore business a superior alternative to Best Buy and had
captured half of Best Buy’s growth from 1997 (when the compa-
nies had the same revenues) to 2006, Circuit City would have
grown to nearly twice the revenues it actually achieved dur-
ing that period.”” But instead, Best Buy eclipsed Circuit City by
more than 2.5 times, in both revenues and profit per employee.
Every dollar invested in Best Buy in 1995 and held to 2006
outperformed a dollar invested in Circuit City by four times.*
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To disrespect the potential remaining in your primary flywheel—
or worse, 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. And 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.

If you're struggling with the tension between continuing
your commitment to what made you successful and living in
fear about what comes next, ask yourself two questions:

1. Does your primary flywheel face inevitable demise
within the next five to ten years due to forces outside
your control—will it become impossible for it to remain
best in the world with a robust economic engine?

2. Have you lost passion for your primary flywheel?

If you answer no to both these questions, then continue to push
your primary flywheel with as much imagination and fanatical
intensity as you did when you first began. (Of course, you also
need to continually experiment with new ideas, both as a mech-
anism to stimulate progress and as a hedge against an uncertain
future.)

This does not mean static, unimaginative replication. Quite
the opposite: it means never-ending creative renewal, just as

Best Buy moved from Concept I to Concept II to Concept IIl and
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beyond. It’s like being an artist. Picasso didn’t renew himself by
abandoning painting and sculpture to become a novelist or a
banker; he painted his entire life yet progressed through distinct
creative phases—from his Blue Period to cubism to surrealism—
within his primary activity. Beethoven didn’t “reinvent” himself
by abandoning music for poetry or painting; he remained first
and foremost a composer. But neither did he just write the Third
Symphony nine times.

CONFUSING WHAT AND WHY

Like an artist who pursues both enduring excellence and shock-
ing creativity, great companies foster a productive tension be-
tween continuity and change. On the one hand, they adhere to
the principles that produced success in the first place, yet on the
other hand, they continually evolve, modifying their approach
with creative improvements and intelligent adaptation. Best
Buy understood this idea better than Circuit City, when it kept
morphing its superstores yet did so in a manner consistent with
the primary insight that produced success in the first place
(customers really like having lots of name-brand stuffin an easy-
to-navigate, low-price, and friendly environment). When insti-
tutions fail to distinguish between current practices and the
enduring principles of their success, and mistakenly fossilize
around their practices, they’ve set themselves up for decline.
When George Hartford lay on his deathbed in 1957, he sum-
moned his longtime loyal aide, Ralph Burger, and pleaded as his
dying wish, “Take care of the organization.”* The Hartford
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brothers (Mr. John and Mr. George) dedicated their lives to
building the Great Atlantic & Pacific Tea Company (A&P) after
taking it over from their father. Burger, himself nearly seventy
years old, spent decades as a chief confidant and pursued his
solemn oath to preserve and protect the Hartford legacy with
fundamentalist zeal. He clothed himself in the authority of the
Hartford brothers, and not just figuratively; according to Wil-
liam Walsh’s account The Rise and Decline of The Great Atlantic &
Pacific Tea Company, Burger took to wearing Mr. John’s actual
clothes, saying, “John would not have wanted those famous grey
suits to go to waste.”*? Insulated by A&P’s comfortable position
as the largest retailing organization in the world, Burger be-
lieved that “taking care of the organization” meant preserving
its specific practices and methods; as late as 1973, Mr. John’s
office remained exactly as it had been two decades earlier, right
down to the same coat hangers hanging in the same place in the
closet.”

During the Burger era, A&P’s arrogant stance that “we will
continue to keep things just the way they are and we will
continue to be successful because—well, we're A&P!” left it vul-
nerable to new store formats developed by companies like
Kroger. Burger failed to ask the fundamental question, Why was
A&P successful in the first place? Not the specific practices and
strategies that worked in the past, but the fundamental reasons
for success. It retained its aging Depression-generation custom-
ers but became utterly irrelevant to a new generation. As one
industry observer quipped, “Like the undertaker, A&P could
have said every time a hearse went by, “There goes another

customer.” ”3*
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The point here is not as simple as “they failed because they
didn’t change.” As we'll see in the later stages of decline, com-
panies that change constantly but without any consistent ratio-
nale will collapse just as surely as those that change not at all.
There's nothing inherently wrong with adhering to specific prac-
tices and strategies (indeed, we see tremendous consistency
over time in great companies), but only if you comprehend the
underlying why behind those practices, and thereby see when to
keep them and when to change them.

Now you might be wondering, “How do you know if you're
right about the underlying causes of your success?” The best
leaders we've studied never presume that they’ve reached ulti-
mate understanding of all the factors that brought them success.
For one thing, they retain a somewhat irrational fear that per-
haps their success stems in large part from luck or fortuitous

circumstance. Compare the downside of two approaches:

APPROACH 1: Suppose you discount your own success (“We might
have been just really lucky or were in the right place at the right
time or have been living off momentum or have been operating
without serious competition”) and thereby worry incessantly
about how to make yourself stronger and better positioned
for the day your good luck runs out. What's the downside if
you're wrong? Minimal; if you're wrong, you'll just be that much
stronger by virtue of your disciplined approach.

APPROACH 2: Suppose you attribute success to your own superior

qualities (“We deserve success because we’re so good, so smart,
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so innovative, so amazing”). What’s the downside if youre
wrong? Significant; if you're wrong, you just might find yourself
surprised and unprepared when you wake up to discover your
vulnerabilities too late.

Like inquisitive scientists, the best corporate leaders we've
researched remain students of their work, relentlessly asking
questions—why, why, why?—and have an incurable compul-
sion to vacuum the brains of people they meet. To be a knowing
person (“I already know everything about why this works, and
let me tell you”) differs fundamentally from being a learning
person. The “knowing people” can set companigs on the path to
decline in two ways. First, they can become dogmatic about
their specific practices (“We know we're successful because we
do these specific things, and we see no reason to question them”)
as we saw with A&P. Second, they can overreach, moving into
sectors or growing to a scale at which the original success fac-
tors no longer apply (“We've been so successful that we can
really go for the big bet, the huge growth, the gigantic leap to
exciting new adventures”), as we’ll see in the following contrast
between two companies, one that became the largest company
in America and the other, its competitor, that died.

In the late 1950s, a small, unknown company had a Very Big
Idea: “to bring discount retailing to rural and small town
areas.”* It became one of the first companies to bet its future on
this concept, and it built a substantial early lead by adopting
everyday low prices for everything, not just specific lure-the-
customer items.* Its visionary leader created an ethos of part-
nership with his people, engineered sophisticated information

systems, and cultivated a performance-driven culture, with
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store managers reviewing weekly scorecards at 5 a.m. every
Monday morning. Not only did the company decimate Main
Street stores in small towns, but it also learned how to beat
its primary competitor, Kmart, in head-to-head competition.”
Every dollar invested in its stock at the start of 1970 and held
through 1985 grew more than six thousand percent.*®

So, now, what is the company?

If you answered Wal-Mart, good guess. But wrong.

The answer is Ames Department Stores.

Ames began in 1958 with the same idea that eventually made
Wal-Mart famous and did so four years before Sam Walton
opened his first Wal-Mart store.”® Over the next two decades,
both companies built seemingly unstoppable momentum, Wal-
Mart growing in the mid-South and Ames in the Northeast.
From 1973 to 1986, Ames’s and Wal-Mart’s stock performances
roughly tracked each other, with both companies generating
returns over nine times the market.*’

So where is Ames at the time of this writing, in 2008?

Dead. Gone. Never to be heard from again. Wal-Mart is alive
and well, #1 on the Fortune 500 with $379 billion in annual
revenues.

What happened? What distinguished Wal-Mart from Ames?

A big part of the answer lies in Walton’s deep humility and
learning orientation. In the late 1980s, a group of Brazilian in-
vestors bought a discount retail chain in South America. After
purchasing the company, they figured they’d better learn more
about discount retailing, so they sent off letters to about ten
CEOs of American retailing companies, asking for a meeting
to learn about how to run the new company better. All the
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CEO:s either declined or neglected to respond, except one: Sam
Walton.*

When the Brazilians deplaned at Bentonville, Arkansas, a
kindly, white-haired gentleman approached them, inquiring,
“Can [ help you?”

“Yes, we're looking for Sam Walton.”

“That’s me,” said the man. He led them to his pickup truck,
and the Brazilians piled in alongside Sam’s dog, Ol’ Roy.

Over the next few days, Walton barraged the Brazilians with
question after question about their country, retailing in Latin
America, and so on, often while standing at the kitchen sink
washing and drying dishes after dinner. Finally, the Brazilians
realized, Walton—the founder of what may well become the
world’s first trillion-dollar-per-year corporation—sought first
and foremost to learn from them, not the other way around.

Wal-Mart’s success worried Walton. He fretted over how to
instill his sense of purpose and humble inquisitiveness into the
company beyond his own lifetime, as Wal-Mart grew to hun-
dreds of billions of dollars of annual revenue. Part of his answer
for how to stave off hubris came in handing the company to an
equally inquisitive, self-deprecating CEO, the quiet and low-
profile David Glass. Most people outside retailing do not recog-
nize the name David Glass, which is exactly how Glass would
want it. He learned from Walton that Wal-Mart does not exist
for the aggrandizement of its leaders; it exists for its customers.
Glass fervently believed in Wal-Mart’s core purpose (to enable
people of average means to buy more of the same things previ-
ously available only to wealthier people) and in the need to stay
true to that purpose. And like Walton, he relentlessly sought
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better ways for Wal-Mart to pursue its purpose. He kept hiring
great people, building the culture, and expanding into new
arenas (from groceries to electronics) while adhering to the
principles that made Wal-Mart great in the first place.

Quite a contrast to Ames. Whereas Walton engineered a
smooth transition of power to a homegrown insider who deeply
understood the drivers of Wal-Mart’s success and exemplified
the cultural DNA right down to his tippy toes, Ames’s CEO
Herb Gilman brought in an outsider as his successor, a visionary
leader who boldly redefined the company.”” While Wal-Mart
maintained its near-religious fanaticism about its core values,
purpose, and culture, Ames did the opposite in its quest for
quick growth, catapulting itself right into Stage 2, Undisciplined

Pursuit of More, to which we will turn next.
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MARKERS FOR STAGE 1

At the end of each of the first four stages, I'll summarize the
stage with a series of markers. Not every marker shows up in
every case of decline, and the presence of a marker does not
necessarily mean that you have a disease, but it does indicate
an increased possibility that you're in that stage of decline. You
can use these markers as a self-diagnostic checklist. Some
of the markers listed have little or no text dedicated to them in
the preceding pages, for the simple reason that they're highly
self-explanatory.

® SUCCESS ENTITLEMENT, ARROGANCE: Success is viewed as
“deserved,” rather than fortuitous, fleeting, or even hard earned
in the face of daunting odds; people begin to believe that suc-
cess will continue almost no matter what the organization
decides to do, or not to do.

® NEGLECT OF A PRIMARY FLYWHEEL: Distracted by extraneous
threats, adventures, and oppoftunities, leaders neglect a
primary flywheel, failing to renew it with the same creative
intensity that made it great in the first place.

* “WHAT" REPLACES “WHY": The rhetoric of success (“We're
successful because we do these specific things”) replaces un-
derstanding and insight (“We're successful because we under-
stand whywe do these specific things and under what conditions
they would no longer work”).

® DECLINE IN LEARNING ORIENTATION: Leaders lose the inquisi-
tiveness and learning orientation that mark those truly great
individuals who, no matter how successful they become, main-
tain a learning curve as steep as when they first began their
careers.

43
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STAGE 2:
UNDISCIPLINED
PURSUIT OF MORE

Stage 3
Denial of Risk
and Peril

Stage 4 ‘
Grasping for
Salvation

Stage 1 | Stage 5
Hubris Born Capitulation to
of Success Irrelevance or

Death

|n 1988, Ames bought Zayre department stores, with self-
proclaimed expectations to more than double the size of the
company in a single year.” You cannot doa0.2ora0.50ra0.7
acquisition. The decision is binary. You either do the acquisition
or you don’t, one or zero, no in between. And if that acquisition
turns out to be a mistake, you cannot undo the decision. Big
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mergers or acquisitions that do not fit with your core values
or that undermine your culture or that run counter to that at
which you've proven to be best in the world or that defy eco-
nomic logic—big acquisitions taken out of bravado rather than
penetrating insight and understanding—can bring you down.

In Ames’s case, the Zayre acquisition destroyed the momen-
tum built over three decades. While Wal-Mart continued to
focus first on rural and small town areas before making an evo-
lutionary migration into more urban settings, the Zayre acquisi-
tion revolutionized Ames, making it a significant urban player
overnight. And while Wal-Mart remained obsessed with offer-
ing everyday low prices on all brands all the time, Ames dra-
matically changed its strategy with Zayre, which relied on
special loss-leader promotions. Ames more than doubled its rev-
enues from 1986 to 1989, but much of its growth simply did not
fit with the strategic insight that produced Ames’s greatness in
the first place. From 1986 through 1992, Ames’s cumulative
stock returns fell 98 percent as the company plunged into bank-
ruptcy.** Ames emerged from bankruptcy, but never regained
momentum and liquidated in 2002.* Meanwhile, Wal-Mart con-
tinued its relentless march across the United States—step by
step, store by store, region by region—until it reached the North-
east and killed Ames with the very same business model that
Ames pioneered in the first place.*

OVERREACHING, NOT COMPLACENCY

We anticipated that most companies fall from greatness because
they become complacent—they fail to stimulate innovation,
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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 plau-
sible theory, with a problem: it doesn’t square with our data.
Certainly, any enterprise that becomes complacent and refuses
to change or innovate will eventually fall. But, and this is the
surprising point, the companies in our analysis showed little
evidence of complacency when they fell. Overreaching much
better explains how the once-invincible self-destruct.

Only one case showed strong evidence of complacency: A&P.
(AP followed a pattern of Hubris - Complacency = Denial -
Grasping for Salvation.) In every other case, we found tremen-
dous energy—stimulated by ambition, creativity, aggression
and/or fear—in Stage 2. (See Appendix 4.A for an evidence
table.) We even found substantial innovation during this stage,
which eliminated the hypothesis that the fall of a great company
is necessarily preceded by a decline in innovation. In only three
of eleven cases did we find significant evidence that the com-
pany failed to innovate during the early stages of decline (A&P,
Scott Paper, and Zenith). Motorola increased its number of pat-
ents from 613 to 1,016 from 1991 to 1995, and stated about its
patent productivity, “We rank No. 3 in the United States.”*
Merck patented 1,933 new compounds from 1996 to 2002 (the
best performance in the industry, 400 ahead of second place) yet
was already in the stages of decline.*® In 1999, HP launched its
“Invent” campaign and nearly doubled patent applications in
two years, just as it spiraled into Stage 4 decline.”

And then there’s the terrifying demise of Rubbermaid. In the
early 1990s, two Rubbermaid executives visited the antiquities
section of the British Museum. The ancient Egyptians “used a
lot of kitchen utensils, some of which were very nice,” said one
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of the executives in a Fortune magazine feature, designs so nice
that he came away from the museum with eleven ideas for new
products. “The Egyptians had some really neat ideas for food
storage,” echoed the other. “They had clever little levers that
made it easy to take the lids off wooden vessels.” *°

Eleven ideas from one visit to the British Museum might
sound like a lot, but not when you consider that Rubbermaid
aimed to introduce at least one new product per day, seven days
a week, 365 days per year, while entering a new product cate-
gory every twelve to eighteen months.”* “Our vision is to grow,”
proclaimed Rubbermaid’s CEO in a 1994 statement that out-
lined goals for “leap growth.” Growth would come from doing
lots of new stuff, all at the same time—new markets, new acqui-
sitions, new geographies, new technologies, new joint ventures,
and above all, hundreds of new product innovations per year.
“Exhibit A in the case for innovation,” wrote Fortune about Rub-
bermaid’s climb to become the #1 “Most Admired Company”
in America, more innovative than 3M, more innovative than
Apple, more innovative than Intel.”

Choking on nearly one thousand new products introduced in
three years, hammered on one side by raw materials costs that
nearly doubled in eighteen months, and pressed on the other
side by its ambitious growth targets, Rubbermaid began to fray
at the edges, failing at basic mechanics like controlling costs and
filling orders on time.”> From 1994 to 1998, Rubbermaid raced
through the stages of decline so rapidly that it should terrify
anyone who has enjoyed a burst of success. In the fourth quarter
of 1995, Rubbermaid reported its first loss in decades. The com-
pany eliminated nearly six thousand product variations, closed
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nine plants, and wiped out 1,170 jobs. It also made one of the
largest acquisitions in its history, recast incentive compensation,
and initiated a radical marketing bet on the Internet as “a renais-
sance tool.””* Yet Rubbermaid continued to sputter, embarked
on a second major restructuring in a little over two years, and
on October 21, 1998, sold out to Newell Corporation, forfeit-
ing forever the chance to come back as a great company.”
As Rubbermaid realized too late, innovation can fuel growth,
but frenetic innovation—growth that erodes consistent tactical
excellence—can just as easily send a company cascading through
the stages of decline.

This provokes a question: Why do we instinctively point to
complacency and lack of innovation as a dominant pattern of
decline, despite evidence to the contrary? I can offer two an-
swers. First, those who build great companies have drive and
passion and intensity and an incurable itch for progress some-
where in their DNA to begin with; if we studied companies that
never excelled, those that fell from so-so to bad, we might see a
different pattern. Second, perhaps people want to attribute the
fall of others to a character flaw they don’t see in themselves
rather than face the frightening possibility that they might be
just as vulnerable. “They fell because they became lazy and self-
satisfied, but since I work incredibly hard and I'm willing to
change and innovate and lead with passion, well, then I don't
have that character flaw. I'm immune. It can’t happen to me!”
But of course, catastrophic decline can be brought about
by driven, intense, hard-working, and creative people. It’s hard
to argue that the primary cause of the Wall Street meltdowns
of 2008 lay in a lack of drive or ambition; if anything, people
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went too far—too much risk, too much leverage, too much
financial innovation, too much aggressive opportunism, too
much growth.

OBSESSED WITH GROWTH

In his 1995 annual letter to shareholders, Merck’s chairman and
CEO Ray Gilmartin delineated the company’s #1 business ob-
jective: being a top-tier growth company. Not profitability, not
breakthrough drugs, not scientific excellence, not research-
driven R&D, not productivity (although Gilmartin did highlight
these as essential elements of Merck’s strategy), but one overrid-
ing business objective: growth. Merck’s drive for growth re-
mained remarkably consistent for the next seven years. The
opening line of the chairman’s letter in the 2000 annual report
stated simply, “As a company, Merck is totally focused on
growth.”

Merck’s public commitments to achieve audacious growth
seemed odd, given the facts. Five Merck drugs with annual rev-
enues of nearly $5 billion would lose their U.S. patent protection
in the early 2000s.’® Generic copycat drugs, an increasing force
in the pharmaceutical industry, would curtail Merck’s pricing
power, wiping out billions in profitable sales. Moreover, Gilmar-
tin faced a significantly larger revenue base upon which to
achieve growth than his predecessor, Roy Vagelos. It’s one thing
to develop enough new drugs to deliver growth on a base of ap-
proximately $5 billion, as Vagelos did in the late 1980s, but en-
tirely another to develop enough new drugs to fuel the same or
faster growth on a base of more than $25 billion, as Gilmartin
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faced in the late 1990s. And for a company like Merck that relied
primarily upon scientific discovery, growth would be increas-
ingly difficult to attain; according to a Harvard Business School
case study, the probabilities of any new molecule creating a prof-
itable return were about 1 in 15,000.7

“But if Gilmartin is worried,” wrote Business Week in 1998,
“he doesn’t show it.”** And why would Merck feel so confident
about its prospects? The second paragraph of the chairman’s
message in the 1998 annual report reveals part of the answer:
Vioxx.”” In 1999, Merck received FDA approval and launched
Vioxx, touting it as a potentially huge blockbuster, emblazoning
the front cover of its annual report with “Vioxx: Our biggest,
fastest and best launch ever.” ®°

In March 2000, preliminary results of a study of more than
eight thousand rheumatoid arthritis patients demonstrated
Vioxx’s powerful advantage: a painkiller with fewer gastrointes-
tinal side effects than the painkiller naproxen. But the study also
raised troubling, albeit inconclusive, questions about Vioxx’s
safety, indicating that those taking naproxen had lower rates of
“cardiovascular thrombotic events” (in lay terms, heart attacks
and strokes) than the Vioxx group.® Since the study was de-
signed without a placebo-taking control group, the results could
be interpreted a number of ways: naproxen lowers cardiovascu-
lar risk, Vioxx increases cardiovascular risk, or some combina-
tion of the two. Naproxen, like aspirin, has what scientists call
“cardioprotective” effects, and Merck concluded that the differ-
ence in the frequency of cardiovascular events was “most likely
due to the effects of naproxen.” 2

By 2002, Vioxx sales had climbed to $2.5 billion, and by 2004

it had generated more than one hundred million prescriptions in
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the United States, including one for Gilmartin’s wife.® Mean-
while, outside critics continued to raise questions about Vioxx.**
Merck countered with interim findings from studies involving
twenty-eight thousand patients that did not show higher rates of
cardiovascular risk for those taking Vioxx.*

Then in mid-September 2004, the safety monitors for the
Vioxx study of colon-polyp prevention received Federal Express
deliveries containing alarming data. According to Brooke Mas-
ters and Marc Kaufman, who covered the story for the Washing-
ton Post, the safety-monitor team pored over the data for several
days and couldn'’t escape a frightening conclusion, later summa-
rized in Merck’s annual report: “there was an increased relative
risk for confirmed cardiovascular events, such as heart attack
and stroke, beginning after 18 months of treatment in the pa-
tients taking Vioxx compared to those taking placebo.” % The
study’s steering committee halted the trials, sending shock
waves throughout Merck.”” “It was totally out of the blue,” Gil-
martin told the Boston Globe when he learned of the steering
committee’s conclusion. “I was stunned.”®® To his credit, Gil-
martin made a decision, clear and unequivocal; on September
30, within a week of when he learned of the new data, Merck
voluntarily removed Vioxx from the market. Merck’s stock
dropped from $45 to $33, chopping off more than $25 billion
in market capitalization in one day, and shareholders lost
another $15 billion as its stock dropped below $26 in early
November—8$40 billion in market valuation gone in six weeks.”

The final perspective on Vioxx—of the courts, of the market-
place, of investors, of the medical and scientific community, of
the general public—continues to evolve as I write these words.
My point here is not to argue that Merck leaders were villains
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seeking profits at the expense of patient lives or, conversely, that
they were heroes who courageously removed a hugely profit-
able product without anyone requiring that they do so. Nor is
my point that Merck made a mistake by pursuing a blockbuster;
Merck has pursued blockbusters for decades, often with great
success and benefit to patients. My point, rather, is that Merck
committed itself to attaining such huge growth that Vioxx had
to be a blockbuster, which, in turn, positioned the company for
a gigantic fall if Vioxx failed to live up to its promise.

If Merck had underpromised and overdelivered as a consistent
practice, we might not be writing about Merck’s spectacular
tumble. But that's the problem; hubris cah lead to making bras‘h”
commitments for more and more and more. And then one day,
just when you've elevated expectations too far, you fall. Hard.

Merck’s quest for growth subtly diluted the power of Merck’s
purpose-driven philosophy that made the company great in the
first place. In 1950, George Merck II articulated a visionary busi-
ness purpose: “We try never to forget that medicine is for the
people. It is not for the profits. The profits follow, and if we have
remembered that, they have never failed to appear.””® It’s not
that Merck abandoned this core purpose (indeed, Gilmartin
drew inspiration from it when he removed Vioxx from the
market), so much as it appears to have been relegated to more
of a background role, a constraint on growth rather than the
company'’s fundamental driving force.
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All three companies from Built to Last that fell in this
analysis—Merck, Motorola, and HP—pursued outsized growth
to their detriment. Their founders had built their companies
upon noble purposes far beyond just making money. George
Merck II passionately sought to preserve and improve human
life. Paul Galvin obsessed over the idea of continuous renewal
through unleashing human creativity. Bill Hewlett and David
Packard believed that HP existed to make technical contribu-
tions, with profit serving as only a means and measure of achiev-
ing that purpose. George Merck II, Paul Galvin, Bill Hewlett,
and David Packard—they viewed expanding and increasing
scale not as the end goal, but as a residual result, an inevitable
outcome, of pursuing their core purpose. Later generations
forgot this lesson. Indeed, they inverted it.

Public corporations face incessant pressure from the capital
markets to grow as fast as possible, and we cannot deny this fact.
But even so, we've found in all our research that those who re-
sisted the pressures to succumb to unsustainable short-term
growth delivered better long-term results by Wall Street’s own
definition of success, namely cumulative returns to investors.
Those who built the great companies in our research distin-
guished between share value and share price, between sharehold-
ers and shareflippers, and recognized that their responsibility lay
in building shareholder value, not in maximizing shareflipper
price. The greatest leaders do seek growth—growth in perfor-
mance, growth in distinctive impact, growth in creativity,
growth in people—but they do not succumb to growth that un-
dermines long-term value. And they certainly do not confuse
growth with excellence. Big does not equal great, and great does
not equal big.
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BREAKING PACKARD’S LAW

To be clear, the problems of Stage 2 stem not from growth per
se, but from the undisciplined pursuit of more. While the Merck
story highlights the perils of growth obsession, we can see Stage
2 behavior in any number of other forms. Discontinuous leaps
into arenas for which you have no burning passion is undisci-
plined. Taking action inconsistent with your core values is un-
disciplined. Investing heavily in new arenas where you cannot
attain distinctive capability, better than your competitors, is un-
disciplined. Launching headlong into activities that do not fit
with your economic or resource engine is undisciplined. Addic-
tion to scale is undisciplined. To neglect your core business
while you leap after exciting new adventures is undisciplined.
To use the organization primarily as a vehicle to increase your
own personal success—more wealth, more fame, more power—
at the expense of its long-term success is undisciplined. To com-
promise your values or lose sight of your core purpose in pursuit
of growth and expansion is undisciplined.

One of the most damaging manifestations of Stage 2 comes
in breaking “Packard’s Law.” (We named this law after David
Packard, cofounder of HP, inspired by his insight that a great
company is more likely to die of indigestion from too much op-
portunity than starvation from too little.”” Ironically, as we’ll
see when we get to Stage 4, HP itself later broke Packard’s Law.)
Packard’s Law 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.
Though we have discussed Packard’s Law in our previous work,
as we looked through the lens of decline we gained a more pro-



56 JIM COLLINS

found understanding: if a great company consistently grows
revenues faster than its ability to get enough of the right people
to implement that growth, it will not simply stagnate; it will
fall.

Any exceptional enterprise depends first and foremost upon
having self-managed and self-motivated people—the #1 ingre-
dient for a culture of discipline. While you might think that
such a culture would be characterized by rules, rigidity, and bu-
reaucracy, I'm suggesting quite the opposite. 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!
(For a brief discussion of the right people for key seats, see
Appendix 5.)

But a Stage 2 company can fall into a vicious spiral. You break
Packard’s Law and begin to fill key seats with the wrong people;
to compensate for the wrong people’s inadequacies, you insti-
tute bureaucratic procedures; this, in turn, drives away the right
people (because they chafe under the bureaucracy or cannot tol-
erate working with less competent people or both); this then
invites more bureaucracy to compensate for having more of the
wrong people, which then drives away more of the right people;
and a culture of bureaucratic mediocrity gradually replaces a
culture of disciplined excellence. When bureaucratic rules erode
an ethic of freedom and responsibility within a framework of
core values and demanding standards, you've become infected
with the disease of mediocrity.
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If | 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. 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. Every person
in a key seat should be able to respond to the question “What do
you do?” not with a job title, but with a statement of personal
responsibility. “I'm the one person ultimately responsible for x
and y. When I look to the left, to the right, in front, in back,
there is no one ultimately responsible but me. And I accept that
responsibility.” When executive teams visit our research labo-
ratory, I sometimes begin by challenging them to introduce
themselves not by using their titles, but by articulating their re-
sponsibilities. Some find this to be easy, but those who have lost
(or not yet built) a culture of discipline find this question to be
terribly difficult.

As Bank of America rose to greatness, the responsibility for
sound loan decisions lay squarely on the shoulders of loan man-
agers distributed across California; the loan manager in Modesto
or Stockton or Anaheim had nowhere to look but in the mirror



58 JIM COLLINS

to assign responsibility for the quality of his or her loan portfo-
lio. As Bank of America began to fall, however, a complex layer-
ing of about one hundred loan committees and as many as
fifteen required signatures subverted the concept of responsibil-
ity. Who is the one person responsible for a loan decision? If I've
put the loan request through a dozen committees and obtained
fifteen signatures, then it can’t possibly be my fault if it turns out
to be a bad loan. Someone else—the system!—is responsible.
Mediocre loan officers could hide behind the bureaucracy, while
self-disciplined officers found themselves increasingly frustrated
by a system designed to compensate for incompetent colleagues.
“One of the great tragedies of this company,” commented a
Bank of America executive at the time, “is that it lost a lot of
good young people because we weren't a meritocracy.””?

Throughout our research studies, we found that dramatic
leaps in performance came when an executive team of excep-
tional leaders coalesced and made a series of outstanding, su-
premely well-executed decisions. Whether a company sustains
exceptional performance depends first and foremost on whether
it continues to have the right people in power, which brings us
to the last point in this stage.

PROBLEMATIC SUCCESSION OF POWER

On March 15, 44 BC, Gaius Julius Caesar bled to death in
Pompeii’s Theatre of Rome, punctured by twenty-three stab
wounds. In his will, Caesar had adopted and named as his heir
his grandnephew, Octavian. Only eighteen years old at the time,
Octavian first appeared to be a marginal player compared to
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Caesar’s longtime allies Mark Antony and Cleopatra (the mother
of Caesar’s biological son), and of little threat to Caesar’s ene-
mies. But Octavian proved a shrewd student of power, assem-
bling legions of Julius Caesar’s loyal soldiers into a private army
and demolishing Caesar’s enemies in 42 BC before facing off
against Antony and Cleopatra. Meanwhile, Octavian legiti-
mized his power in the eyes of the Senate, deftly refusing honors
that might have appeared contrary to Roman tradition and
accepting only powers—often with feigned protestations—
granted by the Senate. Step by step over the course of two
decades, Octavian transformed himself into the first emperor of
Rome, known to history as Augustus. He ruled the Empire for
more than four decades.

In his wonderful course “Emperors of Rome,” Professor Gar-
rett G. Fagan shows Augustus to be one of the most effective
statesmen in history. He unified Rome, eliminating the civil
wars that had ripped apart the Republic.” He redesigned the
system of government, brought peace, expanded the Empire,
and increased prosperity. He avoided ostentation, living in a
relatively modest house, and displayed a peculiar genius for po-
litical maneuvering, achieving objectives largely by making
“suggestions” rather than invoking formal legal or military
power.

But Augustus failed to solve a chronic problem that signifi-
cantly hurt the Empire over the subsequent centuries: succes-
sion. After Augustus, Rome ping-ponged between competent
leaders and despotic, even semi-deranged, titans like Caligula
and Nero. And while the fall of the Roman Empire cannot be
explained entirely by problematic successions of power, Augus-
tus failed to create effective mechanisms that would produce
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