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(p.17)  You can accomplish anything in life, provided that you do not mind who gets the credit. - Harry S. Truman

(Ch. 1: GOOD IS THE ENEMY OF GREAT)

(p.1)  That's what makes death so hard--unsatisfied curiosity.

-BERYL MARKHAM,   West with the Nights
Good is the enemy of great. And that is one of the key reasons why we have so little that becomes great.

We don't have great schools, principally because we have good schools. We don't have great government, principally because we have good government. Few people attain great lives, in large part because it is just so easy to settle for a good life. The vast majority of companies never become great, precisely because the vast majority become quite goodBand that is their main problem.

This point became piercingly clear to me in 1996, when I was having dinner with a group of thought leaders gathered for a discussion about organizational performance. Bill Meehan, the managing director of the San Francisco office of McKinsey & Company, leaned over and casually confided, "You know, Jim, we love Built to Last around here. You and your coauthor did a very fine job on the research and writing. Unfortunately, it's useless."  Curious, I asked him to explain.

"The companies you wrote about were, for the most part, always great," he said. "They never had to turn themselves from good companies into great companies. They had parents like David Packard and George Merck, who shaped the character of greatness from early on. But what about the vast majority of companies that wake up partway through life and realize that they're good, but not great?"

I now realize that Meehan was exaggerating for effect with his "useless" comment, but his essential observation was correct--that truly great companies, for the most part, have always been great.

DATA (see Appendix 1.A - not quotes)

1.  Looked at universe of companies (1435) that had been in the Fortune 500 on the 1965, 1975, 1985, and 1995 listings

2.  Selected the 126 from these that had substantially above-average returns, using Fortune 10-year data

3.  Selected 19 from these that had the good-to-great stock return pattern

4.  Selected the final 11 who had company transitions, rather than being part of an industry transition

*  Had to have pattern of (roughly 15 years of cumulative stock returns at or below the general stock market, punctuated by a transition point, then cumulative returns at least three times the market over the next 15 years

Company
CEO
Results
Period

(x market)*
(T to T+15)

Abbott (pharmaceuticals)
George Cain
3.98
1974-1989

Circuit City
Alan Wurtzel
18.50
1982-1997

Fannie Mae
David Maxwell
7.56
1984-1999

Gillette
Colman Mockler
7.39
1980-1995

Kimberly-Clark (paper prods)
Darwin Smith
3.42
1972-1987

Kroger (grocery stores)
Jim Herring
4.17
1973-1988

Nucor (steel)
Ken Iverson, Lyle Everingham
5.16
1975-1990

Philip Morris
Joe Collman
7.06
1964-1979

Pitney Bowes (office machines)
Fred Allen
7.16
1973-1988

Walgreens
Cork Walgreen
7.34
1974-1990

Wells Fargo
Carl Reichardt
3.99
1983-1998

  Average

6.9

General comparisons:
GE

2.8
1985-2000

3M, Boeing, Coca-Cola, GE, HP, Intel, Johnson & Johnson, Merck, Motorola, Pepsi, Procter & Gamble, Wal-Mart, Disney average

2.5
1985-2000

Direct Comparison Companies:
Upjohn (for Abbott)

Silo  (for Circuit City)

Great Western Financial Corp.  (for Fannie Mae)

Warner-Lambert  (for Gillette)

Scott Paper  (for Kimberly-Clark)

A&P (for Kroger)

Bethlehem Steel  (for Nucor)

R. J. Reynolds  (for Philip Morris)

Addressograph-Multigraph  (for Pitney Bowes)

Eckerd  (for Walgreens)

Bank of America  (for Wells Fargo)

Unsustained Comparisons:
# rise yrs.
Results during
Results ff

rise (x market)*
10 yrs *

Burroughs
10.1
13.8
0.21

Chrysler
 5.67
10.5
0.69

Harris
 6.42
 6.6
0.16

Hasbro
 6.33
35.0
0.63

Rubbermaid
10.8
 7.0
0.31

Teledyne
 9.42
18.0
0.22

  Median
 7.92
12.1
0.26

  Average
 8.125
15.1
0.37

  Avg of 11 G-to-G companies, same period
4.9
2.02

        * results expressed as ratio of cumulative stock returns of company to market
SOME SURPRISING THINGS THEY DID NOT SEE (p.10-11)

*  Larger-than-life, celebrity leaders who ride in from the outside are negatively correlated with taking a company from good to great. Ten of eleven good-to-great CEOs came from inside the company, whereas the comparison companies tried outside CEOs six times more often.

*  We found no systematic pattern linking specific forms of executive compensation to the process of going from good to great. The idea that the structure of executive compensation is a key driver in corporate performance is simply not supported by the data.

*  Strategy per se did not separate the good-to-great companies from the comparison companies. Both sets of companies had well-defined strategies, and there is no evidence that the good-to-great companies spent more time on long-range strategic planning than the comparison companies.

*  The good-to-great companies did not focus principally on what to do to become great; they focused equally on what not to do and what to stop doing.

*  Technology and technology-driven change has virtually nothing to do with igniting a transformation from good to great. Technology can accelerate a transformation, but technology cannot cause a transformation.

*  Mergers and acquisitions play virtually no role in igniting a transformation from good to great; two big mediocrities joined together never make one great company.

*  The good-to-great companies paid scant attention to managing change, motivating people, or creating alignment. Under the right conditions, the problems of commitment, alignment, motivation, and change largely melt away.

*  The good-to-great companies had no name, tag line, launch event, or program to signify their transformations. Indeed, some reported being unaware of the magnitude of the transformation at the time; only later, in retrospect, did it become clear. Yes, they produced a truly revolutionary leap in results, but not by a revolutionary process.

*  The good-to-great companies were not, by and large, in great industries, and some were in terrible industries. In no case do we have a company that just happened to be sitting on the nose cone of a rocket when it took off. Greatness is not a function of circumstance. Greatness, it turns out, is largely a matter of conscious choice.

LEVEL 5 LEADERSHIP

(p.20) Level 1 = highly capable individual:  makes productive contributions through talent, knowledge, skills, and good work habits

Level 2 = Contributing team member:  contributes individual capabilities to the achievement of group objectives and works effectively with others in a group setting

Level 3 = Competent manager:  organizing people and resources toward the effective and efficient pursuit of pre-determined objectives

Level 4 = Effective leader:  Catalyzes commitment to and vigorous pursuit of a clear and compelling vision, stimulating higher performance standards

Level 5 Executive:  Builds enduring greatness through a paradoxical blend of personal humility and professional will

(p.27)  Those who worked with the good-to-great leaders used words such as quiet, humble, modest, reserved, shy, gracious, mild-mannered, self-effacing, understated, did not believe his own clippings, etc.  [compelling modesty]  ...in contrast to Al Dunlap, Lee Iacocca

     However, they also had Unwavering resolve - to do what must be done

(p.36 Summary of the Two Sides of Level 5 Leadership)

  Professional Will
Personal Humility
Creates superb results, a clear catalyst in the
Demonstrates a compelling modesty, shunning

transition from good to great.
public adulation; never boastful.

Demonstrates an unwavering resolve to do
Acts with quiet, calm determination; relies

whatever must be done to produce the best
principally on inspired standards, not inspiring

long-term results, no matter how difficult.
charisma, to motivate.

Sets the standard of building an enduring great
Channels ambition into the company, not the self;

company; will settle for nothing less.
set up successors for even greater success in the

next generation.

Looks in the mirror, not out the window, to
Looks out the window, not in the mirror, to

apportion responsibility for poor results, never
apportion credit for the success of the company -

blaming other people, external factors or bad luck.
to other people, external factors, & good luck.

(p.39-40, summary of ch. 2: Level 5 Leadership)

*  Every good-to-great company had Level 5 leadership during the pivotal transition years.

*  "Level 5" refers to a five-level hierarchy of executive capabilities, with Level 5 at the top. Level 5 leaders embody a paradoxical mix of personal humility and professional will. They are ambitious, to be sure, but ambitious first and foremost for the company, not themselves.
***

*  Level 5 leaders set up their successors for even greater success in the next generation, whereas egocentric Level 4 leaders often set up their successors for failure.
***

*  Level 5 leaders display a compelling modesty, are self-effacing and understated. In contrast, two-thirds of the comparison companies had leaders with gargantuan personal egos that contributed to the demise or continued mediocrity of the company.

*  Level 5 leaders are fanatically driven, infected, with an incurable need to produce sustained results. They are resolved to do whatever it takes to make the company great, no matter how big or hard the decisions.

*  Level 5 leaders display a workmanlike diligenceBmore plow horse than show horse.

*  Level 5 leaders look out the window to attribute success to factors other than themselves. When things go poorly, however, they look in the mirror and blame themselves, taking full responsibility. The comparison CEOs often did just the oppositeBthey looked in the mirror to take credit for success, but out the window to assign blame for disappointing results.

*  One of the most damaging trends in recent history is the tendency (especially by boards of directors) to select dazzling, celebrity leaders and to de-select potential Level 5 leaders.

*  I believe that potential Level 5 leaders exist all around us, if we just know what to look for, and that many people have the potential to evolve into Level 5.

*  Larger-than-life, celebrity leaders who ride in from the outside are negatively correlated with going from good to great. Ten of eleven good-to-great CEOs carne from inside the company, whereas the comparison companies tried outside CEOs six times more often.

*  Level 5 leaders attribute much of their success to good luck, rather than personal greatness.

*  We were not looking for Level 5 leadership in our research, or anything like it, but the data was (sic) overwhelming and convincing. It is an empirical, not an ideological, finding.

(p.63-64, summary of Ch. 3: First Who ...Then What)

*  The good-to-great leaders began the transformation by first getting the right people on the bus (and the wrong people off the bus) and then figured out where to drive it.

*  The key point of this chapter is not just the idea of getting the right people on the team. The key point is that "who" questions come before "what" decisionsBbefore vision, before strategy, before organization structure, before tactics. First who, then whatBas a rigorous discipline, consistently applied.

*  The comparison companies frequently followed the "genius with a thousand helpers" modelBa genius leader who sets a vision and then enlists a crew of highly capable "helpers" to make the vision happen. This model fails when the genius departs.

*  The good-to-great leaders were rigorous, not ruthless, in people decisions. They did not rely on layoffs and restructuring as a primary strategy for improving performance. The comparison companies used layoffs to a much greater extent.

*  We uncovered three practical disciplines for being rigorous in people decisions:

1. When in doubt, don't hireBkeep looking. (Corollary: A company should limit its growth based on its ability to attract enough of the right people.)

2.  When you know you need to make a people change, act. (Corollarv: First be sure you don't simply have someone in the wrong seat.)

3.  Put your best people on your biggest opportunities, not your biggest problems. (Corollary: If you sell off your problems, don't sell off your best people.)

*  Good-to-great manager teams consist of people who debate vigorously in search of the best answers, yet who unify behind decisions, regardless of parochial interests.

*  We found no systematic pattern linking executive compensation to the shift from good to great. The purpose of compensation is not to "motivate" the right behaviors from the wrong people, but to get and keep the right people in the first place.

*  The old adage "People are your most important asset" is wrong. People are not your most important asset. The right people are.

*  Whether someone is the "right person" has more to do with character traits and innate capabilities than with specific knowledge, background, or skills.

(p.88-89, summary of ch. 4:  Confront the Brutal Facts (Yet Never Lose Faith)

*  All good-to-great companies began the process of finding a path to greatness by confronting the brutal facts of their current reality.

*  When you start with an honest and diligent effort to determine the truth of your situation, the right decisions often become self-evident. It is impossible to make good decisions without infusing the entire process with an honest confrontation of the brutal facts.
***

*  A primary task in taking a company from good to great is to create a culture wherein people have a tremendous opportunity to be heard and, ultimately, for the truth to be heard.
***

*  Creating a climate where the truth is heard involves four basic practices:

1. Lead with questions, not answers.

2. Engage in dialogue and debate, not coercion.

3. Conduct autopsies, without blame.

4.  Build red flag mechanisms that turn information into information that cannot be ignored.

*  The good-to-great companies faced just as much adversity as the comparison companies, but responded to that adversity differently. They hit the realities of their situation head-on. As a result, they emerged from adversity even stronger.

*  A key psychology for leading from good to great is the Stockdale Paradox: Retain absolute faith that you can and will prevail in the end, regardless of the difficulties, AND at the same time confront the most brutal facts of your current reality, whatever they might be.

*   Charisma can be as much a liability as an asset, as the strength of your leadership personality can deter people from bringing you the brutal facts.

*  Leadership does not begin just with vision. It begins with getting people to confront the brutal facts and to act on the implications.

*  Spending time and energy trying to Amotivate" people is a  waste of effort. The real question is not, AHow do we motivate our People?@  If you have the right people, they will be self-motivated. The key is to not de-motivate them. One of the primary ways to de-motivate people is to ignore the brutal facts of reality.

CH. 5: THE HEDGEHOG CONCEPT (Simplicity within the Three Circles)

(p. 90)  Are you a hedgehog or a fox?

In his famous essay "The Hedgehog and the Fox," Isaiah Berlin (1993) divided the world into hedgehogs and foxes, based upon an ancient Greek parable: "The fox knows many things, but the hedgehog knows one big thing.@  The fox is a cunning creature, able to devise a myriad of complex strategies for sneak attacks upon the hedgehog. Day in and day out, the fox circles around the hedgehog's den, waiting for the perfect moment to pounce. Fast, sleek, beautiful, fleet of foot, and craftyBthe fox looks like the sure winner. The hedgehog, on the other hand, is a dowdier creature, looking like a genetic mix-up between a porcupine and a small armadillo. He waddles along, going about his simple day, searching for lunch and taking care of his home.

The fox waits in cunning silence at the juncture in the trail. The hedgehog, minding his own business, wanders right into the path of the fox.

AAha, I've got you now!@  thinks the fox. He leaps out, bounding across the ground, lightning fast. The little hedgehog, sensing danger, looks up and thinks, "Here we go again. Will he ever learn?" Rolling up into a perfect little ball, the hedgehog becomes a sphere of sharp spikes, pointing outward in all directions. The fox, bounding toward his prey, sees the hedgehog defense and calls off the attack. Retreating back to the forest, the fox begins to calculate a new line of attack. Each day, some version of this battle between the hedgehog and the fox takes place, and despite the greater cunning of the fox, the hedgehog always wins.

Berlin extrapolated from this little parable to divide people into two basic groups: foxes and hedgehogs. Foxes pursue many ends at the same time and see the world in all its complexity. They are "scattered or diffused, moving on many levels," says Berlin, never integrating their thinking into one overall concept or unifying vision. Hedgehogs, on the other hand, simplify a complex world into a single organizing idea, a basic principle or concept that unifies and guides everything. It doesn't matter how complex the world, a hedgehog reduces all challenges and dilemmas to simple indeed almost simplistic-hedgehog ideas. For a hedgehog, anything that does not somehow relate to the hedgehog idea holds no relevance.

Princeton professor Marvin Bressler pointed out the power of the hedgehog during one of our long conversations: "You want to know what separates those who make the biggest impact from all the others who are just as smart? They're hedgehogs." Freud and the unconscious, Darwin and natural selection, Marx and class struggle, Einstein and relativity, Adam Smith and division of labor-they were all hedgehogs. They took a complex world and simplified it. "Those who leave the biggest footprints," said Bressler, "have thousands calling after them, `Good idea, but you went too far!' "

To be clear, hedgehogs are not stupid. Quite the contrary. They understand that the essence of profound insight is simplicity. What could be more simple than e = mc2 ? What could be simpler than the idea of the unconscious, organized into an id, ego, and superego? What could be more elegant than Adam Smith's pin factory and "invisible hand"? No, the hedgehogs aren't simpletons; they have a piercing insight that allows them to see through complexity and discern underlying patterns. Hedgehogs see what is essential, and ignore the rest.

What does all this talk of hedgehogs and foxes have to do with good to great? Everything.

(p.118-119, ch. 5 summary)

To go from good to great requires a deep understanding of three intersecting circles translated into a simple, crystalline concept (the Hedgehog Concept):

WHAT YOU CAN BE THE BEST IN THE WORLD AT

WHAT DRIVES YOUR ECONOMIC ENGINE

    WHAT YOU ARE DEEPLY PASSIONATE ABOUT

*  The key is to understand what your organization can be the best in the world at, and equally important what it can not be the best atBnot what it "wants" to be the best at. The Hedgehog Concept is not a goal, strategy, or intention; it is an understanding.

*  If you cannot be the best in the world at your core business, then your core business can not form the basis of your Hedgehog Concept.

*  The Abest in the world@ understanding is a much more severe standard than a core competence. You might have a competence but not necessarily have the capacity to be truly the best in the world at that competence.  Conversely, there may activities at which you could become the best in the world, but at which you have no current competence.

*  To get insight into the drivers of your economic engine, search for the one denominator (profit per x or, in the social sector, cash flow per x) that has the single greatest impact.

*  Good-to-great companies set their goals and strategies based on understanding; comparison companies set their goals and strategies based on bravado.

*  Getting the Hedgehog Concept is an iterative process. The Council (p.115: 5-12 people, used by leading executive, device to gain understanding about important issues facing the organization...)  can be a useful device.

Unexpected Findings
*  The good-to-great companies are more like hedgehogsBsimple, dowdy creatures that know "one big thing" and stick to it. The comparison companies arc more like foxesBcrafty, cunning creatures that know many things yet lack consistency.

*  It took four years on average for the good-to-great companies to get a Hedgehog Concept.

*  Strategy per se did not separate the good-to-great companies from the comparison companies. Both sets had strategies, and there is no evidence that the good-to-great companies spent more time on strategic planning than the comparison companies.

*  You absolutely do not need to be in a great industry to produce sustained great results. No matter how bad the industry, every good-to-great company figured out how to produce truly superior economic returns.

(p.101)  HOW THE GOOD-TO-GREAT ELEVEN DEALT WITH THE ABEST IN THE WORLD AT@ CIRCLE

This table shows the understanding the good-to-great companies attained that formed the foundation of their shift from good to great. Note: This list does not show what the companies were already best in the world at when they began their transitions (most of these companies weren't the best at anything); rather, it shows what they came to understand they could become best in the world at.

Abbott Laboratories:

Could become the best at creating a product portfolio that lowers the cost of health care.

Notes: Abbott confronted the reality that it could not become the best pharmaceutical company in the world, despite the fact that pharmaceuticals at the time accounted for 99 percent of its revenues.  It shifted its focus to creating a portfolio of products that contribute to lower-cost health care, principally hospital nutritionals, diagnostics, and hospital supplies.

Circuit City: Could become the best at implementing the " 4-S" model (service, selection, savings, satisfaction) applied to big ticket consumer sales.

Notes: Circuit City saw that it could become "the McDonald's" of big-ticket retailing, able to operate a geographically dispersed system by remote control. Its distinction lay not in the "4-S" model per se, but in the consistent, superior execution of the model.

Fannie Mae: Could become the best capital markets player in anything that pertains to mortgages.

Notes: The critical insight was to see (1) that it could be a full capital markets player as good as any on Wall Street and (2) that it could develop a unique capability to assess risk in mortgage-related securities.

Gillette: Could become the best at building premier global brands of daily necessities that require sophisticated manufacturing technology.

Notes: Gillette saw that it had an unusual combination of two very different skills: (1) the ability to manufacture billions of low-cost, super-high-tolerance products (e.g., razor blades) and (2) the ability to build global consumer brands-the "Coke" of blades or toothbrushes.

Kimberly-Clark: Could become the best in the world at paper-based consumer products.

Notes: Kimberly-Clark realized that it had a latent skill at creating "category-killer" brandsBbrands where the name of the product is synonymous with the name of the category (e.g., Kleenex) in paper-based products.

Kroger: Could become the best at innovative super-combo stores.

Notes: Kroger always had a strength in grocery store innovation. It took this skill and applied it to the question of how to create a combination store with many innovative, high-margin "mini-stores" under one roof.

Nucor: Could become the best at harnessing culture and technology to produce low-cost steel.

Notes: Nucor came to see that it had tremendous skill in two activities: (1) creating a performance culture and (2) making farsighted bets on new manufacturing technologies. By combining these two, it was able to become the lowest-cost steel producer in the United States.

Philip Morris: Could become the best in the world at building brand loyalty in cigarettes and, later, other consumables.

Notes: Early in transition, Philip Morris saw that it could become simply the best tobacco company in the world. Later, it began to diversify into non-tobacco arenas (a step taken by all tobacco companies, as a defensive measure), but stayed close to its brand-building strengths in "sinful" products (beer, tobacco, chocolate, coffee) and food products.

Pitney Bowes: Could become the best in the world at messaging that requires sophisticated backoffice equipment.

Notes: As Pitney wrestled with the question of how to evolve beyond postage meters, it had two key insights about its strengths: (1) that it was not a postage company, but could have a broader definition (messaging) and (2) that it had particular strength in supplying the back rooms with sophisticated machines.

Walgreens: Could become the best at convenient drugstores.

Notes: Walgreens saw that it was not just a drugstore but also a convenience store. It began systematically seeking the best sites for convenience-clustering many stores within a small radius and pioneering drive-through pharmacies. It also made extensive investments in technology (including recent Web site developments), linking Walgreens stores worldwide to create one giant "corner pharmacy."

Wells Fargo: Could become the best at running a bank like a business, with a focus on the western United States.

Notes: Wells came to two essential insights. First, most banks thought of themselves as banks, acted like banks, and protected the banker culture. Wells saw itself as a business that happened to be in banking. "Run it like a business" and "Run it like you own it" became mantras. Second, Wells recognized that it could not be the best in the world as a superglobal bank, but that it could be the best in the western United States.

(p. 104 re HOW THEY DEALT WITH: WHAT IS YOUR ECONOMIC DENOMINATOR?)

Ask:  if you could pick one and only ratio to systematically increase over time, what x would have the greatest and most sustainable impact on your economic engine?

(p.106-7) This table shows the economic denominator insight attained by the good-to-great companies during the pivotal transition years.

Abbott: per employee

Key insight: Shift from profit per product line to profit per employee fit with the idea of contributing to cost-effective health care.

Circuit City: per geographic region

Key insight: Shift from profit per single store to profit per region reflected local economies of scale. While per-store performance remained vital, regional grouping was a key insight that drove Circuit City's economics beyond Silo's.

Fannie Mae: per mortgage risk level

Key insight: Shift from profit per mortgage to profit per mortgage risk level reflected the fundamental insight that managing interest risk reduces dependence on the direction of interest rates.

Gillette: per customer

Key insight: Shift from profit per division to profit per customer reflected the economic power of repeatable purchases (e.g., razor cartridges) times high profit per purchase (e.g., Mach3, not disposable razors).

Kimberly-Clark: per consumer brand

Key insight: Shift from profit per fixed asset (the mills) to profit per consumer brand; would be less cyclical and more profitable in good times and bad.

Kroger: per local population
Key insight: Shift from profit per store to profit per local population reflected the insight that local market share drove grocery economics. If you can't attain number one or number two in local share, you should not play.

Nucor: per ton of finished steel
Key insight: Shift from profit per division to profit per ton of finished steel reflected Nucor's unique blend of high productivity culture mixed with mini-mill technology, rather than just focusing on volume.

Philip Morris: per global brand category
Key insight: Shift from profit per sales region to profit per global brand category reflected the understanding that the real key to greatness lay in brands that could have global power, like Coke.

Pitney Bowes: per customer
Key insight: Shift from profit per postage meter to profit per customer reflected the idea that Pitney Bowes could use its postage meters as a jumping-off point to bring a range of sophisticated products into the back offices of customers.

Walgreens: per customer visit
Key insight: Shift from profit per store to profit per customer visit reflected a symbiotic relationship between convenient (and expensive) store sites and sustainable economics.

Wells Fargo: per employee
Key insight: Shift from profit per loan to profit per employee reflected understanding of the brutal fact of deregulation: Banking is a commodity.

(p.109 re UNDERSTANDING YOUR PASSION)

The gtg companies did not say, AOK folks, let=s get passionate about what we do.@  Sensibly, they went the other way entirely: We should only do those things that we can get passionate about.
(130) Whereas the gtg companies had Level 5 leaders who built an enduring culture of discipline, the unsustained comparisons had Level 4 leaders who personally disciplined the organization through sheer force.

(p.142-3, summary of ch. 6: A CULTURE OF DISCIPLINE)

*  Sustained great results depend upon building a culture full of self-disciplined people who take disciplined action, fanatically consistent with the three circles.

*  Bureaucratic cultures arise to compensate for incompetence and lack of discipline, which arise front having the wrong people on the bus in the first place. if you get the right people on the bus, and the wrong people off, you don't need stultifying bureaucracy.

*  A culture of discipline involves a duality. On the one hand, it requires people who adhere to a consistent system; yet, on the other hand, it gives people freedom and responsibility within the framework of that system.

*  A culture of discipline is not just about action. It is about getting disciplined people who engage in disciplined thought and who then take disciplined action.

*  The good-to-great companies appear boring and pedestrian looking in from the outside, but upon closer inspection, they're full of people who display extreme diligence and a stunning intensity (they "rinse their cottage cheese").

*  Do not confuse a culture of discipline with a tyrant who disciplinesBthey are very different concepts, one highly functional, the other highly dysfunctional. Savior CEOs who personally discipline through sheer force of personality usually fail to produce sustained results.

*  The single most important form of discipline for sustained results is fanatical adherence to the Hedgehog Concept and the willingness to shun opportunities that fall outside the three circles.

Unexpected Findings
*  The more an organization has the discipline to stay within its three circles, with almost religious consistency, the more it will have opportunities for growth.

*  The fact that something is a "once-in-a-lifetime opportunity" is irrelevant, unless it fits within the three circles. A great company will have many once-in-a-lifetime opportunities.

*  The purpose of budgeting in a good-to-great company is not to decide how much each activity gets, but to decide which arenas best fit with the Hedgehog Concept and should be fully funded and which should not be funded at all.
*  "Stop doing" lists are more important than "to do" lists.
***

(p.162-3, summary of ch.7:  TECHNOLOGY ACCELERATORS)

*  Good-to-great organizations think differently about technology and technological change than mediocre ones.

*  Good-to-great organizations avoid technology fads and bandwagons, yet they become pioneers in the application of carefully selected technologies.

*  The key question about any technology is, Does the technology fit directly with your Hedgehog Concept? If yes, then you need to become a pioneer in the application of that technology. If no, then you can settle for parity or ignore it entirely.

*  The good-to-great companies used technology as an accelerator of momentum, not a creator of it. None  of the good-to-great Companies began their transformations with pioneering technology, yet they all became pioneers in the application of technology once they grasped how it fit with their three circles and after they hit breakthrough.

*  You could have taken the exact same leading-edge technologies pioneered at the good-to-great companies and handed them to their direct comparisons for free, and the comparisons still would have failed to produce anywhere near the same results.

*  How a company reacts to technological change is a good indicator of its inner drive for greatness versus mediocrity.  Great companies respond with thoughtfulness and creativity, driven by a compulsion to turn unrealized potential into results; mediocre companies react and lurch about, motivated by fear of being left behind.

Unexpected Findings
*  The idea that technological change is the principal cause in the decline of once-great companies (or the perpetual mediocrity of others) is not supported by the evidence. Certainly, a company can't remain a laggard and hope to be great, but technology by itself is never a primary root cause of either greatness or decline.

*  Across eighty-four interviews with good-to-great executives, fully 80 percent didn't even mention technology as one of the top five factors in the transformation. This is true even in companies famous for their pioneering application of technology, such as Nucor.

*  ACrawl, walk, run@ can be a very effective approach, even during tines of rapid and radical technological change.

(150-1, Technology Accelerators in the gtg Companies)

Company:  Technology Accelerators Linked to Hedgehog Concept During Transition Era
Abbott:   Pioneered application of computer technology to increase economic denominator of profit per employee. Not a leader in pharmaceutical R&D leaving that to Merck, Pfizer, and others that had a different Hedgehog Concept.

Circuit City:   Pioneered application of sophisticated point-of-sale and inventory-tracking technologies-linked to the concept of being the "McDonald's" of big-ticket retailing, able to operate a geographically dispersed system with great consistency.

Fannie Mae:   Pioneered application of sophisticated algorithms and computer analysis to more accurately assess mortgage risk, thereby increasing economic denominator of profit per risk level. "Smarter" system of risk analysis increases access to home mortgages for lower-income groups, linking to passion for democratizing home ownership.

Gillette:   Pioneered application of sophisticated manufacturing technology for making billions of high-tolerance products at low cost with fantastic consistency. Protects manufacturing technology secrets with the same fanaticism that Coca-Cola protects its formula.

Kimberly-Clark:   Pioneered application of manufacturing-process technology, especially in non-woven materials, to support their passionate pursuit of product superiority. Sophisticated R&D labs; "babies crawl about with temperature and humidity sensors trailing from their tails."

Kroger:   Pioneered application of computer and information technology to the continuous modernization of super stores. First to seriously experiment with scanners, which it linked to the entire cash-flow cycle, thereby providing funds for the massive store-revamping process.

Nucor:   Pioneered application of the most advanced mini-mill steel manufacturing technology. "Shop the world over" for the most advanced technology. Willing to make huge bets (up to 50 percent of corporate net worth) on new technologies that others viewed as risky, such as continuous thin slab casting.

Philip Morris:  Pioneered application of both packaging and manufacturing technology. Bet on technology to make flip-top boxes-the first packaging innovation in twenty years in the industry. First to use computer-based manufacturing. Huge investment in manufacturing center to experiment with, test, and refine advanced manufacturing and quality techniques.

Pitney Bowes:  Pioneered application of advanced technology to the mailroom. At first, it took the form of mechanical postage meters. Later, Pitney invested heavily in electrical, software, communications, and Internet engineering for the most sophisticated back-office machines. Made huge R&D investment to reinvent basic postage meter technology in the 1980s.

Walgreens:  Pioneered application of satellite communications and computer network technology, linked to its concept of convenient corner drugstores, tailored to the unique needs of specific demographics and locations. A "swallow your tonsils" big investment on a satellite system that links all stores together, like one giant web of a single corner pharmacy. "Like a trip through NASA space center." Led the rest of the industry by at least a decade.

Wells Fargo:  Pioneered application of technologies that would increase economic denominator of profit per employee. Early leader in twenty-four-hour banking by phone, early adopter of ATMs, first to allow people to buy and sell mutual funds at an ATM, pioneer in Internet and electronic banking. Pioneered sophisticated mathematics to conduct better risk assessment in lending.

CH. 8:  THE FLYWHEEL AND THE DOOM LOOP

(p.164) on analogy with a huge flywheel and your task is to get the flywheel rotating as fast and long as possible.  With great effort you begin to move it.  After an hour you get one revolution, eventually a second, gradually faster...  Each turn of the flywheel builds upon work done earlier, compounding your investment of effort.  Suppose someone asked, AWhat was the one big push that caused this thing to go so fast?@  You wouldn=t be able to answer.  It was ALL of the pushes added together in an overall accumulation of effort applied in a consistent direction.

(186-7 ch. summary)

*  Good-to-great transformations often look like dramatic, revolutionary events to those observing from the outside, but they feel like organic, cumulative processes to people on the inside. The confusion of end outcomes (dramatic results) with process (organic and cumulative) skews our perception of what really works over the long haul.

*  No matter how dramatic the end result, the good-to-great transformations never happened in one fell scoop. There was no single defining action, no grand program, no one killer innovation, no solitary lucky break, no miracle moment.

*  Sustainable transformations follow a predictable pattern of buildup and breakthrough. like pushing on a giant, heavy flywheel, it takes a lot of effort to get the thing moving at all, but with persistent pushing in a consistent direction over a long period of tune, the flywheel builds momentum, eventually hitting a point of breakthrough.

*  The comparison companies followed a different pattern, the doom loop. Rather than accumulating momentumBturn by turn of the flywheelBthey tried to skip buildup and jump immediately to breakthrough. Then, with disappointing results, they'd lurch back and forth, failing to maintain a consistent direction.

*  The comparison companies frequently tried to create a breakthrough with large, misguided acquisitions. The good-to-great companies, in contrast, principally used large acquisitions after breakthrough, to accelerate momentum in an already fast-spinning flywheel.

Unexpected Results
*  Those inside the good-to-great companies were often unaware of the magnitude of their transformation at the time; only later, in retrospect, did it become clear. They had no name, tag line, launch event, or program to signify what they were doing at the time.

*  The good-to-great leaders spent essentially no energy trying to "create alignment," "motivate the troops," or "manage change." Under the right conditions, the problems of commitment, alignment, motivation, and change largely take care of themselves. Alignment principally follows from results and momentum, not the other way around.

*  The short-term pressures of Wall Street were not inconsistent with following this model. The flywheel effect is not in conflict with these pressures. Indeed, it is the key to managing them.

CH. 9 (last)  FROM GOOD TO GREAT TO BUILT TO LAST

Also see Built to Last: Successful Habits of Visionary Companies, Collins and Porras, HarperBusincss, 1994.

(189-190)  Looking at the two books, he offers the following four conclusions:

1. When I consider the enduring great companies from Built to Last, I now see substantial evidence that their early leaders followed the good-to-great framework. The only real difference is that they did so as entrepreneurs in small, early-stage enterprises trying to get off the ground, rather than as CEOs trying to transform established companies from good to great.

2. In an ironic twist, I now see Good to Great not as a sequel to Built to Last, but as a prequel. Apply the findings in this book to create sustained great results, as a start-up or an established organization, and then apply the findings in Built to Last to go from great results to an enduring great company.

Established company or start-up + Good to Great concepts =

Sustained great results + Built to last concepts = 

Enduring great company

3. To make the shift from a company with sustained great results to an enduring great company of iconic stature, apply the central concept from Built to Last: Discover your core values and purpose beyond just making money (core ideology) and combine this with the dynamic of preserve the core/stimulate progress.

4. A tremendous resonance exists between the two studies; the ideas from each enrich and inform the ideas in the other. In particular, Good to Great answers a fundamental question raised, but not answered, in Built to Last: What is the difference between a "good" BHAG (Big Hairy Audacious Goal) and a "bad" BHAG?

(194)  Enduring great companies don=t exist merely to deliver returns to shareholders.  Indeed, in a truly great company, profits and cash flow become like blood and water to a healthy body:  They are absolutely essential for life, but they are not the very point of life.

(195)  Enduring great companies preserve their core values and purpose while their business strategies and operating practices endlessly adapt to a changing world.  This is the magical combination of Apreserve the core and stimulate progress.@
(197-201) Conceptual links between the two studies/books.  Note that the Good-to-Great findings enable all four of the key ideas from Built to Last.  Those four are:

1.  Clock Building, Not Time Telling:  Build an organization that can endure and adapt through multiple generations of leaders and multiple product life cycles; the exact opposite ob being built around a single great leader or a single great idea.

2.  Genius of AND:  Embrace both extremes on a number of dimensions at the same time.  Instead of choosing A OR B, figure out how to have A AND B B purpose AND profit, continuity AND change, freedom AND responsibility, etc.

3.  Core Ideology:  Instill core values (essential and enduring tenets) and core purpose (fundamental reason for being beyond just making money) as principles to guide decisions and inspire people throughout the organization over a long period of time.

4.  Preserve the Core/Stimulate Progress:  Preserve the core ideology as an anchor point while stimulating change, improvement, innovation, and renewal in everything else.  Change practices and strategies while holding core values and purpose fixed.  Set and achieve BHAGs consistent with the core ideology.

Concepts in Good to Great:  Relationship to Concepts in Built to Last
Level 5 Leadership:

Clock Building, Not Time Telling: Level 5 leaders build a company that can tick along without them, rather than feeding their egos by becoming indispensable.

Genius of AND: Personal humility AND professional will.

Core Ideology: Level 5 leaders are ambitious for the company and what it stands for; they have a sense of purpose beyond their own success.

Preserve the Core/Stimulate Progress: Level 5 leaders are relentless in stimulating progress toward tangible results and achievement, even if it means firing their brothers.

First Who . . . Then What:

Clock Building, Not Time Telling:  Practicing "first who" is clock building; practicing "first what" (setting strategy first) is time telling.

Genius of AND: Get the right people on the bus AND the wrong people off the bus.

Core Ideology: Practicing "first who" means selecting people more on their fitwith the core values and purpose than on their skills and knowledge.

Preserve the Core/Stimulate Progress:  Practicing "first who" means a bias for promoting from within, which reinforces the core values.

Confront the Brutal Facts (Stockdale Paradox):

Clock Building, Not Time Telling:  Creating a climate where the truth is heard is clock building, especially if you create red flag mechanisms.

Genius of AND: Confront the brutal facts of your current reality AND retain unwavering faith that you will prevail in the endBthe Stockdale Paradox.

Core Ideology: Confronting the brutal facts clarifies the values an organization truly holds as core versus those that it would like to hold as core.

Preserve the Core/Stimulate Progress: Brutal facts clarify what must be done to stimulate progress.

Hedgehog Concept  (The Three Circles):

Clock Building, Not Time Telling:  The Council mechanism is consummate clock building.

Genius of AND: Deep understanding AND incredible simplicity.

Core Ideology: The "what you are passion ate about" circle overlaps nicely with core values and purpose. Only those values about which you are so passionate that you would never, under any conditions, give them up qualify as truly core.

Preserve the Core/Stimulate Progress:  Good BHAGs flow from understanding; bad BHAGs flow from bravado. Great BHAGs sit right smack in the middle of the three circles.

Culture of Discipline:

Clock Building, Not Time Telling: Operating through sheer force of personality as a disciplinarian is time telling; building an enduring culture of discipline is clock building.

Genius of AND: Freedom AND responsibility.

Core Ideology: A culture of discipline ejects those who do not share the values and standards of an organization.

Preserve the Core/Stimulate Progress:  When you have a culture of discipline, you can give people more freedom to experiment and find their own best path to results.

Technology Accelerators:

Clock Building, Not Time Telling:  Technology accelerators are a key part of the clock.

Genius of AND: Shun technology fads AND pioneer the application of technology.

Core Ideology: In a great company, technology is subservient to core values, not the other way around.

Preserve the Core/Stimulate Progress: The right technologies accelerate momentum in the flywheel, toward the achievement of BHAGs.

Flywheel, Not Doom Loop:
Clock Building, Not Time Telling:  The flywheel effect creates the sustained building of momentum, and does not depend on the presence of a charismatic visionary to motivate people.

Genius of AND: Evolutionary, incremental process AND revolutionary, dramatic results.

Core Ideology: The doom loop makes it almost impossible to instill core values and purpose, as people chronically wonder,"Who are we? What do we stand for?"

Preserve the Core/Stimulate Progress: The smooth consistency of the flywheel and the cumulative building of momentum to a point of breakthrough create the perfect conditions for instilling core values while stimulating change and progress.

(p.202)  Bad BHAGS are set with bravado; good BHAGs are set with understanding.  Indeed, when you combine quiet understanding of the three circles with the audacity of a BHAG, you get a powerful, almost magical mix.

(205)  If we organized the majority of our work time around applying these principles, and pretty much ignored or stopped doing everything else, our lives would be simpler and our results vastly improved.

(210, last page)  In the end, it is impossible to have a great life unless it is a meaningful life.  And it is very difficult to have a meaningful life without meaningful work.  ...Indeed, you might even gain that deepest of all satisfactions:  knowing that your short time here on this earth has been well spent, and that it mattered.
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