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Chapter One 

Eight Questions 

 
 

THE STORY 

When I was watching the Olympics, I saw a lot of 

relatively obscure sports.  And of course, they 

only televise the more popular events.  There were 

many more not shown on TV that were even more 

obscure.  It made me ask the question, how great 

is it to win a gold medal in a sport that very few 

people care about and very few people compete 

in?  I’m sure the person’s mother is impressed, 

but who else?  Virtually no fame, no glory and no 

money. 

 

It is one thing to be rated the best in an athletic 

endeavor which many hundreds of thousands of 

people participate.  It is quite another thing to be 

rated the best when only a few dozen others are 

trying to do the same thing. 

 

Since the Olympics, I’ve heard about a sport called Mountain Unicycling, or MUni, for short.  

This “sport” consists of the riding of a unicycle up and down steep, rocky hills and mountains.  It 

reminded me of someone I knew in college who liked to ride his unicycle up and down the steps 

in a stairwell at the dorms.  I’m sure it takes lots of practice and great athleticism to become great 

at MUni, but being the best at something very few care about doesn’t get you much, career-wise.  

Nice hobby, but keep your day job. 

 

THE ANALOGY 

One of the most important elements in strategic planning is choosing your strategic position.  

Where do you want to stake your claim?  Where do you want to win? 

 

It is a lot like an athlete deciding which sport they want to excel in.  Some athletes pick obscure 

sports to excel in.  It may create inner joy at excelling in the sport, but it doesn’t provide much of 

a financially fulfilling career path.   

 

The same is true in business.  You can position your firm or brand to win at something which is 

so obscure that it never provides an adequate return on investment (the market is too small).  Or 

you can win at something in business where the business model does not lead to profits.  For 
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example, Facebook may be a great social networking site, and I think there are a lot of people 

who have worked very hard at Facebook, but I doubt it will ever be a good return on investment.  

Facebook may have more in common with MUni—fun for the participants, but no pot of money 

for the investors. 

 

Some entire industries are bad choices.  NYU professor Aswath Damodaran has a web site with 

lots of statistics, including annual rankings of industries by their return on capital.  These 

statistics show that there are many industries which consistently have terrible returns on capital, 

often less than the cost of capital, year after year (Property & Casualty Insurance, Home 

Construction, and Airlines come to mind). Winning in these industries is like winning an obscure 

sport.  It may feel good to be the best, but there isn’t usually much of a financial reward. 

 

To have a successful athletic career, you not only have to be very good at your sport, but you 

have to pick a sport that can support successful careers.   The same is true for businesses.  

Winning in business has to be more than just being the best at what you do.  It has to be doing 

well at something worth doing (from a financial point of view).  

 

THE PRINCIPLE 

The principle here is that success is most predicated on choosing the right position.  All other 

strategic issues pale in importance.  Choose the right position and it is hard to mess up execution 

enough to not have a measure of financial success.  Choose the wrong position and even 

exceptionally superior effort may not yield much of a benefit. 

 

There is no universally right position for everyone or every business.  Just as certain physical 

builds lead one to be better at certain sports (such as tallness and basketball), individual business 

characteristics will help dictate which position is right for your particular situation.  To help find 

out whether a position is right for you, I suggest asking yourself the following eight questions. 

 

1) Is the position Desirable? 
At the end of the day, a successful position needs customers who desire someone holding that 

position.  In short, do people want what you are trying to sell?  Sure, people desire cars, but if 

you pick a position like Yugo (cars so cheap that they are unreliable and unsafe) you have 

chosen an undesirable position within the automobile industry.  Make sure there is a market for 

what you want to stand for (sounds obvious, but this rule is broken quite frequently).  

 

 

2) Is the position Sizeable? 
To make a profit, you need enough sales to cover all your costs plus a little bit more.  You may 

have found a position that several people find very desirable, but if there are not enough of them, 

you will fail.  Going back to the sports analogy, the profits come from ticket sales and TV 

revenues.  If not enough people desire your sport, you will not get enough ticket sales or TV 

revenues to make a profit.  Therefore, make sure you have chosen a position that is desired by 

enough people (big enough size) to make the business model work. 
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3) Is the position Ownable? 
Often times, positions which are highly desirable by large numbers of people are already taken.  

For example, being known for “selling everyday essentials for the lowest prices” is a great 

position.  Unfortunately, Wal-Mart already owns the position.  I doubt you would be able to take 

that position away from them.  You will lose and they will win. 

 

Position ownership takes place in the mind of the consumers.  Once they conclude that a position 

is strongly owned by someone else, it is nearly impossible to get them to change their minds.  It 

is a losing battle.   

 

The better approach is to create a position (desirable, sizable) which is not already taken.  Then, 

you have the potential to own that position.  Don’t follow the leader and copy their position.  

Then you will just be inferior at what the leader does.  Instead, find a desirable point of 

differentiation.  A place you can call your own. 

 

4) Is the position Preferable?   
The most frequent question I ask when critiquing positions is this:  Why should a customer 

prefer your position versus what the competition is offering?  People may like your position, but 

if they like the competitor’s position more, you’ve lost.  For at least some sizable segment of the 

population, your position needs to be their favorite position.   

 

Decisions are not made in a vacuum.  Your position is being compared by consumers to other 

options.  People make trade-offs and chose the position that most closely matches their preferred 

trade-off.  Choose your position in light of the alternatives. 

 

5) Is the position Achievable? 
Just because a position looks great on paper (desirable, sizable, ownable, preferable) does not 

mean that you will be able to pull it off in reality.  For example, I may want to have the position 

of selling an automobile which is not only the best quality sports car in the world, but the lowest 

priced automobile in the world.   Since it is probably impossible to achieve such a position, it is 

not very useful.   

 

It’s okay to aim high with your positioning goals, but don’t aim for the impossible. 

 

6) Is the position Believable? 
Even if you could make the best quality sports car and sell it as the lowest priced automobile, 

customers might have trouble believing your claims.  Any car priced that low could not possibly 

have that much quality, they would say, so they would not buy it.  This is similar to the problem 

Wal-Mart faces whenever they try to get a piece of the higher-end quality/fashion apparel 

business.  People do not believe that Wal-Mart’s apparel will have a high fashion image, no 

matter what they do. 

 

7) Is the position Understandable? 
The key here is simplicity.  If you cannot explain your position in just a few words, then the 

customer will give up on trying to understand it.  I knew someone who worked on one of the 
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final positioning attempts for the now-defunct Montgomery Ward department store.  It took 

several paragraphs of gobbledy-gook to try to explain how it fit into the marketplace.  No 

consumer would ever be able to figure out that position.  It didn’t stand a chance.   All successful 

positioning share the idea of simplicity. 

 

 

8) Is the position Profitable? 
In the end, this is capitalism.  We want to get a financial return on investment.  Pick a position 

where winning will bring in lots of cash.  How much are people willing to pay to get what you 

are trying to offer?  During the dotcom boom, a lot of positions seemed to neglect this question.   

 

SUMMARY 

Achieving a winning position takes more than just working hard.  One has to work hard on the 

right choice of position.  That right position must be one which is desirable, sizable, ownable, 

preferable, achievable, believable, understandable, and profitable. 

 

FINAL THOUGHTS 

I knew someone in college who was finishing up getting her Ph.D. in Music History.  She wrote 

a doctoral paper on a very obscure composer that almost no one has heard about, let alone cares 

about.  This woman worked long and hard on getting that Ph.D. and enjoyed the subject matter.  

However, a few months before finishing her Ph. D., she started thinking about what came next. 

 

At this point, she suddenly realized that her Ph.D. prepared her for absolutely nothing.  She had 

no intention of teaching music history and could think of no other value in having the degree.  

She started to panic about what she was going to do with herself—how she would earn a living.   

All that time and effort to get that Ph.D. was starting to look to her like a total waste of time. 

 

If she had years earlier asked herself questions like the ones posed in this chapter, she would 

have realized that she had chosen the wrong career position.  Then she could have taken all of 

that great effort and gotten to a far better career position. 
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Chapter Two   

Phone Tag 

 
 

THE STORY 

Who invented the telephone?  Well, that 

depends on your point of view.  Conventional 

wisdom is that Alexander Graham Bell invented 

the telephone in 1876.  He has the patent to 

prove it. 

 

However, in the recent book The Telephone 

Gambit, author Seth Shulman makes a 

compelling case that Elisha Gray invented the 

telephone.  The book claims that Alexander Bell 

had gone to the patent office and seen some of 

Gray’s superior work on the phone.  He then 

supposedly copied the work and got the patent 

hours before Gray tried to do the same. 

 

Then again, in June of 2002, the US government officially declared that Antonio Meucci was the 

inventor of the telephone.  Meucci had a working telephone as early as 1848 and a perfected 

version by 1871, years ahead of both Bell and Gray.  Because Meucci was destitute, he could not 

afford the $250 fee for a US patent, so in 1871 he filed a one-year renewable notice of a pending 

patent.  Three years later, in 1874, Meucci could not afford the $10 fee to renew the notice, so it 

lapsed.  Had Meucci paid the $10 for the renewals, Bell would have never been granted his 

patent. 

 

And then there are others with varying degrees of legitimacy to their claims to have invented the 

telephone.  These names include Johann Reis, Innocenzo Manzetti, Charles Bourseul, Amos 

Dolbear, Sylvanus Cushman, Daniel Drawbaugh, Edward Farrar and James McDonough.  For 

some background on the controversy, you can look here, here, here, here, and here. 

 

In the end, I guess it doesn’t matter so much who invented the telephone as much as who was 

able to harness that knowledge and become the driving force behind making the telephone the 

important invention that it was. 
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THE ANALOGY 

Coming up with a great invention is a lot like coming up with a great business strategy.  One can 

become excited about dreaming up a great strategic positioning, but that claim isn’t worth much 

if you aren’t able to exploit it. 

 

Gray and Meucci may have had greater claims to the invention of the telephone, but Bell was the 

one who got to exploit it.  Meucci died in poverty...Bell became enormously wealthy. 

 

Great strategic positions, like great inventions, are not always in abundance.  It becomes a race to 

see who can get the opportunity to exploit the good ones first.  Bell beat Gray in the race by a 

few hours.  Those few hours made all the difference. 

 

THE PRINCIPLE 

The principle here is that it is not enough to just come up with a great strategy.  You also have to 

win the race to execute the strategy and get credit for it in the minds of the public.  I call this part 

of the strategic process “pursuit.”   

 

In the last chapter, we looked at the eight questions to ask when trying to invent a great position.  

In this chapter, we will look at the three steps one must take to pursue and win with this position. 

 

1) CAPACITY 
To win and hold a position, one must defend it from those who would like to take that claim 

away from you.  One way to stop them is to prevent them from any opportunities to establish a 

beachhead.   In other words, if you can prevent them from having any openings to grab for 

staking a claim, then the only one who can claim the position is you. 

 

To close these openings, one needs to quickly fill the market to capacity.   This means getting 

your business into all places, all platforms and all potential as soon as feasible.   

 

All Places:  For example, if you start up your business in one country, as soon as you are ready 

try to go international.  Otherwise, someone might come up with a similar strategy in another 

country and use that as a base to eventually fight you in your own country.   Wal-Mart became 

what it is, because Kmart and the other discounters ignored the rural markets.  By not filling 

rural markets to capacity, they left an opening for Wal-Mart back in the 1970s, which it used to 

build a power base to conquer the rest of the US.  And now they are rapidly going international. 

 

All Platforms:  If you start your business in the physical world, eventually move it to the digital 

world (and vice versa).  Any platform you do not conquer becomes available territory for 

someone else to conquer and use against you.  Even in the digital world, there are various 

platforms like laptops, mobile, etc.  AOL was the master of the slow speed dial-up world, but 

missed out on the high-speed platform.  It lost its position and has not been able to catch up. 

 

All Potential:  Just being in a place or on a platform is not enough.  You need to soak up as 

much of the market potential there as possible.  Look at Starbucks.  It didn’t just build a few 



9 

 

coffee shops here and there.  It saturated the markets, soaking up as much of the potential as 

possible, by building in every conceivable location.  This allowed Starbucks to really grab 

ownership to the concept and not leave room for anyone else to profitably build another large 

chain.  The capacity already belongs to Starbucks.   

 

To summarize, if you want to own the capacity for a position be first, be fast and be full. 

 

2) CAPABILITY 
Strategic positions are built on tradeoffs.  You excel at certain attributes by playing down others.  

For example, if you want to win at convenience, you may do things which keep you from being 

the low cost leader.  That’s fine, as long as you can find enough customers who are willing to 

pay a little more for your convenience.  The trick is that whatever you choose to emphasize in 

your position, you need to do it so well that it is worth people trading to you. 

 

Whatever the capabilities are that create excellence in this area, you need to race to stay ahead of 

the crowd in getting these capabilities.  New advances keep pushing the envelope, so what was 

excellent yesterday may be sub-standard today. 

 

Therefore, you need to do two things: 

 

a) Shore up any weaknesses you have in your capabilities to deliver on your promised 

position.  This could include expertise, infrastructure, technology, human resources, or 

whatever. 

 

b) Push the envelope by being innovative in the area most critical to your position.  Stay 

one step ahead of the others in defining the new frontiers for your position. 

 

Apple understands this concept.  They want to excel at the attribute of having “cool technology” 

so they do whatever it takes to have greater capabilities to do so than anyone else.  They are the 

best at cool product design.  They built their own distribution channel in order to control the 

“cool” buying experience.  They keep pushing the envelope on design and rapidly introduce 

upgrades and variations, so that no one else can leapfrog and become cooler.  They even found a 

way to inject superior “coolness” into the advertising.  Apple continually ensures that it has the 

capability to deliver on all fronts on this attribute. 

 

3) CAPTURE (of Customers and their Cash) 
It does little good to win on capacity and capability if you cannot translate it into cash.  You need 

to connect it to consumption that people are willing to pay for. 

 

Part of this has to do with bonding well to the customers most likely to enjoy your position.   The 

more you can bond with these customers, the more likely they are to spend lots of money with 

you.  If you look at a lot of the admired companies of today, like Apple, Starbucks and Google, 

you will see that they have amazingly loyal advocates for their brand.  This strong brand loyalty 

makes them very receptive to your new offers and less likely to patronize others. 
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Today, one of the ways to increase this bonding is to include the customers more fully in the way 

you run your business, such as being included product design and marketing.  Loyalty clubs are 

another tactic. 

 

Another point to remember is that positions can be doorways to new product offerings.  The 

more you have to offer, the more you can sell.  Take, for example Kaplan.  It started out as a tool 

to help people pass college entrance exams.  However, because it gained such a strong position 

in the education space, Kaplan was able to grow into a multi-billion dollar education business, 

including even the selling college degrees. 

 

By levering your customers and your strengths, you can take your position into profitable places 

you may not otherwise have been able to reach.  

 

SUMMARY 

Once you have a chosen position, there are only three things you must do to optimize your 

potential with that position:  soak up as much capacity as you can, build up the capabilities to 

deliver as well as you can, and capture as many customers and selling opportunities as you can.   

The strategic planning process then is the act of choosing how to prioritize your actions in these 

areas, so that at any given time you have a manageable and achievable work load. 

 

FINAL THOUGHTS 

The race was not over when Alexander Graham Bell got the patent for the telephone.  He had to 

continue to pursue to create the business which allowed him to reap the benefits of the invention.  

The race is never over.  The day you think the race is done is the day your prospects for future 

success are done. 
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Chapter Three   

Slacker Terrorists 

 
 

THE STORY 

Here’s a story you’ll probably never hear—a story about 

slacker suicide bombers.  Imagine if you will, suicide 

bombers who are indifferent to their task—not caring if 

they show up or not.  

 

They come late to the meetings to learn how to make the 

suicide bombs, because they’re not really into the task at 

hand.  Even though their bosses have set a date for when 

they are to perform their suicide mission, they say they’ll 

get around to it later.  They only half-heartedly care about 

the greater mission of the terrorist group to which they 

belong.  If it weren’t for the paycheck, they wouldn’t show 

up. 

 

No, I don’t think there are very many slacker suicide 

bombers out there. 

 

THE ANALOGY 

There may not be many slackers in the ranks of suicide bombers, but there sure are a lot of them 

in the ranks of business.  According to the Gallup organization, it is estimated that unengaged 

employees cost the US economy about $300 billion a year.  They claim that about 17% of the 

workforce is “actively” disengaged.  Each of these employees cost their employer about $13,000 

a year in lost productivity. 

 

To some extent, the quality of one’s strategy is irrelevant if the bulk of your employees are 

indifferent to it.  Therefore, a strategy needs to be more than just sound...it needs to inspire. 

 

This chapter will look at terrorist organizations to see what we can learn about creating inspired 

and engaged employees. 
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THE PRINCIPLE 

The principle here is that effective organizations mentally and emotionally engage their 

employees.   To put it another way, dedicated patriots are more effective than mercenaries, who 

only fight for the money. 

 

Terrorists seem to do a very good job of creating this attitude.  Not only are they willing to work 

hard for the cause, but die for the cause.  These terrorist are willing to sacrifice a great deal for 

the cause.  How much sacrifice do your employees want to give to the cause? 

 

Here are a few things we can learn from terrorist organizations to create that engagement: 

 

1) Create a Great Cause 
People are not willing to die for a small cause, but they will do remarkable things for a great 

cause.  Employees will be far more engaged if they feel like they are a part of a great and mighty 

movement, bigger than themselves.  Mission statements can be an important tool to 

communicate that great cause.  

 

You may be thinking to yourself, “Sure, it’s easy for a terrorist organization to extol a great 

cause.  They’re fighting for freedom, eliminating oppression, furthering their religion.  But all 

my company does is sell widgets.  Where’s the great cause in that?” 

 

Well, if you can’t find the great cause, don’t expect the employees to find it.  There is a great 

cause out there for almost every company.  Part of your job is to find it and then make it the 

common great cause for the organization.  If you don’t supply a great cause, employees may 

conclude that their only mission is to make the boss wealthy at their expense.  Now that has 

slacker written all over it. 

 

Google could have said that their job is to make advertising more effective (ho-hum, yawn).  

Instead, their mission is to “organize the world's information and make it universally accessible 

and useful.”  Now that’s something to get excited about…to be the first to conquer knowledge 

and give it to the world in a way that betters everyone. 

 

ADM could have said they sell food-based chemicals.  Instead, their great cause is to “unlock the 

potential of nature to improve the quality of life.”  How’s that for inspiration? 

 

Even someone like Avery Dennison, maker of stickers and labels, was able to find a greater 

cause in all that: to enable and transform the way consumers and businesses gather, manage, 

distribute and communicate information. 

 

A bland statement like “optimizing shareholder value for our shareholders” is about as inspiring 

as cold oatmeal.  The younger portion of the workforce is especially interested in working at 

inspirational companies.  If you want to tap into this talent pool make sure you wrap your 

company’s work around a great cause. 
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2) Keep the Organization Small 
It’s hard to feel like a nameless, faceless cog in a giant impersonal machine when the 

organization is so small that you know everyone by name (and they all know you).  Small groups 

create more of a family-type atmosphere.  And people will go to great ends to protect their 

“family.” 

 

Terrorist cell groups are often very effective because they are intentionally kept small.  Once 

they get to a certain size, they are split up in order to stay small.   It’s hard to slack off when you 

know that everyone in the small group is depending on you.  There is no place to hide. 

 

Many successful companies do a good job of capturing this idea of keeping groups small.  Some 

experts say that effective organizations stay under 200 people.  Once you start approaching that 

size, split up the organization.  Create a network of small companies, rather than one giant 

behemoth.  

 

 

3) Spread the Glory 
Terrorists are in the business of creating heroes.  Everyone who works hard for the cause is a 

hero.  They write songs about the great heroes of the cause.  If you die for the cause, you bring 

honor to your family and perhaps are rewarded yourself with 50 virgins in the afterlife.  Stories 

of great heroism become integral to the culture. 

 

There’s no law that a company can have only a limited number of heroes.  Making heroes is not 

like handing out slices of a pizza, where you can run out of slices if you pass them out too 

quickly.  You can have an unlimited number of heroes.  Don’t be stingy with the praise of 

heroics.    

 

And don’t just give the praise to folks at the top.  Spread the glory out into the front line troops.  

It doesn’t cost a lot and it creates tremendous engagement.    

 

  

4) Demonize the Enemy 
Terror groups are great at depicting their opposition as evil incarnate.  “Death to Satan” can be a 

great motivator.  The desire to beat the competition becomes more emotional and convicting 

when the competition is painted as an evil foe.  Just as a great cause makes you want to work 

hard for your company, painting the competition as the enemy of that great cause makes you 

want to work even harder to stop them. 

 

In the early days, when the founder of Best Buy was trying to build his company, he saw the 

much larger Circuit City as his enemy.  In conversation, he always referred to it as “the Evil 

Empire.”  And over time, Best Buy overcame that “evil empire.” 

 

I know of many other firms companies that have also used the demonizing of their opposition to 

engage the troops.  
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5) Live the Cause 
Decades after the revolution, Fidel Castro still wore army fatigues.  Castro understood that if he 

stopped living the cause and started looking like he was living the life of decadence, the 

followers of the cause would stop following.  Followers expect their leaders to live a life 

consistent with the cause.  Hypocrisy will lead to a counter revolution.   

 

Appearance is very important.  Companies like Patagonia and W.L Gore have impassioned 

employees in part because they see that passion so integral to the lives of their leaders.  It is real 

and genuine.  It’s not just a slogan.  Live the cause in a way that your people can see it in who 

you are.  

   

SUMMARY 

You just don’t hear about slacker suicide bombers, because only impassioned and engaged 

followers will desire the life of the suicide bomber.  Terrorists have done a good job of building 

passion into their followers, and you can do the same.  Follow their tactics of creating a great 

cause, keeping the organization small, spreading the glory, demonizing the enemy, and living the 

cause.  Integrate this into your strategy and you will become a much greater organization. 

 

FINAL THOUGHTS 

People talk about the problems of finding and recruiting great talent.  Terrorists seem to do a 

pretty good job of recruiting.  In fact, once they get all the factors we talked about running 

smoothly, the recruiting almost takes care of itself.  People flock to those types of organizations. 
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Chapter Four   

Cockroach Infestation! 

 
 

THE STORY 

Cockroaches are pesky pests.  They are almost 

indestructible.  Scientists believe they have 

survived over 300 million years of calamities.   

 

Once a home gets infested with cockroaches, 

they are extremely difficult to get rid of.  They 

just keep on breeding, making the situation 

worse.  In some urban areas, about half of the 

children who see a doctor for ear problems have 

a cockroach in their ears.  The rise in asthma 

among children in urban areas is attributed to 

breathing in too many cockroach body parts and 

feces.   

 

One time, I started working at a company and 

was introduced to the team of consultants who 

had been working with the company for a 

number of years.  When I shook their hands, I 

said, “So you are the cockroaches.”  I think my straightforwardness surprised them a bit. 

 

I’m no longer associated with that company, but I understand that this large consulting firm still 

is.  Like I said earlier, once infested, it’s hard to get rid of cockroaches. 

 

THE ANALOGY 

There are parallels between cockroaches and consultants.  Both are hard to get rid of once they 

find a way in.   

 

However, given today’s environment, most companies do not keep a large in-house strategic 

planning function.  Instead, they like to get assistance from one of those large consulting firms 

(like McKinsey, Booz, Bain, Accenture, A.T. Kearney, Bearing Point, Monitor, Boston 

Consulting, Strategos, Capgemini, etc.).  So the consultants are let in the door. 
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I’ve worked with nearly all of these large consulting firms at one time or another.  And yes, they 

have some very intelligent people who can be useful to the strategic success of your firm.  But, 

remember, they can also be like cockroaches—persistent pests who drain your checkbook. 

 

THE PRINCIPLE 

The principle here is that consultants need to be managed well in order to achieve the benefits 

and avoid the infestation.  Listed below are see key rules to keep in mind to manage them 

properly. 

 

Rule #1:  Remember that Their Goals Are Different From Yours 
Your goal is to quickly and efficiently develop and implement a successful corporate strategy.  

The consultant’s goal is get as many billings and fees from you as they possibly can.  These two 

goals are not always compatible.  Remember: Once they “fix” the problem, the gig is over.  

“Quick and efficient” is not always in their best interest. 

 

I had a friend who was hired out of business school to work for one of these consulting 

companies.  He said the first thing they did was send him to consulting classes.  When I asked 

what they taught, he said it had nothing to do with teaching him something useful for the client.  

They were classes in how to get as many billings and fees from the client as possible. 

 

Rule #2:  Manage the Menu 
When it comes to conflicting goals, you want it to be your goals which win.  The way to do that 

is by spending an inordinate amount of time on the “Menu”—the contract for services. 

 

Consultants will want to do two things to the interpretation of that contract: 

  

a) Increase the Scope of the Overall Problem (The bigger the problem, the bigger the fee for 

solving it) 

b) Decrease the Scope of the Current Contract (Make the acceptable deliverables as small as 

possible) 

 

By doing these two things, they guarantee that meager output of the current contract cannot 

possibly fix the newly redefined larger problem, so you have to sign them up for a lot more 

contracts (each with its own large fee) in order to get the job done. 

 

To avoid this, you have to actively manage the wording of the contract up front and hold them to 

it (or dock their pay).  First, clearly define exactly what the problem is that they have been hired 

to solve (for this contractual engagement).  Second, clearly define what the acceptable 

deliverables are (what they specifically have to do in order to get fully paid).  Third, hold them to 

the contract. 

 

Rule #3:  Date Before You Marry 
Once you realize that these folks want to partner up with you and be around forever, you realize 

that this is less like a one-night stand and more like a marriage.  Long-term compatibility can 
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become an issue.  Different consulting groups have different philosophies and operating 

personalities.  Find the firm whose personality is most compatible with your company. 

 

Choose them as you would a marriage partner.  Go on some dates and get to understand how 

compatible you are.  Or, to switch metaphors, as long as you are going to be infested, find the 

cockroaches that are the least objectionable. 

 

Rule #4: Ask for Farms, Not Food 
There’s an old saying that if someone gives you a fish, you eat for a day.  But if they teach you to 

fish, you can feed yourself forever.  Consultants tend to want to keep giving you fish—today’s 

answer for today’s problem—forever (with a fee on each delivery).  You’re better off having 

them teach you how to fish so that you are no longer dependent on them.   

 

As part of the contract, make sure that the consultant’s knowledge is transferred to you and that 

they teach you how to deal with this type of problem on your own in the future.  Getting the 

whole farm (and the knowledge to farm it) is a lot more valuable than just one batch of crops.  

 

Rule #5:  Get the “A” Team 
In reality, you are not hiring the entire consulting company.  You are hiring the people they are 

sending to work on the project.  Like all companies, they have some great people (the “A” team) 

and some lesser people (the “B” team).  Make sure you get the “A” team. 

 

Sometimes you see the “A” team up-front (when they pitch you for the business) and at the end 

(for the final presentation of results), but nowhere in the middle.  Make sure you find out who is 

doing the work and guarantee you get the people you want for the stated amount of time.   

 

Rule #6:  Give Them Your Watch 
There’s another old saying that the role of a consultant is to steal your watch and then tell you 

the time.  In other words, they get paid to tell you the knowledge you already had in your 

possession.   

 

I was talking to another consultant about this and he admitted that they brought very little new 

knowledge to the project and that we basically already knew what to do.  However, he claimed 

that most internal bureaucracies are resistant to change.  Without the catalyst of an outside 

consultant, it is tough to create that change.  Too many barriers are put up. 

 

They allow you to tell the skeptics, “Look, we hired the experts and paid them a whole lot of 

money, so we’d better do what they say.”  This can often be more effective than saying, “Do it 

because I want us to do it.” 

 

If this is true, then use it to your advantage.  Tell the consultants exactly what you want to do and 

then use them as a catalyst to get the change you desire.  Prophets are not respected in their home 

town, and your internal strategy people may not be as respected as out-of-town consultants.  So 

don’t be afraid to give the consultants your watch—provided you have set the time on it to be 

exactly what you want. 
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Rule #7:  Do the Work 
Usually, the end result of a consulting engagement is a recommended list of things to do.  If you 

want to benefit from the recommendation, you have to do the things on the list.  It shocks me 

how many times a company will hire a consultant, get a list of things to do, and then not do 

them.  They think that if you pay the consultants enough, the problem will go away.  The end of 

the engagement is the beginning of implementation.  Don’t expect magical results if you don’t do 

the work of implementation. 

 

SUMMARY 

Although I could have said a lot more, I think by now you get the idea.  Because consultants 

have a different agenda than yours, you have to carefully manage them.  If you leave them alone 

and let them set the rules, you will usually be disappointed (and have spent more money for that 

privilege).   However, if you set the rules, the process can be very beneficial.  You’re the 

customer.  Act like one and demand satisfaction.  Otherwise it will feel like you’re dealing with 

cockroaches. 

 

FINAL THOUGHTS 

I know someone who was interviewing for a job at a new company.  To impress him, the 

company showed him their relationship with their consultants.  This man quickly found out that 

this was the same basic consulting team doing the same basic work that they did for the company 

where he used to work.   

 

However, there was a big difference.  At his former company, the executives managed the 

consultants well.  Work was done in a timely fashion and implemented as recommended.  The 

company received many benefits.  By contrast, this new business managed the same consultant 

poorly.  The process was taking forever, it cost a whole lot more for the same work, and nobody 

implemented anything, so they got no benefit. 

 

After seeing this, my friend did not pursue the job opportunity with as much gusto. 

 

So next time, when you are dissatisfied with a consulting engagement, don’t just rush to put all 

the blame on the consultant.  Perhaps you didn’t manage them as well as you could have.    
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Chapter Five  

Ownership Vs. Control 
 

 

THE STORY 

In the recent financial meltdown, people from 

all sectors of society have seen the value their 

investments wiped out.   Some was due to poor 

investment decisions by the investment 

companies.  Some was due to being victims of 

Ponzi schemes from people like Bernie 

Madoff.   

 

These losses point out the difference between 

ownership and control.  The investors owned 

their money.  The investment houses, however, 

controlled the money.  When the owners tried 

to pull their money back out of the 

investments, they found that the money no 

longer existed.  The ones who controlled the investments had either stolen it or lost it through 

bad financial decisions. 

 

The owners of the money lost much of their wealth.  The controllers of the money ended up 

making really good salaries/bonuses.   

 

So where is the real power—in ownership or control? 

 

THE ANALOGY 

Many of the discussions in a strategic planning process seem to center around ownership: 

 

1) What position do we own? 

2) What should we own in our portfolio? 

3) What core competencies, skill sets, intellectual property, etc., do we need to acquire (for 

ownership)? 

4) What should we no longer own? 

5) How can we get the things we own to run more efficiently? 
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The underlying assumption is that the better the mix of the things one owns, the better the overall 

strategy.  However, as we saw in the story, sometimes a better measure of success is what we 

CONTROL, rather than what we own. 

 

Just as ownership of financial investments in the story did not guarantee wealth, ownership of all 

your strategic assets may be a mistake.  Being able to control the strategic environment should 

normally take a higher priority than ownership.   

 

If you control the environment, you are better able to move in positive harmony with the 

environment as it shifts over time.  This is because you can control both where you go and where 

the environment goes. 

 

By contrast, ownership in an investment tends to lock you into more of a static position.  Some 

flexibility is lost.  As the environment shifts, that investment can go out of favor.  It’s hard to get 

out of an investment that is out of favor.  Just ask the owners of newspapers how easy it is to sell 

out of these poor investments.  Nobody wants to take them off their hands. 

 

THE PRINCIPLE 

The principle here is that strategic discussions should spend more time looking for ways to 

control one’s destiny, instead of how to own things. 

 

Take a look at Nike.  It doesn’t own any factories.  It doesn’t own any major professional sports 

teams in the US.  Instead, Nike has spent its time controlling the evolution of sports and the key 

influencers in the sports field.  This has allowed Nike to continually move to wherever sports 

outfitting has gone and be a leader.  It even helps determine the direction of the industry, due to 

its clout. 

 

Why own factories when you can control them?  Nike gets the products produced the way it 

wants (control) for probably less than if it owned the factories.  Nike can sidestep some of the 

manufacturing ownership and labor controversies.  If something goes wrong, Nike can shift to 

another factory (flexibility).  If the product mix shifts, Nike can more easily shift away from 

manufacturers of the obsolete to manufacturers of the up-and-coming. 

 

The negative factors associated with ownership include the following: 

 

1) Less Flexibility  
Once entangled with ownership of assets, it is harder to untangle one’s self when it is time to 

move onto the next big thing.  If all of your assets are tied up obsolete technology, it is harder to 

free up capital to exploit new technology.  In the current credit crunch, it is harder to find others 

to loan you the money to buy into ownership.  That is why the automakers need a government 

bailout to move from gasoline to new technology engines. 
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2) More Bureaucracy 
At some point, there tend to be diseconomies of scale in management when a company gets too 

large.  Big conglomerates can choke on their internal bureaucracy.  If the pieces are kept smaller 

and more independent, they can keep the entrepreneurial spirit alive in a lean and mean, efficient 

structure.  Some has suggested that “too large” can occur as small as with 200 employees 

(depending, of course on a number of industry factors).   At that point, some suggest that the 

company be broken up. 

 

Also, an employee in a large impersonal conglomerate may not be as motivated as someone who 

has more of an ownership stake in a smaller entity.  A loose gathering of owner-operators can be 

far more powerful than a mass of mere employees.  This is one of the benefits of the franchising 

model. 

 

3) Conflicts of Interest 
As we will talk about in greater detail in a Chapter 11, you may have fewer customers for a 

division if you own it.  The idea is that many of our competitors do not want to do anything to 

put cash into our hands.  The more pieces we outright own in the business ecosystem, the more 

pieces that our competition may boycott so as to avoid us.  If we merely align with these pieces, 

rather than own them outright. 

 

4) Less Efficient Use of Capital 
If you want to get 100% ownership, you have to invest 100% of the capital.  However, there are 

often ways to have the power and influence which come from 100% ownership by only putting 

up maybe 40% of the capital.  You money can go a lot further if you are willing to settle for a 

controlling share rather than 100% ownership. 

 

If you try to acquire something to get ownership, you typically have to pay a large acquisition 

premium over the current value to obtain the property.  In essence, that high premium price 

means that you are handing over much of the future profit potential to the former owner which 

absorbing all the future risk on your own. 

 

Contrast that with the idea of forming an alliance with the other company, where they may be so 

interested in the benefits of working together that they give you a discount.  In addition, because 

they are still owners of their part, they are absorbing their part of the risk, not you. 

 

5) Less Speed 
Coffee manufacturers have often wanted to get their cold coffee beverages into the vending 

distribution system.  They have found it much easier to form alliances with carbonated beverage 

manufacturers (who already have a vending distribution system in place) rather than take the 

time to build a 100% owned vending distribution network.  By partnering with people who 

already have key pieces in place, one does not lose precious time trying to develop an expertise 

or ownership in this area. 
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6) Lose Benefit of Specialization 
In alliances and outsourcing, one is putting together a group where everyone is an expert in their 

field.  They specialize at excelling in their area and are not distracted by getting into areas 

outside their expertise.  If you try to own 100% of everything, it is likely that all of your parts 

will not be the best in their field.  Even if the piece you bought was an expert before you 

purchased them, the large corporate infrastructure and internal politics could weaken that 

expertise.  You will have weak links in your system. 

 

With all of these problems, why do people focus on getting ownership?  The reason is because 

they are looking for the benefits of control.  The more of an industry ecosystem you can control, 

the more of your destiny you can control.  And that usually leads to greater profits.   

 

So, rather than first looking to ownership as a means of getting control, use your strategic 

analysis to first look at other ways to more efficiently and effectively gain control.  This could be 

strategic alliances, distribution agreements, licensing, outsourcing, franchising, minority 

ownership, or some other such arrangement.  Try to structure them to get as much control (with 

as much flexibility and as little money) as possible.  In the long run, this can create a far stronger 

strategy.   

 

SUMMARY 

Strategic success is more dependent on control than ownership.  Although ownership can be one 

means to gain control, there are often other alternatives which are a more effective and efficient 

way to gain that control.  Make sure these other options are front and center in your strategic 

discussions and not an afterthought. 

 

FINAL THOUGHTS      

Yes, it’s true that these other forms of business structure bring their own sets of risks.  Alliances 

can fail as often as acquisitions.  But when a mess is made, it is often easier to undo the mess 

under these alternative structures.  The point is not to automatically flock to one type of structure 

for every situation.  When building the strategy look at them all (and don’t automatically assume 

that ownership is always to be preferred). 
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Chapter Six 

Killing With Good Intensions 
 

 

THE STORY 

When I was a very little boy, I got sick.  The 

doctor prescribed medicine to help me get better.   

 

After taking the medicine, I continued to be sick, 

so my father told the doctor the medicine wasn’t 

working.  The doctor responded by increasing the 

dosage.  After taking the increased dosage, not 

only did I not get better, I got worse. 

 

So we went through a few more rounds of upping 

the dosage until I was very, very ill, coughing up 

lots of blood and all.  There was some concern 

about whether or not I would survive.  Then my 

dad decided that perhaps it was the medicine 

which made me ill, so he stopped giving it to me.  

Not too long thereafter, I became healthy again. 

 

Nowadays, when a doctor or nurse asks me if I have any allergies they should know of, I am 

quick to tell them not to give me any of that medicine I had as a child.  

 

THE ANALOGY 

One of the core foundations to success in medicine is an accurate diagnosis of the problem.  If 

you diagnose the problem incorrectly, you will take the wrong course of action.  In my case, the 

doctor had incorrectly diagnosed my symptoms as being related to the disease rather than a 

reaction to the medicine.  His prescribed solution—increasing the dosage of the medicine—

almost killed me. 

 

The symptoms of sickness in a business are usually easy to see—financial losses, large decreases 

in sales, loss of market share, inability to pay the interest on the debt, and so on.  However, just 

because one can see the symptoms of sickness in the business does not automatically mean that 

you know how to cure it.  You may guess wrong, like my doctor did, and actually do more 

damage than good. 
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Any fool could have seen that I was very sick…you didn’t need a medical degree for that.  But 

the one with the medical degree did not know how to cure me, which put my long-term survival 

at risk. 

 

Victory comes not from identifying the symptoms, but rather from knowing how to remedy the 

underlying cause of the symptoms.  Identify the right cause and then you can prescribe the 

proper strategy.  

 

THE PRINCIPLE 

The principle here is to focus on curing the underlying cause, rather than the symptoms.  For 

example, a symptom of a problem may be poor sales.  If you only focus on eliminating the 

symptom (poor sales), you may conclude this is a marketing problem and pump up the 

advertising.  Unfortunately, this may be exactly the wrong thing to do. 

 

The Wendy’s “Where’s the Beef” advertising campaign was one of the most successful 

advertising campaigns ever, if measured by recognition.  And in the near-term, it brought a lot of 

traffic back to Wendy’s.  But for Wendy’s, that prescription of using those ads almost killed the 

patient. 

 

You see, the real disease was that in-store operational discipline had deteriorated to the point that 

the in-store dining experience was awful.  All the advertising succeeded in doing was get more 

people in to have a bad experience sooner, so that the image got worse more quickly.  Those ads 

were as helpful in fixing the problem as that medicine was for me as a child.  It was making 

things worse. 

 

Eventually Wendy’s figured out what the real disease was and improved the in-store dining 

experience.  It was only after fixing the underlying problem that the company was able to 

improve.  Therefore, when designing strategies, build them around underlying issues instead of 

just surface symptoms. 

 

In general, there are only three main underlying issues to focus on.  If the surface symptoms look 

sickly, they can usually be cured by repairing one of these three issues. 

 

Issue #1:  A Reason For Being 
Winning strategies start with a winning position—a reason why someone should prefer you over 

all other alternatives.  You need to own a uniquely desirable solution in the marketplace.  If you 

cannot quickly and easily describe why you are the obvious choice in particular area, then don’t 

be surprised if customers fail to choose you. 

 

I’ve seen many companies try to avoid this positioning issue.  Usually, their argument goes 

something like this:  “Sure, I won’t have the leading market share, but if I can just get about a 5 

to 10% share, I should be able to do okay.  And to get a 5% share, all I need to do is be a credible 

alternative.” 

 



25 

 

The problem is that usually there are a dozen or so firms looking to get that 5 to 10% share, and 

once the market leaders are done getting their 50 to 60% share, there aren’t enough 5 to 10% 

wedges in the market share pie to satisfy all of those dozens of firms.  Just being credible is not 

enough.  You need to have a winning position of leadership with a niche group in order to get 

even a small share. 

 

K Mart has a lot of bad symptoms and one can use a lot of tactics to try to eliminate those 

symptoms.  However, K Mart’s real problem is that they no longer have a great position—a 

reason for being.  Until that root problem is fixed, the rest is wasted effort.  That’s why just 

putting some Sears brands into K Mart or putting a talking light bulb on TV won’t get the job 

done.  The bad symptoms will remain at K Mart until a strategy is put in place to repair the 

POSITION.   

 

Issue #2:  Not Delivering on the Promise 
A great position is only great if consumers are satisfied that you are superior in delivering on the 

promises inherent in that position.  Home Depot’s early success was based on an encirclement 

position:  Best Assortment, Best Prices, and a High Level of Personal Service. 

 

Over time, Lowe’s tended to neutralize the assortment and price superiority Home Depot once 

held.  In addition, Home Depot lowered its standard for service in order to save money.  As a 

result, Home Depot was no longer winning on the promises behind its position.  Therefore, all 

sorts of bad symptoms started to appear. 

 

It took awhile (and a change in CEO’s), but eventually Home Depot figured out that to fix the 

symptoms, they had to return to delivering on the promises behind the position.  Superior service 

is once again a priority.  The symptoms are starting to get better. 

 

Make sure your position is more than just hollow words.  Have your strategy look for ways to 

increase your ability to “own” your position by pushing the envelope.  Increase the distance 

between your level of delivery and the rest of the market.  In addition, before tweaking with your 

business model, think about the long-term implications it may have on your ability to hold your 

position.  Skimping a little bit on service may have helped a tiny bit in the near term, but created 

a long-term sickness for Home Depot. 

 

Issue #3: Inefficiency/Complacency 
I’ve seen companies who got the first two issues right, but still had some bad symptoms creep in.  

What was wrong?  They got lazy, sloppy, greedy and fat.  The headquarters became lavish and 

bloated.  Bureaucratic gridlock makes it impossible to get anything done.  Inefficiencies and 

wastefulness sucked up all of the cash.  

 

The world is too competitive to allow for gross inefficiency.  A leaner firm can come in and use 

its superior efficiency to fund a successful attack on your position. 
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We live in a world of constant change.  Lean and nimble companies who have a war chest of 

money at their disposal are best able to adapt to the change and stay ahead of the game.  There is 

never a good time to rest and stop fighting, because the battle never stops. 

 

SUMMARY 

If your company is showing signs of problems, don’t focus on the symptoms.  Instead, build your 

strategy around the root causes of the problem.  Typically, those root causes revolve around three 

issues:  poor positioning, poor delivery on the position, or inefficiency/complacency.  Get those 

root issues right, and the bad performance symptoms will tend to go away. 

 

FINAL THOUGHTS 

When I make an appointment on the phone to see a doctor, the receptionist will usually ask 

“what seems to be the problem?”  Apparently, they want me to make a self-diagnosis before 

seeing the doctor.  I’m not sure I’m always the most qualified one to do that.  That’s why I’m 

trying to get an appointment with the doctor. 

 

Similarly, if one of your business divisions is having problems, don’t just rely on their own 

abilities at self-diagnosis.  Take the time to get an objective and accurate diagnosis.  Remember, 

if they are so smart, then how come their division is so sick? 
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Chapter Seven   

Hot Potato 
 

 

THE STORY 

There’s a children’s game we played when I was young 

called “Hot Potato.”  Although there are lots of 

versions of the game, it goes something like this:  

 

First children stand, facing each other, in a circle.  They 

have a small ball, which is called the potato.  The ball 

is tossed around as if it is a hot potato—as soon as you 

catch it you quickly toss it to someone else in the circle 

so that it won’t (theoretically) “burn” your hand. 

 

All the while you are tossing the ball around, someone 

else is keeping track of the time.  When the allotted 

time is over, the timer yells “STOP!”   Whoever has the 

hot potato in their hand when the time stops loses and 

has to leave the circle. 

 

THE ANALOGY 

A lot of business strategies rely on the tactic of buying or selling companies/divisions.  In these 

transactions, assets change hands from one owner to another.  It’s sort of like the game of hot 

potato.  Property ownership gets tossed around from firm to firm, just like that ball gets tossed 

around with the children. 

 

One time when asset tossing is particularly frequent is when the growth phase of an industry is 

long over and an industry is well into maturity or is starting to decline.  The lack of growth 

creates a period of consolidation.  At this point, a firm typically decides to either “get out” or 

“double-down.” 

 

The ones who want to get out toss their assets away, as if it is a hot potato.  The ones who want 

to double-down collect all of potatoes that the others are tossing out. 

 

Just as in the game of hot potato, eventually the time for consolidation stops.   In the game, 

whoever is holding the “potato” when the time ends loses the round.  My observation is that 

more often than not, the company holding all the assets when the consolidation phase ends also 

tends to be a loser. 
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In this chapter, we will see why. 

 

THE PRINCIPLE 

The principle here is that during consolidation, the company that is doing the consolidating more 

often than not creates less value than the one who is exiting the business.  In fact, the 

consolidator often ends up destroying value. 

 

Although not directly applicable, you could see some of this principle at work in the dotcom 

bubble.  There were a lot of young college dropouts who started up all kinds of businesses.  

Eventually, big companies wanted to get in on the action, so they started buying up a bunch of 

these dotcom startups, with the hope of creating something great out the accumulation of many 

dotcom assets. 

 

After the consolidation phase ended, businesses realized those assets were purchased at bubble-

sized prices.  After the bubble burst, the consolidators found they were holding onto fairly 

worthless assets, while the ones who sold out were sitting on piles of wealth beyond belief.  The 

ones holding the hot potato when the bubble burst lost. 

 

Now you may argue that this was not a true consolidation phase and that bubbles are not the 

norm.  That may be true, but the principle still holds true.  It just may take a little longer to see 

the results. 

 

The rationale for doubling down during the consolidation phase tends to go as follows: 

 

 

1) There are economies of scale on the cost side in becoming large.   
The logic is that if I buy up the assets from others and combine them with mine, I can create a 

ton of synergies and eliminate a boatload of duplications and waste.  For example, in the recent 

talks to combine Chrysler and GM, there are estimates that the economies of scale could possibly 

cut out $10 billion in costs. 

 

 

2) There are top-line sales benefits if the number of competitors are reduced. 
There’s a reason why governments tend to discourage monopolies or near monopolies.  They 

believe that if too much power is placed in the hands of too few companies, prices will go up, 

hurting the consumer, and putting excessive profits in the hands of the remaining firms.  

Although a company would not admit this is true (in order to get the deal approved by the 

government), there is a belief that being a large player with fewer competitors is helpful in the 

fight for sales and profits in a no-growth industry. 

 

Unfortunately, reality tends to makes these two points less powerful than they at first appear.  

Instead, what occurs is the following: 
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1) The consolidator overpays for the companies it purchases. 
In today’s sophisticated environment, it is highly unlikely that one can acquire a business at a 

lowball price (the current situation with the valuation of banks and other financial institutions 

notwithstanding).  Everyone knows all the tricks in how to valuate companies (or can hire 

someone who does).  Therefore, one typically has to pay a fairly high price to consolidate the 

market.  In other words, in the purchase price, the consolidator has to pay the other company a 

portion of the expected synergies in order to get a deal done.  So the seller gets part of the 

benefits of the synergies without taking any of the risk. 

 

2) The economies of scale are less than expected. 
Although people may argue about the cause, the raw fact is that business plans tend to overstate 

the economies of scale—both in the amount and in how soon they will occur.  As a result, most 

of the remaining synergies are too small to cover the premium price paid.  And you probably 

gave that amount away to the seller when you overpaid. 

 

3) Not all of the Sales Stick 
There is a reason why some customers preferred doing business with your competitor rather than 

with you. For some reason, a certain percentage of the market preferred not to do business with 

you and chose the competitor in order to avoid doing business with you.  When you buy that 

competitor, you are buying a customer list which includes people who have been avoiding you.  

They may continue to want to avoid you and defect to another firm once you make the 

acquisition.  Therefore, there are usually top-line dis-synergies in an acquisition, causing your 

combined sales to be less than the sum of what each firm did separately. 

 
4) The integration of the assets is harder than one thinks. 
Pride, differing cultures, different IT systems, key employee defections, and other such factors 

often make integration of companies slower and more costly than anticipated.  All those 

expected synergies come up short.  You save less than you think. 

 

5) The market shrinks faster than one thinks 
The reason why industries stop growing is not because people stop spending.  Typically, what 

happens is that another industry provides a superior solution and the growth moves to the 

superior solution.  People didn’t stop buying photographic film because they stopped taking 

pictures.  In reality, people are taking more pictures now than ever before.  They just found 

digital photography to be a superior solution.   

 

The problem in declining industries is that the consolidators tend to underestimate the growth of 

the new industry that is providing the superior solution, in part because they do not understand 

the new solution.  In addition, they may not see how interconnected their old solution is to the 

new solution and not realize how the growth of the new is at the expense of the old.  Kodak 

terribly underestimated the digital world, because it was not their world.  They could not imagine 

cell phones replacing cameras.    

 

Macy’s spent a fortune to consolidate the department store industry in the US.  Unfortunately, 

many people have found superior solutions to the department store, such as the lower priced 



30 

 

Kohl’s chain or in high-end specialty formats, like Williams Sonoma.  In addition, apparel, the 

core of the department store, is not as hot a category as it used to be.  The greater growth has 

been in areas like consumer electronics, which diverts money away from apparel into stores like 

Best Buy. 

 

As I’ve mentioned many times before, study after study has shown that most acquisitions end up 

destroying value for the acquirer. A successful consolidation strategy usually depends upon 

making a series of acquisitions.  Just getting one right is difficult.  The likelihood that all will 

work is slim.  That’s why the seller usually does better than the buyer. 

 

So what is the solution?   

 

1. Consider selling out early, while you can still get top dollar for your business.   

 

2. If you still want to be the consolidator, make doing good acquisitions your core 

competency.  Cisco succeeded in consolidation because they took the time to become 

world class at acquisitions.  That became a big part of their value-added vision. 

 

3. Discover early what superior solution is taking the growth out of your industry and shift 

to that superior solution.  In other words, continue to be a growth company even through 

your industry is may not be by moving to where the growth is.  Fuji saw that 

photographic growth was moving to digital and they rushed into the digital void early to 

stake out a position and sustain growth.  Dayton Hudson saw that discount stores were 

growing at the expense of department stores, so they sold out of many of their department 

store divisions early and put the money into the faster growing Target chain.   

 

SUMMARY 

Becoming a consolidator can be an alluring strategy.  You get to become the big fish in the 

shrinking pond.  It strokes the ego to buy out those hated competitors and become the last big 

survivor.  By contrast, selling out to the consolidator can look like defeat.  However, the reality 

is that selling out is often the strategy which creates the greatest value, while the consolidator 

destroys value. 

 

FINAL THOUGHTS 

Remember the moral of the hot potato—if you hold on to it too long, you will burn your hand. 
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Chapter Eight 

Red + Green = Gray 
 

 

THE STORY 

For one year in college, I was an art major.   They 

taught me a bit about color.  There is a special 

progression in the order of colors, as you can see if 

you look at a rainbow or look at the colors cast by a 

prism.  Red bleeds into orange into yellow into 

green into blue into purple and back to red.  It forms 

a circle, known as the “Color Wheel.” 

 

With paint, if you combine colors that are close 

together on the Color Wheel, you create another 

pretty color.  For example if you mix yellow and 

blue, you get green.  If you mix blue and red, you 

get purple.  It you mix yellow and red, you get 

orange. 

 

However, if you mix colors on the opposite sides of 

the Color Wheel, you make the color disappear.  All you get is a dull, ugly dark gray.  Red + 

Green = Gray.  Yellow + Purple = Gray.  Orange + Blue = Gray. 

 

Therefore, you have to be careful when mixing colors.  Otherwise, you may not end up with any 

color at all. 

 

THE ANALOGY 

One of the keys to a successful strategy is the creation of superiority at a point of competitive 

differentiation.  In other words, strategy is about finding a place where you can be both: 

 

a) Unique/Distinctive; and  

b) Preferred by a Sizable Sector of Consumers 

 

These unique points of differentiation can be thought of as being like colors.  You need to find 

your own “color” position in the marketplace.  If your competitor has a “yellow” strategy, don’t 

try to become another yellow company.  Instead, stake out your own unique superiority as a 

“purple” company. 

 



32 

 

The good news is that, just as there are lots of colors on the color wheel, there are lots of 

strategic options to choose for your competitive differentiation.  In automobiles, Toyota is 

known for “reliability.”  That is their color.  BMW is known as the “ultimate driving machine.”  

That is their color.  Kia is known for offering a good value at a low price.  That is their color.  By 

owning a different color, each of these brands has a place where they can win. 

 

I’m not sure I understand what color a Chevrolet is supposed to be, which may explain some of 

their marketplace woes.  By trying to have a car for everyone, Chevrolet doesn’t really stand out 

as special to anyone.  Too many colors…too much bland gray. 

 

So rule number one is to pick a position/color which you can own in the marketplace—one that 

is easy to understand.  Then, rule number two is focus your communication around that color, so 

that people associate that color with your brand.  If you do these two things, then when a 

customer is looking for your “color,” they will gravitate towards your brand. 

 

These unique points of differentiation tend to be built on attributes, like price, or quality, or 

status, or service, and so on.  So, when choosing the color of your point of differentiation, what 

you are really doing in choosing the attribute bundle you are going to try to own.  

 

The problem comes when a company wants to stand for too many attributes at the same time.  

This would be like trying to mix together a lot of colors of paint.  Little tweaks may create an 

exciting new color.  But if you combine radically different attributes together, it can be like 

mixing colors at opposite sides of the color wheel—all you get is a dull, dark gray.  You will 

fade into the background and become forgotten. 

 

THE PRINCIPLE 

The principle here is that, when it comes to finding the proper position for your strategy, more is 

not always better.  By trying to own a large, complex mixture of attributes, you may end up 

owning absolutely nothing.  You become just a dull gray company that fades into the 

background.  By contrast, a simple focus on one attribute usually helps you stand out like a 

bright color and create a profitable niche for your brand.  

 

Professor Alexander Chernev, at the Kellogg School of Management at Northwestern University, 

proved this a while back with an experiment.  I will summarize the results here, but you can read 

a more detailed report in the November 2008 edition of Kellogg Insight. 

 

Chernev asked consumers a number of questions about everyday items, like laundry detergent, 

toothpaste, and cold medicines.  Some of the products stressed excellence in a single attribute.  

Others claimed to excel at multiple attributes.  For example, there could be one toothpaste brand 

emphasizing just whitening, while another brand claims expertise at whitening, cavity 

prevention, and fresh breath. 

 

What Chernev discovered was that products specializing in a single attribute were perceived by 

consumers to be superior in that attribute relative to a multi-attribute product making the same 
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claim.  In other words, even if I tell you that the teeth cleaning powers in my multi-attribute 

brand are as strong as the brand that only claims whitening, consumers won’t believe you.  

They’ll think the specialist is better at whitening. 

 

Chernev refers to this principle as a “zero-sum heuristic.”  In other words, people approach 

products as if they can have only so much beneficial quality to them.  It’s sort of like a point 

system, where each product has 100 points of benefit.  The more attributes you claim, the more 

you have to divide those hundred points among the attributes.  So if you claim four attributes, 

each attribute only has the power of around 25.  However, if you only claim one attribute, that 

one attribute can claim all 100 points.  And 100 beats 25 if you are looking to whiten your teeth, 

so the single attribute product wins. 

 

Things got even worse when the pricing component was added.  Chernev discovered that if you 

price the multi-attribute product the same as the single attribute product, the perceived inferiority 

of the multi-attribute product is reinforced.  Instead of being seen as a superior value (more 

attributes for the same price), the multi-attribute product is seen as having to weaken each 

attribute in order to sell them at the same price as the one attribute brand. 

 

It’s as if a $4 toothpaste specializing in whitening is seen as having four dollar’s worth of 

whitening ingredients, where as a four-attribute toothpaste for $4 can only have one dollar’s 

worth of whitening ingredients.  The other $3 have to go to support the other attributes. 

 

What this tells me is that one must be very careful when building a positioning strategy.  If you 

try to claim excellence in too many areas, customers will be reluctant to give you credit for your 

claims.  This is especially true if you choose to own seemingly opposite claims, such as having 

both the highest quality AND the lowest price.  Just as opposite colors cancel each other out, so 

do opposite attributes.    

 

A better approach is to narrow your focus of excellence to one main attribute.  When you do so, 

customers are more likely to believe you.  They will give you a stronger ownership of your 

claim. 

 

So, to return to our analogy, don’t mix together too many colors of paint into your position.  

Instead of brightening the power of the colors, they offset and weaken each other, turning into an 

ugly gray. 

 

SUMMARY 

To win in the marketplace, one must create an image of superiority at a unique point of 

differentiation.  This is done by focusing on a unique blend of attributes.  When designing this 

focus, there are a few points to keep in mind.  First, don’t pick a focus that is already owned by 

someone else.  Choose something else.   Second, clearly communicate that focus to the customer, 

so that they will associate your brand with that attribute.   
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Third, don’t get greedy and try to make too many claims of superiority.  The more attributes you 

claim to own, the less likely customers will believe that you own any of them.  A simple, narrow 

focus almost always wins out over claims that “I can do it all.” 

 

FINAL THOUGHTS 

As strategy professor Michael Porter likes to say, strategy is about making choices and tradeoffs.  

You cannot be everything, so examine the tradeoffs and choose the right narrow positioning for 

your firm.  In other words, pick a color. 
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Chapter Nine   

Do You Miss Me? 
 

 

THE STORY 

Here are two examples of stories which 

happen all too often: 

 

Back in 2003, some people in Nashville 

started to realize that they hadn’t seen their 

neighbor Deanie Kelly in a few weeks.  Her 

mailbox was starting to overflow with mail.  

So on the next Saturday, Greg, one of the 

neighbors, approached the house and found 

that the door was unlocked. He went in and 

found Deanie lying in bed dead from a self-

inflicted gunshot wound.  Police later said she 

had been dead for about three weeks. 

 

In November of 2008, Police became aware of a situation at 90-year-old Margaret Bernstorff’s 

home in Evanston, a suburb of Chicago.  Margaret shared the house with three of her siblings: 

Anita, Frank, and Elaine.  However, by November of 2008, none of the siblings were still alive.  

Anita had died a few months earlier in May.  Frank had died in 2003, and Elaine had died in the 

late 1970s.  Yet they were all still inside the house, in different rooms, some wrapped in 

blankets. 

 

People said that Margaret was a bit of a pack rat, but I think this goes a bit too far.  After police 

discovered the bodies, Margaret was put into a senior care facility.  

 

THE ANALOGY 

Death can be a sad occasion.  Death is even more tragic when nobody notices that you are gone.  

Deanie Kelly had been dead for three weeks before being discovered.  If it hadn’t been for her 

mail piling up, she might have gone undiscovered for an even longer time.  Anita, Frank and 

Elaine had been dead for many months (and in Frank’s and Elaine’s case many years) without 

anyone noticing. 

 

What does it say about someone’s life if nobody misses you when you are gone?  It makes me 

sad to think of how little these people were connected to the world around them.  
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Like people, businesses come and go all the time.  Many are missed when they disappear.  Many 

more just go away quietly and almost nobody really notices that they are gone. 

 

A good strategy should make your business so vitally important and necessary to your 

marketplace that people would instantly notice when you are gone and then morn the loss. 

 

THE PRINCIPLE 

The principle here deals with indispensability.   The idea is that the more critical your existence 

is to the marketplace, the more successful you will tend to be.  Do your customers find you 

indispensible?  Can you provide solutions in a unique way that would be instantly missed if you 

were gone?   

 

One of the most important set of questions you can ask yourself in the strategy formulation 

process has to do with your level of indispensability.  I typically start the conversation like this:  

“Why should someone prefer your product/service over all of the possible alternatives?”  Or, if I 

want to make the question even more severe, say “Why should someone go out of their way to 

seek out what you have to offer?” 

 

If you’ve done your strategy homework properly, these should be easy questions to answer.  

However, I am shocked by how often these questions are unanswerable by top executives.  Sure, 

you might get some mumbling about how the company’s product performs a little better than the 

competition (and it might even be true).  But how much better?  Enough to get people to clamor 

for you over the competition? 

 

If your offering did not exist, would your customer just switch brands and hardly notice the 

difference?  It’s very difficult to create strong demand for your brand and get healthy profit 

margins if your offering is viewed as pretty much indistinguishable from the list of alternatives.  

One of the reasons why so few brands create strong loyalty is because there is nothing unique 

enough about them to cause one to become loyal. 

 

A primary role of strategy is to create a position where you are uniquely best suited to serve the 

marketplace.  Rather than being one of many similar options, you become the only sensible 

alternative for some segment of the population.  In this way, if you were gone, there would be a 

gap in the marketplace no longer properly served. 

 

Taking the indispensability approach can change the entire nature of your strategic conversation.  

Rather than talking about ways to become better, you will look for ways to become different.   

And as I and Michael Porter like to point out, it is your differences which make you valuable to 

the marketplace.  And the more valuable you are, the more profitability you can extract. 

 

Now you may be thinking to yourself that you sell something rather generic and that it is 

impossible to create any uniqueness.  Well, just because the product is generic does not mean 

that the way you sell it has to be generic.  As mentioned in my earlier book “Strategy is Like 

Pizza” we saw that Granite Rock was able to thrive selling a commodity like granite gravel at a 
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6% premium because of a unique approach to convenience which makes buying granite from 

them more efficient than from anyone else.  If you wrap a commodity product into a unique 

value proposition, it is no longer a commodity.  Your way of selling, means of delivery, speed of 

delivery, level of service or bundling of services can make the generic become quite unique. 

 

Is the Apple Ipod the only available digital music player?  No, there are lots of options.  Is the 

Ipod indispensible to its customer?  Very much so.  Why?  Because it is a unique total offering.  

Itunes was the first music downloading service that broke through the clutter and created 

demand.  The link between Itunes and Ipod made Ipod more valuable.  In addition, the design 

and workability of the features on the Ipod were unique.  Finally, the Ipod is uniquely more 

“cool” than the alternatives.  And, through rapid obsolescence, the Ipod is continually updated, 

so that it can continue to be unique.  All of this uniqueness created great loyalty. 

 

Once you determine your area of uniqueness, then the strategic conversation shifts to moving the 

organization to enhance itself more in the direction of that uniqueness.  In other words, if you 

know what causes your indispensability, then you know what areas to concentrate on—those 

initiatives that accentuate your indispensability, make it stronger.   

 

SUMMARY 

Successful strategies tend to create a position for their brand which is seen as indispensable to 

their customers.  Then the work of strategy is to discover the point at which you are to be 

indispensable and then find ways to expand and extend the types of uniqueness which make the 

offering even more indispensable.   

 

FINAL THOUGHTS  

The irony in business is that the more you would be missed if your offering died, the less likely 

you will die.  Indispensability is linked to immortality.  
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Chapter Ten  

Where’s the Finish Line? 
 

 

THE STORY 

What if every participant in the Tour de 

France bicycle race got to choose their 

own unique race course?  Some might 

pick flatter courses.  Some might pick 

shorter courses.  Some might decide to 

race in Canada rather than France. 

 

If this happened, how would you 

determine who won the race?  With 

every racer having a different finish line 

at the end of a different course, that 

could be quite difficult. 

 

Perhaps as a guide, we can look at the 

race for the presidency of the United States.  Not all of the candidates chose the same route.  

Some entered the race early; others came in later.  Some candidates skipped the early primary 

states and focused instead on some of the later, larger prizes.  Some candidates charted their race 

through the internet more than others.  Some took a grass roots path while others went after the 

political party establishment.  Tactics, messages, and issues varied from one candidate to the 

other.  Sometimes, they varied for the same candidate from one month to the other.   

 

So how do we know who won?  It was the candidate that had the most cheering fans at their 

designated finish line.  That’s the one who ended up in the White House. 

 

So, to apply this to our Tour de France contemplation, perhaps the winner would be the cyclist 

who had the most cheering fans at the end of their designated finish line, wherever that might be.  

Even if we weren’t positive they won the race, at least we would know they won the hearts of the 

fans. 

 

THE ANALOGY 

Strategic planning is very much a race—a race to a desired future position.  Whoever captures 

that position first gets to “own” that position and reap disproportionally higher rewards from the 

customers desiring that position. 
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This business race, however, is more like the hypothetical Tour de France in our story than the 

real one.  Each business determines its own race course and has its own finish lines.  Not every 

firm chooses the same desired position.  Not every firm tries to get to their position in the same 

manner.  Business strategies can vary all over the place. 

 

So the question remains—how do you know if your strategy is a winner?  Check out the crowds 

at your finish line.  How many people have paid to see you cross that line? 
 

THE PRINCIPLE 

Given the fact that the race of business has everyone on different courses with different finish 

lines, one should consider the following four principles: 
 

1. Good Training and Good Execution are not Enough 
If everyone were running the same course under the same rules, then the winning strategy would 

be simple—just perform better than the others on that course.  Your focus would be on training 

well and executing well.   

 

However, if everyone is running different courses in different ways, the task becomes 

exceedingly more difficult.  Not only do you have to perform well, but you need to choose well.  

Since the race course is not given to you, you have to choose one.  Making the wrong choice for 

your course could be more damaging than how well you run the course.  Getting quickly to a bad 

destination doesn’t qualify you for the winning Tour de France yellow jersey.    

 

So many times I have seen companies get singularly focused on the concept of “training and 

execution.”  The idea is that if I can just perform a little bit better at what I am doing, I will win.   

Just lower costs a little, raise quality a little, improve service a little, or lower prices a little, and I 

will do well.  In other words, if I run just a little harder, I can win. 

 

This concept is flawed, because it assumes that you are running the right course.  In fact, you 

may be on a terrible course.  For example, I don’t care how well you may operate a five and 

dime variety store.  It is an obsolete retail format.  The customers have left and are cheering on 

other retail formats, like discount stores, dollar stores, or supercenters.  To win, you first need to 

change your course to a retail format that is still viable in the marketplace. 

 

Choosing the right course is just as important, if not more so, than getting the execution right.  

Therefore, one’s focus needs to expand beyond just performance and also concentrate on making 

the right choices for course and destination.   
 

2. Chasing the Competition is not always a Great Idea 
If everyone is running the same course, then the goal is to chase the leader and overtake them, so 

that you can get to the finish line first.  The focus is how you are doing relative to the other 

racers.  However, if you have different finish lines in different locations, your position relative to 

competition becomes less relevant. 
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In most industries, there is room for more than one successful position (i.e., finish line).  For 

example, in grocery retailing, there can be success at being the lowest priced (like Aldi), the 

most convenient (7 Eleven), the best one-stop shopping experience (a supercenter), the best and 

most healthy food (Whole Foods), and so on.   
 

Each of these successful positions is pointed at a different finish line.  Whole Foods will not win 

its position by chasing Aldi, nor vice versa, because their desired end-states are in different 

places.    Each needs to stay true to their own path.   

 

Again, I have seen many companies lose because they were too focused on following the 

competition.  For example, I remember when Wal-Mart was first expanding to the east coast of 

the United States.  This was an area owned by Roses discount stores.  Roses saw that Wal-Mart 

had a winning strategy, so they tried to follow it.  Roses tried to copy everything Wal-Mart did, 

including repainting its store walls to the same color as Wal-Mart.  In the end, Roses had made 

itself into an inferior Wal-Mart.  When Wal-Mart came to town, Roses lost and quickly 

disappeared from the retail marketplace.  People didn’t desire an inferior Wal-Mart (Roses) when 

they could get the real thing (Wal-Mart). 

 

Roses made the mistake of running towards Wal-Mart’s finish line (a race they could not win), 

rather than finding a course where they could win. 

 

By contrast, when Wal-Mart expanded north into Shopko Discount Store territory, Shopko took 

a different approach.  It started backing away from aspects where Wal-Mart was strong and put 

more resources into areas where Wal-Mart was weaker.  The goal was not to beat Wal-Mart but 

to successfully co-exist by choosing a different course.  Now, twenty years later, Shopko still 

exists.   

 

The moral of the story is to focus on running your race, rather than the race of someone else.  

Keep the eye on your finish line, not theirs. 

 
 
3. Remember that Rules are Fluid 
In the comic strip Calvin and Hobbes, Calvin invented a game called Calvinball.  The rules were 

simple:  a) no two games are to be played by the same rules, and b) you make up the rules as you 

go along.  

 

In many ways, real life business strategy is a lot like Calvinball.  The environment is constantly 

changing.  Rules that worked in the past may no longer apply.  The cheering crowds may have 

moved to a new location.   

 

In this type of race, you don’t just set the course once and forget about it.  Instead, you need to 

periodically make course adjustments.  You may need to put your finish line in a slightly 

different place.  In extreme cases, you may need to abandon the race altogether and start a 

different one. 
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Strategic planning is not a one-time event.  The end result is not a huge book detailing steps to be 

followed exactly to the letter.  Instead, it is a continual way of thinking about the marketplace so 

that your running gets you closer to your cheering crowd.  When the crowd moves, you need to 

move as well. 

 
 
4. It’s Most Important to Have the Crowds at the End of the Race   
Most great new innovative strategies start small.  This is because innovation implies change, and 

people tend to resist change at first.  Habitual established patterns can be hard to break.  

However, great innovations do eventually win out over habit. 

 

Therefore, do not be afraid when striking out on a new, innovative course.  If the innovation 

provides a clearly superior solution to customer problems, it has a great chance of winning in the 

long run.     

 

The important thing is not how many adoring fans you have at the beginning of the race, but at 

the end.  Barack Obama had very few fans when he started the race for President.  But at the end, 

when it counted, he had enough fans to win the election. 

 

Therefore, choose the destination that is in the same location as where people are going, rather 

than merely looking at where they are today.   

 

SUMMARY 

Strategic planning is about winning a race for the future.  However, your race is not the same as 

everyone else’s.  You need to find the course that is best for you.  Therefore: 

 

1. Spend Time Choosing the Right Course 

2. Don’t Chase Competitors who have Chosen a Different Course. 

3. Be willing to modify your course in the middle of the race. 

4. Run to where the crowds are going to be. 

 

FINAL THOUGHTS 

A friend of mine invented his own Tour de France:  a bicycle race down France road in 

Minneapolis.  It may not be as big as the race in Europe, but at least it was a race he could win.  
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Chapter Eleven   

Dating Among Friends 

 
 

THE STORY 

If you want to mess up a 

perfectly good relationship 

among friends, start having some 

of them date each other.  I’ve 

seen it happen many times.  

There will be a group of mutual 

friends that like to hang out 

together.  Then, two in the group 

start having a serious dating 

relationship with each other.  

Suddenly, the dynamics in the 

group change. 

 

Now, all of these same people 

can be a little less comfortable 

hanging around together.  The two that started dating may prefer more private time away from 

the group…or maybe the others feel awkward being with the daters (the proverbial “third 

wheel”).   And if someone else in the group is jealous because they wished they were having that 

dating relationship the other person, then it gets even messier. 

 

Now if some in the group get married, it can change the dynamics between the married ones in 

the group and the unmarried ones.  The gang may end up splitting into two groups—the married 

and the unmarried. 

 

A similar situation could occur among guys who hang out together if one of the guys starts 

dating the younger sister of one of the others in the group.  All of that free-flowing conversation 

about girls may no longer be as free flowing.  Suddenly, that isn’t just a girl—it’s my baby 

sister—and “nobody is going to talk that way about my sister.”  The friendships can become 

strained.     
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THE ANALOGY 

People are not the only ones who have relationships.  Businesses (and their leaders) do as well.   

Businesses have relationships with their suppliers.  They have relationships with their customers.  

They even have relationships with their peers in the same industry. 

 

As long as everyone feels pretty much like equals, these relationships can be somewhat friendly 

and work smoothly.  However, if some of these businesses start pairing up to form more serious 

relationships, it can ruin the old gang of friends.   

 

For example, you may not be as friendly with a supplier if they start a serious relationship with 

one of your peers and end up merging with them.  Now, buying from your supplier feels like you 

are lining the pockets of your competitor and that feels less comfortable. 

 

And if a competitor gets a little too cozy with one of your customers, you may become as angry 

as if one of your friends was taking advantage of your little sister. 

 

Therefore, if your strategy calls for creating some more serious relationships with others in the 

supply chain (like acquisitions, mergers, strategic alliances, etc.), be careful.   Sure, it may seem 

all romantic and wonderful to hook up.  However, it could upset a lot of your other relationships 

in a negative manner.  The negative unintended consequences with the rest of the gang may 

outweigh and benefits of the pairing up. 

 

THE PRINCIPLE 

The principle here is that a handful of stronger relationships in the supply chain may end up 

putting your firm in a weaker overall position with the rest of the marketplace.  In the end, you 

may be worse off than before.  In other words, by dating a couple of your friends, you may 

alienate the rest of your friends.  

 

This may appear to run contrary to conventional wisdom.  When it comes to strategy, it is 

commonplace to hear references to staying close to your core business (stick to what you know).  

And what could be closer to your core business (and knowledge base) than the neighboring 

pieces of the supply chain?  Therefore, there is a temptation to want to form stronger associations 

(or acquisitions or startups) above you (suppliers) or below you (customers) in the supply chain. 

 

For example, many retailers are moving upstream to get stronger control over their suppliers, 

creating exclusive brands or even buying out the supplier.  Approximately half the sales at 

Kohl’s and JC Penney come from such relationships.   Nervous suppliers (who are not part of the 

deal) are responding by opening up their own retail stores (becoming their own customer). 

 

At first, one can dream up reasons why this could be a wise move.  First, it is assumed that more 

ownership of the supply chain leads to more control and that more control leads to the ability to 

extract more profits.  Second, it is assumed that there are some synergies and economies of scale 

in there somewhere which will lower your expenses. 
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Unfortunately, my experience and observations have shown me that reality usually works in the 

opposite direction.  More often, the move to control more of the supply chain can serve to lower 

sales and increase costs.  Allow me to explain why. 

 

Buying a Supplier 
First, let’s look at what happens if you acquire one of your main suppliers.  Typically, prior to 

the acquisition this supplier had other customers besides you.  Many of those other customers 

may be your direct competitors.  When the supplier was independently held, all of these 

competitors would be okay with all buying from this same supplier.  It was a happy group of 

friends. 

 

However, once you purchase this supplier, the relationships change.  These direct competitors 

suddenly have less desire to purchase from that supplier, because that money would now be 

going into the same company as one of their direct competitors (namely you).  The fear would be 

that the profits from the supplier could be funneled into your core business and used to make life 

more difficult for them.  So they start purchasing more from another supplier. 

 

Your purchase of that supplier has made the supplier less desirable for no other reason than the 

fact you own it.  You have tainted its independence with your connection to it.  Sales for the 

supplier will most likely drop with these other customers and it is usually unlikely that you will 

throw enough extra business at them to make up the difference. 

 

And even if you could throw more business to the supplier you purchased to make up for the 

supplier’s lost sales volume, consider this.  There was a reason before why that supplier was not 

getting all of your business.  They probably didn’t deserve it.  Just because you now own them 

may not have made them any more deserving of that business. 

 

And, of course, your negotiating stance has changed with that supplier now that you own them.  

Before, if you could negotiate tough terms with them, you got a disproportionately higher share 

of the value chain profits as they got disproportionately less.    In other words, you could put the 

squeeze on the supplier and win at their expense.   

 

However, if both sides of the negotiating table are owned by the same company, then you are 

only putting a squeeze on yourself.  In fact, because you become more of a captive audience to 

your supplier, you will probably have less aggressive negotiations and end up paying more than 

you did before. 

 

As a result, when you buy a supplier, there are forces at work to destroy value.  There is pressure 

for the supplier’s sales to go down (do to defections from your competitors) and for your core 

business’ costs to go up (due to a weaker negotiating stance with the owned supplier). 

 

Buying a Customer 
A similar problem occurs if you make an acquisition downstream in the supply chain.  The 

customers you did not acquire will resent the fact that you purchased one of their competitors, 

and weaken the sales of your core business as they abandon you.   
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If you own your customer, you may negatively change the focus of that company.  Instead of 

letting them focus on their customer, you may try to get them to act in the best interest of your 

core business.  For example, you may force them into purchasing too much inventory from you, 

or inventory they would not otherwise want.  If you make them try to please your needs, rather 

than their own needs or their customer’s needs, you will make them less profitable.   

 

And if you avoid this influence and let them run as before, then you have not created any 

synergies.  The benefits of the purchase (for which you probably paid a premium) start to 

vaporize.   

 

So again, when you buy a customer, there are forces at work to destroy value.  You pay a 

premium price for the opportunity to destroy the company’s worth, for no other reason than the 

fact that you own it.   

 

SUMMARY 

When you purchase firms directly above you (supplier) or below you (customer) in the supply 

chain, you have upset the old order of business for the entire supply chain.  Unfortunately, these 

changes tend to work against you rather than for you.  Synergies and economies of scale fail to 

occur to any large measure.  Instead, the results tend to be alienation of customers and higher 

costs—a bad combination. 

 

FINAL THOUGHTS 

There’s an old saying that one shouldn’t date people at the company where they work.  Not only 

may it make things awkward at work during the period of dating, but it can get really ugly at 

work afterwards when the couple breaks up.  Once you determine that the types of acquisitions 

mentioned in this here are often mistakes, you may want to sever the relationship and sell the 

business (i.e., break up).  However, by then a lot of the relationship damage in the supply chain 

is already done, so it will still be ugly. 
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Chapter Twelve 

Tool Time 
 

 

THE STORY 

A man walks into a home improvement store to purchase 

a ladder.  He goes up to the salesman and asks for a 

recommendation on which ladder to buy. 

 

The salesman replies, “That depends on what you plan on 

using the ladder for.  We have tall ones, short ones, 

durable ones, inexpensive ones, and flexible ones.  Tell 

me how you plan on using the ladder and I’ll recommend 

the right one.” 

 

The man says, “I don’t know how it will be used.  Heck, 

just get me a blue ladder.  I like the color blue.” 

 

THE ANALOGY 

It’s hard to buy the right tool when you do not have a 

clue as to how it will be used.  The same is true with 

financial models.  You can design all sorts of different 

computer models for your strategic scenarios—simple ones, complex ones, flexible ones, and so 

on.  Like the ladders in the story, each type of model has its place—and each type can be 

inappropriate under certain circumstances. 

 

Models are like ladders; they are both tools to get a job done.  The better you understand the job, 

the better choice of tool you will make.  Choosing a ladder because you like its color makes as 

much sense as choosing a modeling technique because it is your favorite.  Instead, get the tool 

based on the job to be done. 

 

THE PRINCIPLE 

The principle here is that the best type of model is the one that best answers the question at hand.  

Simple models have their place.  They are quick and easy to build and easy to understand.   

However, they may not be adaptable to a wide variety of scenarios and they may not be 

sophisticated enough to provide a meaningful answer. 
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By contrast, a sophisticated and complex model can allow you to understand a situation more 

deeply.  They can also be adaptable to more alternatives.  Unfortunately, they can also be a time-

consuming nightmare to build, debug, and input data.  In addition, you may not have enough 

information to know how all the pieces in the model should interact. 

 

Remember, a computer model is just a tool, not the end result.  The end result is a strategic 

decision.  Depending on what that decision is, different models may be more or less appropriate.  

 

Keeping that in mind, here are my rules for designing models. 

 

1) Start With the End 
The first thing you need to do is ask what decision will be made based on the modeling.  

Knowing that (the end) will let you know where to start.  I’ve seen cases where someone rushes 

off to build a model before fully understanding how the model will be used.  They come back 

with something inappropriate.  That is a waste of time for the modeler and the ones for whom the 

model was made. 

 

If you are trying to decide between two different ways to operate your business (quality vs. low 

price; in-house vs. outsourced; mass vs. niche; automated vs. flexible; etc.) perhaps the best 

model is just a single look at each option in its mature state.  There would be more complexity 

around the factors that are different in the scenarios and less complexity in the areas where they 

are the same. 

 

If you are trying to decide whether to do an acquisition, then you probably want a model which 

spans several years—long enough to capture the value of the deal.  You need enough detail to 

compute cash flow.  Since a lot of the value of an acquisition is gained or lost during the 

transition process, you would want to model that as well. 

 

If you are trying to choose between short-term tactics (like a pricing plan or an advertising plan), 

the model can probably be simplified to only looking at the areas of the business impacted by the 

tactic. 

 

If you are in a crisis mode where a decision has to be made immediately, stick to the key issues 

and crank something out quickly. 

 

2) Never Assume You Will Get it Right In One Take 
I worked with a guy who had an interesting take on model building.  Once he got all the formulas 

right, he would run the model once and then freeze the results.  In other words, he would erase 

all the formulas and links from the model and replace them with the actual numbers which came 

out of the first running of the model.   

 

Then, he would present his results.  Invariably, someone would want to adjust some of the 

assumptions in the model or try another scenario.  This guy would then throw a fit because he 

had erased all of the formulas.  He couldn’t run the model again because he had frozen each cell 

in the spreadsheet with the number from the prior scenario. 
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This is an extreme case, but the principle applies broadly.  Assume that there will be future 

adjustments to the model.  Build it with enough flexibility so that it can be adapted to the future 

changes. 

 

3) The Questions You Ask Are More Important than the Model You Build 
Models are built to provide more clarity around a business decision.  Fuzzy notions are hard to 

quantify and even harder to properly evaluate.  In the process of building a model, one has an 

opportunity to help your audience become less fuzzy by asking a lot of questions.   

 

A computer spreadsheet model has a lot of cells which need to be filled.  By working with your 

audience and asking the right questions, you can force them to become clearer about how each of 

those cells inter-relate.  They may not have thought it all through.  By asking the right questions, 

you can make them think about things that need to be thought through in order to fill in all the 

cells. 

 

The value of getting them to think these things through may be a lot more valuable than the 

actual number which comes out of the model.  For example, they may be looking at changing the 

price of a particular product/service.  To make sure they fully understand the ramifications of the 

price change, you can ask questions like: 

 

 How would that price change impact the price perception (and cannibalization) on the 

rest of the product portfolio?   

 How will it impact your quality image?   

 What happens if competition matches your price?   

 How much price elasticity is there in the marketplace? 

 If a lower price raises demand, what items are fixed and what items are variable in 

meeting that demand? 

 

Just by asking those penetrating questions, you can create better decision-making, regardless of 

the model.  I remember someone from McDonalds telling me about their test of a new product 

called McShrimp Cocktail.  The original model looked pretty good until someone asked the 

question, “How much shrimp would it take to roll this thing out chain-wide?”  Once it was 

determined that 100% of the known shrimp in the world would not be enough to cover annual 

sales projections, the project was scrapped.  Simple questions can be very powerful.  Use the tool 

of the model as an excuse to get in front of people to ask these questions.   

 

4)  Once You Have Enough Information to Make the Right Decision, Stop    
The goal here is not the perfect model, but the right decision.  Sometimes the choice is so 

obvious that it doesn’t take much of a model to show it.  The gap between option A and option B 

at times can be so large that you don’t need to waste a lot of time fine-tuning the model.  If no 

amount of fine-tuning could ever make option B better than A, then stop the fine tuning.   
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As you build and refine the model and the assumptions, continually ask yourself this question, 

“What is the likelihood that further refinement would lead me to a different conclusion?”  At the 

point where you see little to no chance that further refinement would change your decision, then 

make the decision now and stop wasting time refining the model. 

 

Sometimes the difference between option A and option B can be very slight.  In those cases, it 

can be well worth the time to further refine your modeling in order to better understand which is 

the right decision.  Focus on the key areas which are the least certain and the most influential. 

 

SUMMARY 

Financial modeling is just a tool.  Its value comes from its ability to help you make better 

decisions.  Depending on the decision, you made need a different model.  So start by 

understanding exactly what that decision needs to be.  Then bring clarity around that decision by 

asking the right questions.  Finally, once you have enough clarity, stop fine-tuning the model. 

 

FINAL THOUGHTS 

Some strategic implications of a decision are hard to quantify, like the impact on corporate 

culture or the value of strategic flexibility.  Just because they are hard to quantify does not mean 

they should be ignored.  Often, the soft issues make or break a decision.  A financial model is 

just one tool in the toolkit.  Combine it with softer tools which take these other aspects into 

account. 
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Chapter Thirteen  

People Investments 
 

 

THE STORY 

Imagine a conversation between 

Bob, the VP of Operations, and 

Kal, his boss. 

 

Bob: “I’m building a new 

factory in St. Louis.” 

 

Kal: “Why?” 

 

Bob: “Well, we’ve always 

had a factory in St. Louis 

in the past, so I suppose it 

must be necessary.” 

 

Kal: “Have you done the 

math to determine if the 

factory provides a good return on investment?” 

 

Bob: “No, but I checked and we have enough money in the capital budget to build it.” 

 

Kal: “What will the factory be used for?” 

 

Bob: “I’ve got this old piece of paper in the files describing what the old factory used to 

do many years ago.  I know it’s a bit out of date, but we’ll update it as we go along after 

the new factory is built.” 

 

Remind me not to invest my money in this company. 

 

THE ANALOGY 

Factories are important investments.  The decision to build a new factory should go through the 

rigor of strategic and financial planning.  Is the factory needed to meet our strategy?  Can we 

justify the financial investment?  How do we optimize the factory to support the strategy? 
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In the story above, Bob did not seem to have a clue about how the factory tied in to any strategy.  

He didn’t even know how the factory tied into profits.  His rationale was that we always had 

such a factory, and we could afford to build it, so we should build it.  That’s not very good 

justification.  Kal should not put up with such behavior. 

 

A lot of firms claim that their most important asset is their people—more important than 

factories.  Yet, many companies put a lot more strategic effort into factories than they do into 

their people. What if we took that same conversation above and applied it to people? 

 

Bob: “I’m hiring a new person in Accounting.” 

 

Kal: “Why?” 

 

Bob: “Well, we’ve always had a person in this position in accounting in the past, so I 

suppose it must be necessary.” 

 

Kal: “Have you done the math to determine if hiring this person provides a good return 

on investment?” 

 

Bob: “No, but I checked and we have enough money in the accounting payroll budget to 

cover it.” 

 

Kal: “What will this new person do?” 

 

Bob: “I’ve got this old job description in the files describing what the position used to do 

many years ago.  I know it’s a bit out of date, but we’ll update it as we go along after the 

new person is hired.” 

 

As strange as that conversation sounded when it was about a factory, it sadly seems a bit more 

common when it involves people. 

 

THE PRINCIPLE 

The principle here has to do with investment.  Human resources are an investment, just like 

factories and R&D.   Given the movement to a knowledge-based economy, human resources 

may be your most important investment.  The problem is that it is not always treated like an 

investment. 

 

For most other major investments, two major questions are asked before making investment 

decisions: 

 

1)  How does this investment help us achieve our strategy? 
 

2)  Will we get an adequate return on that investment? 
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1)  How does this investment help us achieve our strategy? 
According to a recent survey by Waston Wyatt WorkUSA, firms in the USA are not doing well 

on the first question—connecting individual work to the master strategy.  The study claims that 

51% of employees do not understand the steps their companies are taking to reach new business 

goals.  In addition, 65% are unclear about the connection between what they do and what they 

earn.  In other words, the link between individual work and company strategy is often missing.  

How can we expect this “most important resource” to help us achieve our strategy if they cannot 

identify any understanding of it or connection to it? 

 

This study concludes that “three-year total returns to shareholders are three times higher at 

companies where employees understand corporate objectives and the ways in which jobs 

contribute to achieving them.”  You wouldn’t build a factory without first knowing how it links 

to corporate objectives.  Why should we treat human investments differently?  It is obvious from 

this study that keeping our human resources in the dark hurts shareholder returns. 

 

My experience has shown me that the collective knowledge of the team is far more valuable than 

just the knowledge of the leader.  There have been many times when I have had an idea about 

how to achieve a corporate goal.  I could have just ordered the team to do what I thought up 

(leaving them in the dark about why we are doing it).  Instead, I have told the group what the 

ultimate goal is and asked for suggestions as to how we could achieve that goal.  The suggestions 

from the group are often far better than my own idea. 

 

Not only do I gain their ideas, I gain their enthusiasm.  Once people understand the goal, there is 

greater reason and purpose to the work.  As a result, there is effort placed behind the work, and a 

greater likelihood that the goal is achieved. 

 

It’s hard to know if you have won a race if you do not know where the finish line is (and it takes 

some of the fun out of the running, too).  Let the people know about what the finish line is.  Then 

reward people based on their ability to successfully reach the finish line.  

 

2)  Will we get an adequate return on that investment? 
Now, let’s move onto the second question:  are you getting an appropriate return on investment 

for your hires?  In these tough economic times, there is a lot of pressure to reduce headcount.  

Not all headcount has the same value.  If you had a product line portfolio of 100 products that 

needed trimming, you wouldn’t randomly cut every fourth product from the mix.  Instead, you 

would carefully study the financial and strategic contributions of each product and make 

calculated decisions.  Shouldn’t people receive the same consideration? 

 

The same principle also applies when adding employees.  I’ve seen managers with the attitude 

that employees are a necessary evil to the business and that headcount should always be kept as 

low as possible.  Would we say that about other investments?  If you know that you can get a 

great return on investment by building stores or factories or whatever, you would build them.  

Why not do the same with people?  As long as they are a positive return on investment, why not 

keep adding them? 
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When trying to get a return on investment from something like a factory, we typically do not 

expect to get all of the return in the first year.  In addition, we expect to put in additional money 

over time for maintenance and upkeep—to keep the investment productive.  Do we treat people 

the same way?  Do we look at optimizing the multi-year returns?  Do we invest in training to 

keep people at peak productivity?   

 

SUMMARY 

If you look at your human capital the same as how you look at other capital, you will probably 

get a higher return from that human capital.  Part of this is because there will be a closer link 

between human activity and strategic goals.  Secondly, there will be a closer link between people 

investment and financial returns. 

 

FINAL THOUGHTS 

At first, it may sound cold to treat people like we treat a factory.  However, since it often seems 

like the factories get greater consideration than the people, this is actually a step up.  And, as we 

have seen, if we bring the people into a closer link with strategy, we are actually enhancing job 

satisfaction—giving people a greater purpose.  So, in many cases, this is actually a more 

compassionate approach.   
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Chapter Fourteen 

The Magic Eye 
 

 

THE STORY: 

Back in the 1990s, there was a 

popular entertainment diversion 

called the “Magic Eye.” These 

were colorful pictures that at 

first glance looked like just 

random patterns with no 

meaning.  However, if you 

changed the way you looked at 

them, you could see a 3D image 

pop out of them and float in the 

space in front of the picture. 

 

The secret to finding the hidden 

3D shape was in the way you 

looked at the Magic Eye picture.  

If you focused your attention 

too sharply on the picture, you would never see it.  Instead, you had to let your vision relax.  

Then, all of the sudden, the 3D image appeared. 

 

It was a strange sensation.  At first, you would look and look and look at the picture and be 

frustrated that you couldn’t find the 3D shape.  Then, once it appeared, you were amazed that 

you had not seen it sooner, since it was now so clear to you. 

 

At the beginning of this chapter is one of those Magic Eye pictures.  Later on, I’ll tell you what 

3D image you should see in it. 

 

THE ANALOGY: 

Finding the proper vision for your company can be like trying to find the 3D image in a Magic 

Eye picture.  Somewhere in that messy looking future is the proper vision, but at first it is hard to 

see.   

 

Like with the Magic Eye, sometimes you need to relax your eyes in order to see the vision.  Then 

it will pop out and look incredibly obvious.  Once the obvious vision pops out, you can rally the 

troops to create the path which will make that vision a reality. 
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In this chapter, we will look at some mental tricks to help make your vision pop out and become 

obvious. 

 

THE PRINCIPLE: 

The principle here has to do with taking advantage of the way your brain functions.  Jonah 

Lehrer wrote an article shedding light on this principle, entitled “The Eureka Hunt,” in an issue 

of The New Yorker magazine (dated July 28, 2008).  This article looked at some of the recent 

brain research focused on how we, as humans, create moments of great insight—called Eureka 

moments.   

 

In studying people who have had great insights into difficult problems, the scientists detected a 

pattern.  First, the person would focus on the difficult problem at hand—gathering information, 

pondering the issues, struggling for a solution.  Eventually, this effort would lead to an 

impasse—a dead end, a mental block.  After all of that mental effort, no solution would present 

itself…it would seem impossible. 

 

After the mental block, the person would walk away from the project and spend time in some 

innocuous activity—either some rote routine activity like taking a shower or some form of mind-

numbing entertainment.  Whatever the activity, the point would be that the former problem had 

slipped out of the conscious mind and the person was not aware that any further consideration 

was being given to it.  It was as if the mind had taken a mental vacation from problem-solving 

and was in a passive mode—like on autopilot. 

 

Then suddenly—out of the blue—the solution would present itself.  It would be clear and 

obvious.  There would be a sense of certainty that the problem was indeed solved.  It would just 

take a little time to work out the little details. 

 

How did the brain do this?  Scientists said that first the brain intensely focuses on the issue.  It 

shuts down a lot of the sensory areas in order to block out distractions.  Then, primarily the left 

side of the brain goes to work seeking information and looking for a solution.  This left 

hemisphere searching tends to reach that impasse.   

 

That’s when the problem is shifted over to the right side of the brain.  Although the right side of 

the brain tends to be less logical and less precise, the right side is better at connecting the dots for 

the big picture.  It can draw from a larger, more diverse, more abstract world.  This is all going 

on in the background while you are unaware. 

 

When it finds a solution, the right side of the brain gets the attention of your consciousness, 

creating that eureka moment.  Although it appears to be a sudden flash of insight, it is really the 

result of hard work in the mental background. 

 

But here is the true secret.  If you spend all of your time consciously focusing on the issue, you 

will keep the brain too isolated in the left hemisphere.  You will never get past the mental block.  
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To get the problem into your right hemisphere—where it is solved—you need to walk away from 

the problem, unfocus yourself and sort of let your conscious brain vegetate. 

 

To quote the New Yorker article, “The relaxation phase is crucial. That’s why so many insights 

happen during warm showers…The big ideas seem to always come when people are sidetracked, 

when they are doing something that has nothing to do with their research.” 

 

It’s like that Magic Eye.  You can only see the 3D image if you stop staring intensely and let 

your eyes relax.  Similarly, you can only catch the vision if you stop focusing intensely and let 

your mind relax.   

 

So what are the implications for vision hunting? 

 

1.  Stop Focusing So Much On Focusing. 
Yes, initially one needs to focus.  But then, one needs to relax.  Some people are known to use 

focus enhancing drugs, like Ritalin, to help them find insights.  This article says to stop that.  

Those drugs keep the mind in the wrong place. 

 

2. Walk Away and Find Diversions 
It’s okay to take a leisurely break every once in awhile, even on company time.  The article 

praises firms like Google that put ping pong tables in their headquarters.  Firms need to 

encourage some of this more playful behavior.  It was even suggested that companies might 

encourage sleeping on the job, since many great ideas come in that half-conscious state when one 

first wakes up. 

 

When I used to work at the former Best Buy headquarters, at those times when we would hit an 

impasse I would suggest a trip to the “automotive sculpture gardens.”  Although it sounded 

glamorous, what I was referring to was a path on the property that went through a wooded 

swamp.  There was a rickety bridge going over the swampy area.  From the swaying bridge, you 

could see where someone had dumped old auto parts into the swamp.  A few of the larger pieces 

stuck out of the wet and mucky goo.  Hence, the “automotive sculpture gardens.” 

 

The point was that a walk through a wooded swamp (with the accompanying insects and smells) 

was a distinct departure from the sterile and intense world of the corporate headquarters.  It was a 

chance to get away from it all, so that your brain could subconsciously shift to the right 

hemisphere while you were mentally diverted into a more restful activity.  This diversion helped 

create great insights. 

 

3. Don’t Force Visioning Onto a Timetable 
The more you force a timetable onto visioning, the less productive it becomes.  Just because you 

take an Outlook calendar and block off 10AM as the time when a vision occurs does not mean it 

will happen that way.  Studies show that great insights tend to come when people are in good 

moods more often than when under pressure. 
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Rather than trying to force an entire strategic planning cycle into a single, tightly-scheduled, 

meeting-packed week, let it be running in the background all year round.  Annual strategic 

offsites are better served for communicating that “obvious” insight (which popped out at you 

earlier) and rallying the troops around it, rather than as the time when the insight is forcibly 

created.   

 

SUMMARY: 

If you want great visionary insights, first spend some time focusing intensely on the problem.  

But then walk away and relax.  Both tasks need to be encouraged in your corporate culture.  

 

FINAL THOUGHTS: 

The item you were supposed to see in the Magic Eye picture at the beginning of this chapter was 

a dollar sign.  If you follow these principles, you should see more dollar signs in your business as 

well. 
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Chapter Fifteen  

An Efficient Waste of Time 
 

 

THE STORY 

Stephanie had an overweight dog.  She 

went to the Veterinarian to get some 

advice on what to do about her dog’s 

weight problem. 

 

The doctor said that what the dog needed 

was more exercise.  He knew that there 

was a large park near where Stephanie 

lived, so he said, “You should take the 

dog for a few laps around the park every 

evening.” 

 

Stephanie heeded the veterinarian’s 

advice and started walking her 

overweight dog a few laps around the park every evening.   After awhile, Stephanie found this 

task to be very time-consuming and very boring.  Stephanie said to herself, “I’m an expert in 

making things more efficient in the business world.  I should be able to find a way to make this 

task more efficient as well.” 

 

And so she did.  To make the trek around the park faster and more efficient, Stephanie decided to 

put the dog in a car and drive her pet around the park a few times every evening.  Not only was 

this faster, but the dog enjoyed it more.  The dog loved sticking its head out the car window 

much more than walking. 

 

Everything was perfect, except for the fact that the dog did not lose any weight. 

 

THE ANALOGY 

Stephanie found a way to make the process of going around the park more efficient.  Driving was 

both faster and more enjoyable than walking.  Unfortunately, her efficiency “improvement” 

totally missed the point.  The purpose of the trip around the park was to get her dog to lose 

weight.  By prioritizing “efficiency of task” over “purpose of task” Stephanie failed to achieve 

the intended goal. 
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What Stephanie really created was an efficient waste of time.  She got around the park faster, but 

without meaning or purpose…and the dog was still overweight. 

 

As silly as Stephanie’s efficiency solution was, it is not that different from what I have seen in 

occur in strategic planning.  Strategic planning is a process, but it also needs to serve a purpose.  

If all you see is the process, then you become like Stephanie, who only saw going around the 

park as a process.  As you try to make the process of strategy more efficient, you can lose sight 

of the intended purpose.  The result is a highly efficient strategic planning process—one that is 

quick and painless—but utterly worthless in moving the company forward. 

 

 

THE PRINCIPLE 

The principle here is that the best strategy rarely comes from an efficient process.  Forming 

strategies is messy work, and the process usually needs to be a bit messy as well.  A little sweat 

and aggravation is needed to get the job done.  Just as the dog could not lose weight in an 

efficient car, but only by slogging it out the slow way in a walk, great strategic solutions cannot 

be rushed, either.  A slick, fast approach to planning can quickly become an efficient waste of 

time. 

 

There was a discussion on Linked-in recently about all the neat little strategic planning tools one 

can use in a strategic planning process.  Tools are great, but tools can make a royal mess if used 

improperly.  For example, if you see a SWOT analysis (strengths, weaknesses, opportunities, 

threats) as just a list of blanks to fill in, then you can quickly devise a way to efficiently fill in the 

blanks.  But you may end up with just a bunch of useless platitudes. 

 

In general, top executives don’t like to spend a lot of time on strategy.  They would rather dive 

into the “crisis of the day” and solve an immediate issue.  They will encourage strategists to find 

“efficient” ways to do strategy, so that it takes up less time.  You must fight this pressure and 

temptation. 

 

Here are four reasons why Strategic Planning needs to be a slow and messy process. 

 

1.  Planning Needs to Break Down Preconceived Notions 
Most great strategies reinvent the rules.  They ignore the traditional way things have always been 

done and try something completely different.  Conventional wisdom is thrown away and a new 

wisdom is invented.  Strategist Gary Hamel puts a high priority on the need to break down 

preconceived notions about how business is supposed to work.  You cannot invent the next new 

thing if your thinking holds too dear to the old rules. 

 

It takes time to break down the old thinking patterns.  You might hold so dear to a current 

business rule that you think it is the only way to get things done.  By closing your mind in this 

way, you prevent yourself from even considering an alternative.  For example, you may believe 

that: 
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a) All hospitals have to have an emergency room; or 

b) Only governments can own and manage highway systems; or 

c) Everything on the internet has to be free; or 

d) Product development needs to be fully complete before introducing it to the public; or 

e) Only a small niche of people are interested in organic. 

 

There are people today who have defied conventional wisdom like this and are making money.   

 

It can be a messy thing to get people to release their grip on tightly held notions.  Letting go of 

the old and embracing the new takes time.  If you short-change this process, you can have a 

company full of doubters who will not fully embrace your strategy.  This will internally sabotage 

your ability to achieve your strategic goal. 

 

2. Strategies Need to Challenge Current Power Bases 
Many of the people in your organization have created a strong power base under the old rules of 

how things were done.  Reinventing the rules can weaken or destroy that power base.  Naturally, 

the ones with the power today will tend to resist a new approach which reduces their stature and 

influence.   

 

Worse yet, if the only opportunity these people have to respond to this change is in a public 

planning forum, then they may take a strong public position of resistance which will make it 

difficult to back down later. 

 

In these cases, there often need to be private moments, when challenges can be presented “off-

the record” one-on-one to the ones who might be threatened.  Negotiations can take place to help 

them find new bases of power.  Extra time can be given to help them see the bigger picture…all 

away from the public eye, so that they can save face. 

 

I worked with a company that was developing a new vision which threatened the power and 

influence of the old base business, where over 90% of the employees worked.  Because the new 

vision was thrust at them quickly and publically, they felt trapped.  As a result, they used their 

superiority of numbers of people to essentially do a coup.  They took over the company and 

threw out all of the executives who were threatening the status quo.  

 

If you skip the messy business of delicately transitioning power bases (because it is inefficient), 

you can end up with a mutiny rather than a strategy. 

 

3. Eureka Moments Need Incubation Time and Diversions 
In the prior chapter we have looked at some of scientific research behind the development of 

great ideas.  We saw that eureka moments of great discovery almost never occur inside focused, 

efficient efforts at idea development.  Instead, they tend to occur after laying aside these efficient 

processes for awhile and spending time at some seemingly worthless (or at least inefficient) 

diversion.   
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It could be spending time at some recreational activity (like sports), or entertainment activity 

(like watching a movie), or something as mundane as taking a shower.  Regardless, the brain 

needs time to back off from heavy, efficient processing and drift a bit into a more daydream-like 

mode.  Science found that the great insights come during this mental relaxation/diversion time 

after the “efficient” thinking process is done.  Skip the relaxation/diversion time and you lose the 

great eureka moments. 

 

Studies have also found that the one most common characteristic between geniuses is that they 

tend to sleep a lot—often taking naps in the middle of the day.  How’s that for a seemingly 

inefficient process? 

 

This combination of alternating between efficient thinking time and random relaxation (or even 

sleep) time tends to generate the greatest strategic insights.  It is a messy and time consuming 

process which by its very nature cannot be made efficient.  

 

4. Strategies Need to Evolve and Adapt 
New revolutionary ideas are rarely perfect right out of the box.  They tend to get adapted and 

modified over time.  That’s why so many firms now introduce beta versions to the public to gain 

more insight before the product is finalized.  If the strategic planning process is only at the 

beginning of this journey, then you are missing the richness of applying a strategic approach to 

this adaptation.  Instead, you may end up with random adaptation which ends up weakening and 

destroying the revolution rather than strengthening it through strategic coherence. 

 

Since one loses some control over the process once it is released into the public, one needs a 

messy strategy process to interact with this more uncontrollable adaptation.  Changes will be on 

the schedule of how the public wants to interact, not on some internal strategy calendar.  Again, 

this cannot be rushed for the sake of efficiency.  

 

SUMMARY 

The ultimate goal of strategic planning is to find and execute a path to a more prosperous future.  

Strategic planning can use some tools and processes to help achieve this goal, but one must never 

lose sight of the ultimate objective.  Perfecting the “process” of planning to be as quick and 

efficient as possible almost always leads to strategic failure—an efficient waste of time.  It is the 

time consuming and messy approach which brings better results. 

 

FINAL THOUGHTS 

Disney is known for its creativity.  According to Chris Heatherly, VP of Toys, Disney Consume 

Products, described their success in creativity this way:  “Some people want to cut to the chase. 

We tried it, and it just doesn't work…You have to have some decompression time to be 

creative.”  How much decompression time is in your planning process?  
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Chapter Sixteen  

It’s Not Fair! 
 

 

THE STORY 

Usually, the first words said by a baby have 

something to do with their father or 

mother…words like “Mama” or “Dada.” 

 

Although I can’t prove it, it seems to me that 

one of the first sentences a child says is “It’s 

not fair!”  Even if it is not the first sentence, 

it is probably one of the most frequent 

sentences you will hear from a small 

child…and usually accompanied with some 

tears (and perhaps a temper tantrum). 

 

THE ANALOGY 

Even very small children seem to have a sense of justice.  They feel they have rights, and when 

they do not get what they think they deserve, they cry out “That’s not fair!”  Although you may 

disagree with these young children over what they truly deserve, there is no denying that these 

youngsters get very unhappy when they feel that they have not gotten a fair deal. 

 

To show their displeasure, they may cry, throw a temper tantrum, or try to create their own sense 

of justice by stealing back what they believe was unjustly taken away from them.  A good parent 

will eventually show the child that the world is not always fair and that we are not to create our 

own vigilante justice, but work within the system.  In the meantime, parents will teach the child 

that temper tantrums are not the proper way to resolve problems. 

 

Unfortunately, I have seen companies do the equivalent of crying “That’s not Fair!” and throw 

temper tantrums when a competitor has what appears to be an unfair advantage.  Well, you know 

what?  Life isn’t always fair in business and normally, throwing a temper tantrum will not solve 

the problem.  Crying about an unfair disadvantage won’t suddenly make your “disadvantaged” 

strategy a rousing success.  It is still a failed strategy, regardless of whatever injustice you feel. 

 

And although you may want to use this “injustice” as an excuse for poor performance, guess 

what…your shareholders don’t care.  They just want performance.   Rather than throwing a 

temper tantrum, just pick yourself up and find a different strategy where you have the advantage 

in your favor. 
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THE PRINCIPLE 

The principle here is that the world is not always “fair” and that a good strategist does not use 

unfairness as an excuse.   Instead, a good strategist looks for an alternative strategy which creates 

“unfairness” in its favor.  In other words, instead of sitting around pouting over bad performance 

and blaming “It’s not fair!,” redesign your strategy so that the tables are turned and the 

competition is now the one claiming “It’s not fair!” 

 

I was recently talking to an executive about a business division that was performing below 

expectation.  I suggested that the problems were primarily due to a particular competitor that was 

gobbling up market share at their expense.   The response I got sounded a bit like a temper 

tantrum excuse:  “But that competitor is a dotcom startup that is not required to turn a profit.  

Because we require our division to make money, it cannot offer as strong a consumer value.”  I 

half expected the excuse to end with a cry “It’s not fair!” 

 

My answer was that it didn’t matter that the competitor did not feel compelled to make as big a 

profit as we did.  From the customer’s perspective, they don’t care about all that profit stuff.  All 

they know is that the competitor offered a better deal.   

 

Hiding behind that excuse won’t solve the problem.  Customers will continually flock to the 

place where they get the best deal.  Eventually, the board and shareholders will stop listening to 

these cries of “It’s not fair!” and demand results.  To solve the problem, this division needs a 

new strategy which creates a different type of value that the competitor cannot match. 

 

I was reminded of a similar situation earlier in my life.  The company I was working with had a 

division that was doing poorly against a particular large food retailer.  This food retailer was 

privately held.  Being privately held, this competitor made financial decisions as if its cost of 

capital was virtually free.  Our company, which was publically held, had to calculate a large cost 

of equity into its return on investment.  As a result, the competitor could “afford” to do things 

which our firm thought were poor investments. 

 

The customer didn’t care about “cost of equity” and “return on investment.”  All they knew was 

that these so-called “poor” investments created a preferred shopping environment for our 

competitor.   People within our company were saying the equivalent of “It’s not fair!”  They hid 

behind this excuse rather than change the rules with a new strategy.  Guess what?  The 

competitor grew and our division shrank.  And no amount of temper tantrums would fix that. 

 

So what do we learn from this? 

 

 

1) Don’t Hide Behind Excuses of “It’s not fair!” 
If the situation truly is not fair and you are at a disadvantage, then you have a broken strategy.  

Sticking with such a broken strategy is suicide.  Crying about it won’t change it.  Pick yourself 

up and change your strategy. 
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2) Develop a Strategy Where you Have Your Own “Unfair” Advantage 
If your strategy is broken, you need to reposition yourself relative to the competition in a manner 

where you can create your own advantage.  For example, if the competitor has a unique cost 

advantage which you cannot touch, then do not use a price strategy against them.  That is suicide.  

Instead, find a place where they are weak (like service) and build your “unfair” advantage there.   

Remember, the goal is not to beat the competition at their game. The goal is to find your own 

game where you can win.   

 

There is almost always multiple ways to approach the marketplace, particularly with a niche 

strategy.  Find the approach where you have the edge over the others.   

 

In the end, you may find that your best approach is a strategy where both companies win.  For 

example, if you let them win on price and you win on service, then both companies can succeed 

on their own and not resort to killing each other firm in a downward competitive spiral.   

 

Unfair does not mean illegal.  It is not illegal that taller people win more basketball games.  Their 

height gives them an advantage in basketball, and they can legally use that advantage there.  But 

being tall is not always an advantage.  If you are short and small, perhaps you should be 

competing as a jockey.  Riding a racehorse is a place where a huge, tall basketball center is at a 

disadvantage.     

 

SUMMARY 

A good strategy is one where the competition complains “It’s not fair!” about you rather than 

you complaining “It’s not fair!” about them.  This requires looking for positions where your 

uniqueness gives you an edge that others find difficult to imitate.  This proactive search for your 

own “unfair” edge is much better than just whining and complaining about the unfair edge that 

someone else has.   

 

FINAL THOUGHTS 

Lately the US government has been listening to a lot of whining and complaining about 

unfairness.  The auto industry, for example, is asking for a handout because of the unfair 

advantage they claim to have versus the foreign auto companies.  Just giving them more money 

won’t change the “unfairness.”  Ultimately, the auto industry needs to change and find a strategy 

which is not broken. 
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Chapter Seventeen   

Quant Jocks 
 

 

THE STORY 

The term “Quant Jock” refers to 

people who earn their living by being 

excessively good at developing 

complex analytics via the computer.  

Quant Jocks have been an integral part 

of the Wall Street financial 

community for years.  However, in the 

past year or two, their reputation for 

financial wizardry has become a bit 

tarnished. 

 

First, it was the quant jocks who 

helped develop all of those 

sophisticated repackaged mortgage bundles, which nobody really understood and which were a 

major factor behind the recent housing crisis.  Second, it was the quant jocks who developed 

sophisticated computerized stock trading programs.  These sophisticated stock trading programs 

helped to increase the negative impact of stock melt-down in the fall of 2008. 

 

The irony is that the quant jocks had claimed that all of their sophistication would help to reduce 

downside risk.  Instead, it now appears that their models actually increase risk, particularly if 

events fall outside the programmer’s narrow assumption parameters (which inevitably will 

happen). 

 

THE ANALOGY 

There are many similarities in the goals of Wall Street and of business strategists.  Both are 

trying to find a way to optimize the blend between profitability and risk.  The goal is to create as 

much profitability as possible within a particular risk tolerance.   

 

For years, Wall Street has used a lot of quant jocks in the attempt to achieve that goal.  Now, we 

are seeing more and more of that complex analytical approach being applied to strategic 

planning’s goals.  Planning techniques like Scenario Planning and Real Options seem to be 

falling under the influence of quant jocks. 
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At its worst, overly-quantified scenario planning can become similar to those mortgage-backed 

securities which helped bring down the housing market (if the quant jocks are allowed to go 

wild).  You bundle up all these scenarios into one massive computer program and come out with 

some sort of bundled scenario risk formula that doesn’t quite match any particular scenario.  This 

makes it hard to know what to do. 

 

The same can happen to a Real Options approach to minimizing risk—lots of math leading to 

conclusions that tend to mask what is actually going on in a strategy.  If the parameters are in the 

assumptions are off by too much, they whole thing can collapse. 

 

It’s not that math or analytics are bad per se.  Scenario planning and real options can be valuable 

tools.  The knowledge and insight coming from rigorous analysis can be useful—on Wall Street 

and in strategy.  But taken too far, analytics can obscure your view.  Instead of knowledge and 

insight, there are incomprehensibles and too much blind faith in the cold, unthinking calculations 

of formulas inside a black box.  And, as we saw in the story, rather than reducing risk, it can lead 

to increasing risk—and creating melt-downs.  Is this what you want for your strategy? 

 

THE PRINCIPLE 

The principle here is that strategies need to be far more than just numbers and formulas.  In fact, 

an excess of “quant jock” thinking can actually increase the risk of failure for your strategy.   

The logic behind this point of view are as follows: 

 

1. Continuity Vs. Discontinuity 
Quant jocks tend to live in a world of continuity.  The idea is that the world operates by a set of 

rules.  The role of the quant jock is to model those rules and optimize the nuances for the benefit 

of the company. 

 

By contrast, good strategists tend to focus on discontinuities.  Nearly all great strategic moves 

are done in a way that totally destroys the rules of the status quo.  For example, the great success 

of the Ipod comes from more than just the creation of a device.  It was a reinvention of the rules 

for the entire industry—of how music was sold (itunes), organized and listened to.   

 

The same was true for the iphone—creating an entirely new apps-based business model.  

Amazon was not just another outlet for selling books—it was a new way to think about 

shopping, with lots of new tools and information to create a wholly different shopping 

experience. 

 

As we saw with the housing crisis and the stock market melt-down, the quant jock systems failed 

miserably when there was great discontinuity.  They weren’t built for such rapid change.  I fear 

the same is true in the strategic world. 

 

Rules-based models don’t help you discover a new set of rules, nor do they tell you how to react 

when the old rules no longer apply.  Rather than overanalyzing the world of today, strategists 

should be dreaming of how to destroy the world of today for their benefit.   



67 

 

 

Instead of modeling the world as it is, we should model potential new realities.  Yes, there is still 

some analytics involved, but the analytics are only as good as the dreams being analyzed.  Great 

dreams are more important than great analytics, because the dreams are what create the new 

business models to be analyzed.  Analytics without these dreams is just random noise.   

 

2.  Beating the System Vs. Being the System 
In the stock market, the goal of the quant jock is to find little holes in the rules, so as to beat the 

system on very narrow deviations.  Unfortunately, what happened was that a large number of 

firms adopted these models and started trying to beat the system in pretty much the same way. 

 

When that happens, you are no longer beating the system.  Instead, you become the system.  The 

herd mentality caused so much trading to be done in this similar analytical manner, it became 

harder to make the models work (too many people chasing too few holes).  Then, when the 

market fell apart in the fall of 2008, the models all worked in unison to force prices down further 

and faster. 

 

A similar situation occurs in strategy.  “Me Too” strategies, where you try to copy the leader, 

rarely lead to great riches.  The leader usually stays the leader and you fight over the few crumbs 

left behind. 

 

If the herd mentality takes over and everyone tries to win in the same way, it tends to 

commoditize the business.  This usually leads to price wars, where the prices drop just like those 

stocks did (and so will your profits). 

 

Analytics by nature tend to mimic others, because they are trying to model the world that exists.  

Quant jocks may come up with original ways to push around the math, but they rarely come up 

with original new strategic options.  If you truly want to beat the system, you need to create a 

new position, working under a new set of rules—a place where you can be the leader and the 

rules work in your favor.  Brainstorming, not whirring computers and complex spreadsheets, are 

the priority. 

 

3. Creating Vs. Measuring 
Quant jocks like to measure things.  The problem is that when you are creating a brand new 

business model in a brand new space operating under a brand new set of rules, there isn’t much 

to measure beforehand. 

 

If you wait until the market is fully developed, so that you have more to measure, it is usually too 

late.  The market leaders have already established themselves and the rules are already working 

in their favor.  The game is over. 

 

Apple succeeds by blazing new trails, doing new things—be it the Ipod/Itunes model, the 

Iphone/Apps model or the Apple Store model.  It doesn’t wait until the market is fully developed 

and measurable.  It takes calculated risks.  Sure, calculated risks are still calculated, but the 

strategy is not put on hold until perfect information is available. 
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Sometimes, a little consumer research can help.  But even here, if the concept is too radical, the 

customers may not at first be able to internalize how they would behave in that new world, 

thereby making the results unreliable.  Small beta tests may be better than analytical modeling. 

 

Well, if the new world is not yet available to measure, we can always still measure the current 

model, right?  Unfortunately, overemphasis on measuring the business model you are trying to 

destroy usually will not tell you the best way to destroy it.  That’s a lot of effort for questionable 

reward. 

 

SUMMARY 

Strategy is primarily a creative act—building a new business model that did not exist before.  A 

“quant jock” mentality/focus typically is not the path to get there.  Instead, it tends to keep one 

mired in the past.  Sure, a little analytics can help fine-tune the creative idea, but it won’t develop 

it.  Therefore, rather than obsessing on analytics, obsess on creative model building and then use 

analytics as a secondary support mechanism. 

 

FINAL THOUGHTS 

Sir Isaac Newton did not discover gravity through analytics.  It was a creative burst prompted by 

watching apples fall from trees.  The analytics came later.  Strategists should probably spend 

more time pondering things like falling apples and less time pouring over computer printouts. 
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Chapter Eighteen   

Dated Thinking 
 

 

THE STORY 

The dating process has always 

seemed a bit odd to me.  In 

many cases, people are dating in 

order to find the person that 

they want to spend the rest of 

their life with—someone 

compatible with their lifestyle.  

Yet, when these people are on a 

date, they are acting differently 

than their normal lifestyle. 

 

For example, they may be a slob, but they dress up and clean up their place for a date, something 

they would not otherwise do.  They may drink the cheap beer when alone, but consume the good 

stuff on a date.  They may love to spend their evenings watching TV, but endure the theater and 

museums on a date. 

 

How are you supposed to find someone compatible with your lifestyle, if you never live your 

normal lifestyle in their presence?  It makes me wonder how many businesses would go bankrupt 

if people stopped acting differently on dates.  And it does not surprise me that many are 

disappointed after getting married, because their new spouse stops the unusual activity from the 

dating and go back to their “normal” ways. 

 

I am reminded of a story I heard from my high school guidance counselor.  He said there was a 

woman who didn’t want the man she was dating to know she was wearing braces, so before her 

dates she would yank out her braces.  After the date, she would push them back in.  Ouch!! 

 

THE ANALOGY 

Dating is an occasion where people can act differently from “normal.”  As it turns out, it is not 

the only one.  It could be time of the day—like drinking coffee in the morning, but never in the 

evening, for example.  It could be time of the month—depending on how close it is to when you 

last got paid.  Behavior can change between when you are with your friends at home versus with 

your boss at work. 
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As it turns out, there typically really isn’t a “normal” way of life for a particular individual.  The 

behavior changes based on the occasion.   Each occasion creates its own type of normalcy.  It is 

as if we take on a different role depending on the particular occasion.  I may have my “Dating” 

role, my “Being at Work” role, my “Being a Parent” role, my “Being with Friends Role,” and so 

on.   

 

There is actually more consistency in behavior based on a particular occasion/role than there is in 

the total life of an individual.  For example, behavior on a date may be different than behavior 

when not on a date, but the behavior when dating is relatively consistent whenever the dating 

occasion comes up. 

 

Therefore, when creating a strategy, it is better to target the relatively consistent needs for a 

particular occasion than to target inconsistently-acting individuals. 

 

THE PRINCIPLE 

The idea here is that strategies focused on occasion-based solutions tend to be more effective 

than strategies which target individuals.   Individuals slip in and out of roles depending on the 

occasion.  Their needs and desires change based on the occasion.  If you try to target one 

individual all the time, your appeal will have varying degrees of success, depending on which 

role the individual is playing at a particular time. 

 

As a result, even though there is much talk these days about being customer-centric, real success 

comes from being solution-centric. 

 

Restaurant Example 
For example, let’s look at how an individual, let’s call him “Bob,” uses restaurants.  When Bob 

is on a date, he may be looking for a restaurant that is romantic, that would impress his date.  

When Bob wants a meal to eat while working late at the office, he may be looking for 

convenience, low price, and delivery services.    

 

If Bob is having an important business dinner, he may want someplace which is quiet, where 

they don’t mind if you linger, and shows off his financial strength (i.e., expensive and snooty).  

When eating out with his children, he may want a restaurant that is moderately priced and kid-

friendly.  If Bob wants a meal when alone at home, he might skip the restaurant altogether and 

just nuke something in the microwave. 

 

As a restaurant owner, what would be the best restaurant approach if the strategy is to target 

Bob?  The restaurant would need to be romantic, quiet, kid-friendly, snooty, expensive, cheap, 

moderate, quick, lingering, and sells things to take home and microwave.  Good luck on that one.   

 

There is no single ideal restaurant strategy to target at Bob, because Bob’s needs and desires 

change based on the occasion.  He wants a different type of restaurant for each occasion.  If you 

try to create one restaurant appropriate for all of those occasions, it will not be able to be the best 

at any particular occasion.  The irony is that a single restaurant specifically designed to meet all 
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the restaurant needs of Bob would most likely be a restaurant Bob would hate to visit, because it 

would never be the best option for any of his occasions/roles. 

 

A better restaurant alternative would be to stop targeting particular people and instead start 

targeting a particular occasion, like being the ideal restaurant for dating.  That way, when Bob is 

going on a date, your restaurant will be the best choice for that occasion.   It doesn’t matter that 

Bob would never choose you for his other roles, because you are no longer targeting Bob.  You 

are targeting anyone who is looking for the ideal dating restaurant at a particular moment.  If 

there are enough people drifting into the role of looking for a dating restaurant solution, then you 

don’t have to worry about missing the other occasions. 

 

By choosing a particular occasion, you can focus on being the best at delivering the attributes 

most important to that occasion.  You can downplay attributes less important so that you can 

afford to do a better job on the ones which are important to the occasion.  For example, a dating 

restaurant could afford to do a more effective job of being romantic, because it does not have to 

worry about also trying to be kid-friendly.  Your brand is strengthened, because it stands for 

something—the best choice for a particular occasion. 

 

Other Businesses 
This principle does not just apply to consumer activities, like eating out.  This also can work in 

pretty much any business, including industrial businesses.  For example, a steel supplier could 

focus any one of a number of occasions: 

 

a) When you need a problem solved in a hurry/emergencies; 

b) When you need highly customized and unique solutions; 

c) When you need basic commodities; 

d) When you are having cash flow challenges; 

e) When your project is in a particular area, like the Middle East. 

 

By focusing on one of these occasions, the steel supplier may not get all of the total business 

from Bob’s Construction Company, but they have a better shot at getting all the business from 

Bob’s Construction Company when it falls into that particular occasion. 

 

Portfolio of Brands 
If you want to satisfy more than one occasion, it is usually better to do so under multiple brands, 

with each brand owning a different occasion segment.  That way, each brand can specialize and 

own that occasion in the mind of the customer.  The individual brands stay pure and don’t get 

diluted by trying to stand for too many things. 

 

For example, the Lettuce Entertain You Group operates 38 separate restaurant brands.  Each 

brand has its own name and specializes in something different.  There are brands for formal 

occasions, casual occasions, convenience occasions, and so on.  Each brand is well known in its 

location for its occasion segment.  And none of the customers really know about or care about 

the parent company name. 

http://leye.com/restaurants
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By contrast, the Chevrolet brand is slapped on cars meeting all sorts of different needs, from 

economy (Aveo) to sports car prestige (Corvette).  For many of the cars in the Chevrolet lineup, 

I’m not sure I even know what need they are trying to solve (Cobalt?).  Blandness and lack of 

brand focus is not a path to success. 

 

SUMMARY 

Successful strategies are usually based on being the best at solving some sort of problem for the 

customer.  Consequently, even though there is a lot of talk these days about being customer-

centric, real success comes from being solution-centric (or occasion centric).  By focusing on a 

solution/occasion, one can become the best at the attributes most important to that occasion.  The 

same cannot be said of a consumer focus, since consumers tend to drift in and out of problems, 

depending on the situation of the moment.  There is no single strategy that is right for a 

consumer under all the different situations they encounter, and to try to meet them all under one 

brand can be a disaster. 

 

FINAL THOUGHTS 

Eventually, people like Bob may settle down, get married, and no longer be a part of the dating 

scene.  Life-stage changing events like these can drastically change what someone like Bob is 

looking for.  Therefore, trying to follow Bob through his life changes can be difficult, because it 

would require you to make drastic changes over time (for which you may not be capable of being 

the best at) and which might confuse the brand.   It is probably better to stick to being known as 

the best dating restaurant, abandon Bob, and get the next generation of daters.  
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Chapter Nineteen  

Doing Vs. Becoming 
 

 

THE STORY 

When I was younger, I loved to 

work on doing maze puzzles.  I 

even loved designing maze 

puzzles of my own.  The 

objective of a maze is to find the 

one route that will get you all the 

way from the beginning to the 

end without reaching a “dead 

end.” 

 

One thing I learned about mazes 

is that it is a lot easier to finish a 

maze if you work backwards, 

rather than forwards.  In other 

words, starting at the end and seeking out the beginning is easier than starting at the beginning 

and seeking out the end. 

 

The reason for this is simple.  At the beginning of a maze, there are usually a multitude of 

options.  Even though they all look potentially desirable, only one option leads all the way to the 

end. As a result, one can waste a lot of time choosing the wrong option and going down the 

wrong paths. 

 

By contrast, at the end point, there is usually only one viable path.  This makes it a lot easier to 

find the right path backwards to the beginning. 

 

THE ANALOGY 

One of the goals in a strategic process is to find the right path into the future.  Finding the right 

strategic path is similar to trying to find the right path in a maze.  At first, many strategic paths 

into the future may appear desirable.  It is only through careful analyses of these options that one 

can determine if each option leads to a desirable future or a dead end.  That’s a lot of hard work. 

 

The easy way out is to pick the endpoint first and then work your way backwards to today.  This 

is where business visions come in.  If you choose the right vision for where you want to end up, 

it is easier to find the path in the maze to get there by working backwards.   
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Conversely, if you have no idea of where you are trying to end up, all the paths in the maze look 

good (and it may be hard at first to distinguish between a desired end and a dead end).  So 

visioning (of what the end would look like) should precede path choosing.  

 

Although it is fine to work backwards from a vision to today, there is a problem if we our end 

point is merely a tactic.  When that happens, the easy way out often becomes a pathway to 

destruction, because we lose the rigor of the careful analysis.     

 

For example, we may say that a particular acquisition should be our goal.  Acquisitions are not 

strategic goals; they are only potential means to achieve a goal.  Tactics are more like a path in 

the maze than an endpoint—a means to an end.  That acquisition may or may not be the right 

path.  By committing to a tactic, we have in essence pre-chosen our path before determining if it 

is the right path.  There may be much better paths. 

 

THE PRINCIPLE 

The principle here is understanding the difference between “doing” and “becoming.”  Doing is a 

process.  Becoming is an outcome.  For example, let’s assume that your goal is to be the low cost 

operator in your industry.  This is what you want to “become.”  This is the end point in your 

maze.   

 

Now, there are lots of potential ways to become a low cost operator.  For example, one might 

consider: 

 

 Outsourcing 

 Creating greater economies of scale through growth by acquisition 

 Instituting more rigorous controls 

 Backward integration 

 Eliminating costly services or features 

 Using cheaper raw materials/ingredients 

 

These options are the “doing” part.  Each of these options can be a potential path in your maze.  

Not all paths may be right for you.  In fact, sometimes opposite approaches may be better.  For 

example, outsourcing may lower costs for some, while taking more control in-house may lower 

costs better for others.  Backward integration may lower costs for some by eliminating the 

middle-man, but the opposite approach of opening up sourcing to more bidders could be even 

cheaper for others. 

 

The right path for you may be quite different than for your competitors.  It takes serious analysis 

to make sure you pick the right path for your business. 
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The problem occurs when our goal shifts from “becoming” to “doing.”  In other words, instead 

of saying our goal is to “become” the low cost operator, our goal is to “do” an economy of scale 

acquisition.  Choosing the “do” too quickly may cause us to commit to the wrong path before 

we’ve had a chance to see if there are better alternatives. 

 

This problem can be seen in a recent survey of over 2,000 executives by McKinsey & Company.  

These executives were asked to think about a recent strategic decision (good or bad) and how the 

decision was derived.  What McKinsey discovered was that good decisions were more likely to 

have come out of a process which used additional rigor when choosing the path.  Bad decisions 

were put through less rigor. 

 

For example, good decisions were more likely to come out of a process with: 

 

 Better assessment of internal capabilities 

 Thorough, objective review of business case, even when most were already strongly 

in favor. 

 Use of a robust fact base 

 Dissenting voices were heard 

 

The problem when you choose a path too early is that one can always find a way to justify the 

decision.  As a CFO I knew used to say, “I’ve been in this business a long time and I’ve rarely 

ever seen a proposal to do something that did not come with a pro forma that had a positive 

return on investment.”  In other words, we can make almost anything we want to do look good 

on paper.   

 

However, this CFO would go on to say that although all projects had a favorable pro forma prior 

to implementation, a large percentage would have negative returns once implemented.  In other 

words, the pro formas seemed to have little correlation with reality.  Apparently, more rigor is 

needed in the decision process. 

 

So, when faced with a strategic decision, keep the following in mind: 

 

1) Am I making a decision on what we want to become or what we want to do? 

 

2) If the decision is about what we want to do… 

 

a) Does doing this get us closer to what we want to become? 

 

b) What are the other potential options (paths) of things we could do to get to what we 

want to become?  Why is this option better than the others?  In other words, don’t 

make the decision isolated in a vacuum.  Put it into the greater context of goals and 

alternatives. 
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3) Don’t accept the assumptions in the proposal at face value.  Pressure test them and see if 

the proposal still makes sense under less rosy assumptions.  Listen to the dissenters.   

    

SUMMARY 

Our strategic decisions cause us to choose a particular path, as in a maze.  Just as mazes have 

many paths with dead ends, we can choose a strategic path with a dead end.  To avoid dead ends, 

remember two things.  First, make sure the path you choose (what you want to do) leads to the 

end of the maze (what you want to become).  Second, take nothing at face value.  Pressure test 

the assumptions and compare your proposal to other alternatives.   

 

FINAL THOUGHTS    

Getting the job done right is not the same as getting the right job done.  Spending more time 

upfront on making sure this is the right path to take can save a lot of grief and dead ends later on. 
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Chapter Twenty 

Irrationality 
 

 

THE STORY 

When I was growing up, my grandfather 

lived with us (from my mother’s side).   Well, 

from a political standpoint, my grandfather 

was about as conservative as humanly 

possible—a real extremist.  On the other 

hand, my father was about as liberal as 

humanly possible—a real extremist.  This 

made dinner table conversations very 

explosive. 

 

Nearly every night, the two would argue 

about something.  They could never convince 

the other one to change their mind.  And they 

both thought the other one was irrational and 

“didn’t get it.” 

 

I found it fascinating.  I knew that neither one 

was crazy.  I could easily follow the logic of 

both of them.  This was not a matter of one 

being a genius and the other being an 

irrational idiot.  They were both smart people. 

 

The problem was that they had completely different sets of core beliefs about things like people 

and society.  Their positions sensibly and rationally flowed out of those core beliefs.  But since 

their core beliefs were so different, their logic led to different conclusions.  And since they 

always argued about their conclusions rather than their core beliefs, they could never persuade 

the other to change their mind. 

 

THE ANALOGY 

Strategic planning deals a lot with interpretation.  First, one needs to take observations and 

statistics about what is going on in the marketplace and interpret them in a manner that allows 

the strategist to detect business opportunities.  Second, once a strategy has been chosen, one 
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needs to be able to communicate them to the “troops” in a manner that allows them to properly 

interpret what they need to do to succeed. 

 

As we saw in the story, my father and grandfather had difficulty interpreting what the other was 

saying, because their core beliefs came from radically different perspectives.  It was as if they 

were talking gibberish to each other.  Their arguments were an exercise in futility (although I got 

a little entertainment value out of them). 

 

For our strategies to avoid that same fate of futility, we need accurate interpretations.  And that 

requires us to dig deeper into core beliefs. 

 

THE PRINCIPLE 

The principle here is about rationality.  I’ve heard people complain that there is too much 

irrational behavior in this world, be that as it relates to the price of oil, the stock market, 

terrorism, or a host of other things.  This can be used as an excuse to avoid rigorous strategic 

planning, since it is nearly impossible to plan in an irrational world. 

 

However, I firmly believe that VIRTUALLY NO BEHAVIOR IS IRRATIONAL.  Unless one is on 

drugs or mentally unstable, ALL ACTIONS ARE RATIONAL.  The problem is not actions, but 

core beliefs. 

 

Take, for example, a little girl who believes that there are monsters living under her bed who will 

eat her if she falls asleep.  With those core beliefs, it is entirely rational to stay awake all night in 

fear.  Even though a parent may see fear of sleep as an irrational behavior, it is entirely rational 

behavior for the girl.  For a frustrated parent to just tell her to go to sleep anyway is not a 

convincing argument.  If you want to get her to sleep, you first need to convince her that her core 

beliefs are incorrect—that there are no monsters under the bed.  It is only with new core beliefs 

that you can get different behavior patterns. 

 

So what are the implications for businesses? 

 

1.  Irrationality cannot be used as an excuse to not plan 
The actions out there in the world are rational.  If you cannot see the rationality, then you must 

be misinterpreting the core beliefs behind those actions.  Get to understand those core beliefs and 

then the world will make sense.  And once the world makes sense, you can create a viable 

strategic plan for that world.   

 

Don’t use your inability to see the rationality as an excuse not to plan.  Instead, look for the 

rationality via core beliefs so that you can make plans. 

 

2. Understanding Core Beliefs Must Be a Core Part of Understanding the 
Marketplace. 
Reams of facts on what is happening in the world can only take you so far.  Knowing “what” is 

going on is only half the story.  The other half is knowing “why” it is happening.  It is only in 
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knowing the “why” behind the “what” that you can fully understand and then exploit the 

situation.    

 

The “whys” are hidden in the core beliefs.  Therefore, core belief discovery should be fully 

integrated into your strategic planning process. 

 

Don’t assume that everyone has the same core beliefs as you do or thinks like you think.  What 

appears illogical to your core beliefs may be perfectly rational behavior under a different set of 

beliefs.  Assume first that people are acting rationally, and then discover what core beliefs would 

make it so.  If my father and grandfather had done that, they would have had more productive 

conversations. 

 

3. Successful Strategies Find Ways to Satisfy Core Beliefs Better Than the 
Alternatives. 
When looking for strategic alternatives, a core belief focus can be superior to a product-centered 

focus.  Take, for example the fashion clothing business.  Sales have been relatively stagnant for 

quite awhile.  What’s the problem?  Well, let’s look at the core beliefs.  A large segment of those 

who traditionally have been motivated to buy a lot of fashion apparel have a core belief that their 

status/coolness and sense of self worth is enhanced when others think more highly of them.  And 

they believe that others will think more highly of them if people see they are associated with the 

cool/status fashion labels. 

 

What has happened over time is that coolness and status has been shifting from apparel to 

electronic gadgets like the iPod or the iPhone.  Therefore, based on their core beliefs, it is 

entirely rational for these people to divert money previously spent on apparel and to spend it on 

electronic gadgets.  In other words, Apple has created a superior way to satisfy a core belief that 

used to belong to apparel brands.  For apparel brands to get that spending back, they need to 

either become cooler than Apple or start associating their labels with cool gadgets. 

 

Focusing on superior apparel is not going to get the spending back.  Instead, it is a focus on 

superior status transfer, since that is what the customer truly wants.   Therefore, planning 

requires first discovering the core beliefs and then focusing on looking for ways to satisfy them 

better than the alternatives (and the alternatives can be entirely different types of products). 

 

4. When Behavior is Against You, Attack the Core Beliefs 
Back in the 1960s, Volkswagen was trying to penetrate the United States.  People were reluctant 

to buy those Volkswagen Beetles because they were small.  The core belief in the US at the time 

was that “Bigger is Better.”  Therefore, if Volkswagen was going to make any headway in the 

US, it would first have to attack that core belief.  Volkswagen did, by starting an ad campaign 

with phrases like “Think Small” and “Small is Beautiful.” It worked.   Even to this day, that 

campaign is considered one of the best ad campaigns of all time.  Moral of the story: switch 

behavior to your favor by first changing core beliefs to accept that behavior. 

 

5. If Your Company is Having A Hard Time Implementing Its Plan, Then Look to 
the Core Beliefs of Your Employees. 
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Many strategies fail because the companies fail to adequately execute the plan.  If employees are 

not motivated to make it a reality, it probably is not because the employees are lazy or stupid.  

Instead, it is probably because you have not adequately connected strategic success with your 

employee’s core beliefs.  Employees like to feel that what they are doing is important and 

meaningful.  This is particularly true among Gen-X employees. 

 

That is why I like business missions which tap into a higher purpose.  Rather than just being in 

the business to sell stuff, have a noble purpose where selling that stuff makes the world a better 

place.  This taps into the core beliefs of the employees and will make them more motivated to 

make the plan a reality.  We talked about this in greater detail in chapter three. 

 

SUMMARY 

Although the actions of the world may appear irrational, they really are rational once you 

understand the core beliefs behind the actions.  Understanding and taking advantage of these 

core beliefs will make your strategic planning more successful. 

 

FINAL THOUGHTS 

If you look at a lot of political blogs these days, there is plenty of nasty, hateful name-calling of 

people who are on the other side of the political spectrum.   That’s no way to create meaningful 

dialog.  Remember, each side’s point of view is entirely logical if you just peel things back to the 

underlying core beliefs.  That’s where the dialog should be.   And if you want to be persuasive 

with your business arguments, that’s where the dialog should be as well. 
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Chapter Twenty-One  

Two Stores, Two Stories 
 

 

THE STORY 

Ritz Camera, the largest specialty 

camera and imaging retail chain in 

the US, filed for bankruptcy in 

February 2009.  A few months 

thereafter, Ritz Camera said that if 

it did not find a buyer soon for the 

chain, it would liquidate its assets 

in an open auction. 

 

At the beginning of 2009, Ritz 

Camera had more than 800 stores 

in operation.  By mid 2009, it had 

less than half that number 

 

By contrast, during the first decade of the 2000s, Best Buy did rather well.  Its balance sheet was 

very healthy and it was gaining market share.  Although the recession at the end of the decade 

had its impact on Best Buy, the company survived quite well and looks poised to thrive for quite 

awhile longer. 

 

Why such different fates for these chains?  A friend of mine used to work in the photography 

specialty retail business many years ago.  He said that when taking good photos was very 

difficult, many flocked to photography as a “hobby.”  These photo hobbyists carried around bags 

of gear to make better photos—lots of lenses, filters, light meters and shades.  They would have a 

darkroom in their basement with lots of chemicals and enlargers, so that they could develop their 

own film and photos and crop them to be “just right.”   

 

All of this took skill, knowledge, dedication and lots of practice—as well as lots of money.  It 

was not for the average “amateur.”   These hobbyists could take great pride in their unique skills 

and abilities.  Others marveled in jealousy at the “magic” of their great photographs.    

 

Then something happened.  Technology got sophisticated enough that cameras could take pretty 

good pictures all on their own—just point and shoot.  Now everyone could take pretty good 

pictures without any advanced training, skills or lots of gear.  Being a photo hobbyist no longer 

carried the same cache.  It wasn’t all that special anymore once the average Joe could do just 

about as well.   
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As a result, those who looked to their hobby as their point of pride and status saw that being a 

photo hobbyist no longer satisfied that ego stroking.  Therefore, many quit photography and 

found new hobbies in areas which still held status, like electronics or computers. 

 

Now, with the digital revolution, everyone has access to cheap and easy tools to take, edit, 

modify and photoshop their pictures into great works of art—and place them on the internet for 

all to see.  And you don’t even need a camera.  I was recently at the zoo—a place full of young 

families.  I look around me and noticed that I was the only one with a camera.  Everyone else 

around me was taking photos with their cell phone. 

 

It is getting harder to even think of photography as a hobby.  It’s just something people do, like 

breathing.  And nobody thinks of breathing as a hobby.  Without a large hobby segment, there is 

no reason to for a large photo hobby specialty store like Ritz.  Hence the problems at Ritz: it’s 

camera focus fell out of touch with where pictures evolved. 

 

By contrast, Best buy has frequently changed its product focus.  I remember back in the 1980s, 

when their big emphasis was on microwave ovens.  It was the cool new technology, and people 

flocked to Best Buy because they held seminars and cooking classes on how to use this cool new 

gizmo.  Of course, eventually microwave ovens became mature and were treated like a toaster 

that you replace at Walmart when they break. 

 

Of course, by then Best Buy had moved on to the next cool new gizmo—VCRs.  Then when that 

started to get mature, they went on to follow with computers, then DVDs, then Digital TV and 

now Mobile Devices.  The idea was to abandon categories before they matured and replace them 

with the next new thing.  That way Best Buy was always hot and always successful. 

 

THE ANALOGY 

As a business, companies have two strategic choices.  They can either define themselves 

primarily by specializing in the type of products they sell (like Ritz Camera) or they can define 

themselves primarily by the specializing in the place in the product lifecycle where they want to 

be. 

 

This is a critical strategic decision which can dramatically impact how your company evolves.  

How you answer this question can even be one of the major reasons why you succeed (like Best 

Buy) or fail (like Ritz Camera). 

  

THE PRINCIPLE 

The principle here is that the decision to focus on product versus lifestage is critical.  It needs to 

be a conscious choice, because it will drive so many of your other strategic decisions.  If done 

well, there are opportunities to succeed with either approach.  But to do so takes hard work and 

tough choices.  You have to be fully committed to one side or the other.  A half-hearted middle 

approach will tend to fail. 
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Let’s look at either option in detail to illustrate the particular types of risks and tough choices 

which apply to either decision. 

 

Focus On Product 
The biggest problem on a product focus is that products evolve and go through a lifecycle.  At 

first, they are the cool new thing, desired by leading edge hobbyists who desire the status of 

taking the time to become an expert when others aren’t.  Second, the experts help the rest of us 

“get it” so that the product achieves mass demand.  It is the hot thing everyone wants.  Then, it 

becomes just another thing that everyone already has.  Your sales shift from first-timers to 

replacement purchases and the priority shifts from expertise/service to low price.  Finally, your 

product becomes a lowly commodity at best, and an obsolete has-been at worst, which is 

replaced by the next new cool thing. 

 

Therefore, if you focus on the product, then your greatest strategic challenge is to align your 

business with the changing demands from managing to the life cycle.  For example, if the basic 

product you sell doesn’t change, then you have to change, to have the most appropriate business 

model for the particular period in the lifecycle where that product lies.  At the beginning, you 

need to be creative, inventive and cool, and you have fat profit margins to pull it off.  At the end, 

you have to think like a commodities manufacturer, with razor-thin margins and a merciless 

emphasis on cost reduction.  That’s a big cultural change.  Distribution channels can change over 

time, too, from dealing with boutiques to dealing with Walmart.  

 

The second strategic challenge is to slow-down the natural progress of the life cycle, to keep it as 

alive and cool as possible for as long as possible.  Rapid obsolescence via frequent product 

upgrades can help to keep it cool longer.  Strong image advertising can help keep some status 

with the product longer.  Look at the mature automobile industry.  Cars can last a decade, but 

clever strategies like leasing and restyling induce people to want to change cars every 3 to 4 

years.  Relentless beer image advertising has helped beer brands keep at least some preference 

and status rub-off in that mature business. 

 

The third strategic challenge is to try to outlast all the competition, so that in the end-game you 

have a near monopoly.  That is what Budweiser has done in the US beer market.  Everything has 

pretty much consolidated into their lap, so that they still have enough volume and clout to make a 

killing. 

 

The biggest risk is that your company dies when the product eventually dies.  If you’re in the 

newspaper business and nobody wants newspapers, you’re in big trouble. 

 

I think the problem at Ritz Camera was: 

 

1) They picked the wrong product (cameras instead of photos) 

2) They did not try aggressively enough to own all the new places where photo status was 

going (scrapbooking, on-line editing software, You-Tube, etc.) 

3) They did not try to develop and get an exclusive on the ultimate cool photo-phone. 
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4) They did not change their business model enough to win when things get commoditized 

and margins go away (i.e., their stores could not beat Walmart when the product 

matured). 

 

In other words, they did not manage the lifecycle well because they did not realize how much of 

a priority that was, so they lost. 

 

 

Focus On Lifestage 
The other option is to be more like Best Buy and focus on staying in a particular lifestage.  For 

example, if you focus on the early stage, when products lose their cool, you switch to the next 

cool thing.  This is also pretty much how GE has worked over the years.  As industries they were 

in starting to get mature, they would sell off the division and add a new division still in the early 

cool stage.  That way, the portfolio stayed hot (and profitable).  The benefits here are that a) you 

can focus on perfecting a management style for that life stage; and b) your lifespan is not tied to 

the lifespan of a particular product. 

 

With this strategy, the biggest issues are timing and transitioning.  By timing, I mean knowing 

when to let go of old products and when to dive into new products.  If you sell off too quickly, 

you may walk away from a lot of profit.  If you stay too long, you may not find a profitable way 

to exit the business. 

 

If you enter a new business too early, it may take too long to get a return (and you are more 

likely to guess wrong on whether it will get hot).  If you enter too late, you may have to pay too 

much to enter and be too far behind in the race for leadership. 

 

By transitioning, the problem is getting people to accept that your brand has a right to be in that 

new space.  If you are too far afield, then the customers will not give you credit in that new 

space.  Also the farther away the transition is from your core, the less likely you will have the 

proper skills needed to win.  For example, if Best had gotten into high end designer handbags 

when they were hot, it would have failed because it does not line up well with the brand 

customer or the brand image, and they know nothing about designer fashion.  That transition 

would not have worked.   

 

Best Buy has succeeded because their timing was great and they always transitioned into 

products that were consistent with the brand and its core customer’s desires.  They were also 

willing to be very aggressive in the transition—killing off old categories entirely and going full-

out to win in the new category.  This is not a game for the half-hearted. 

 

SUMMARY 

Great strategies tend to be explicit on whether the company is going to focus on a type of product 

or a particular lifecycle stage.  Then one needs to aggressively adapt the company over time to 

stay true to the chosen path.   Half-hearted efforts on either path can lead to failure. 
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FINAL THOUGHTS 

You don’t have to only focus on the early stage of the life-cycle.  Pinnacle Foods has done well 

by purchasing the cast-off mature food brands from the food companies trying to get out of 

mature businesses.  They own brands like Duncan Hines, Hungry Man, Aunt Jemima and 

Swanson.  Because they are experts in running brands in their late maturity, they can make them 

successful when their former parents found them to be a drag on profits. 
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Chapter Twenty-Two 

Painting a New Name on the Ambulance 
 

 

THE STORY 

I used to live in a city where 

the citizens were upset with 

the ambulance service.  The 

ambulance drivers were 

accused of being incompetent 

and dangerous, causing far 

too many accidents. 

 

In response to citizen 

protests, the city suspended 

the license of this ambulance 

company and replaced them 

with a different ambulance 

company. 

 

Unfortunately, this new ambulance company did not have any other operations in the immediate 

vicinity.  Therefore, they needed to hire ambulance drivers in order to serve this city.  As it turns 

out, pretty much the only people in the area who were qualified to drive an ambulance were the 

former drivers for the ambulance company which just lost its license.  Consequently, most of the 

drivers for the new ambulance company were those same “incompetent and dangerous” drivers 

that worked for the old company. 

 

So, other than a new name painted on the outside of the ambulance, we were pretty much back to 

where we started.  So much for progress. 

 

THE ANALOGY 

In the story, the city tried to improve the performance of the ambulances.  To do so, it changed 

ambulance companies.  Unfortunately, what didn’t change were the people driving the 

ambulances.  Since the poor drivers were the cause of the problem, the change in ambulance 

companies did not solve the problem.  The only thing that changed was the name painted on the 

ambulance. 

 

Many businesses fall into the same trap as this city.  They develop strategies intended to change 

things for the better.  However, because the underlying people and processes stay essentially the 
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same, the situation does not get any better.  It’s business-as-usual under a different label.  These 

company strategies are about as useless as the idea that painting a new name on the ambulance is 

going to make those drivers any safer. 

   

THE PRINCIPLE 

The principle here is that significant changes in performance require significant changes in how 

things are performed.  I know this sounds obvious, but actions like what happened with those 

ambulances seem to occur all the time.  We put a new label on something and expect miracles.  

Concentrate more on labor (what they do) than labels (what they’re called).  

 

This problem seems most acute under two situations: acquisitions and revitalization initiatives. 

 

1) Acquisitions 
When you are acquiring a company, you typically have to pay a significant premium price (over 

current market value) in order to get the deal done.  This leads to an important question:  What is 

your company going to do with those assets that is going to make them so much more valuable in 

order to justify that premium price? 

 

Let’s face it.  The current owners probably know a lot more about the company than you do.  

They are typically already working very hard to extract as much value out of it as they can.  And, 

except for maybe a few people at the top, you are going to keep the same basic people that 

worked there prior to the acquisition.  So why do you, as an outsider, think that the same basic 

organization is going to perform so much better just because you painted your name on the 

building?   

 

Sure, people talk about all the “synergies” of putting the acquired company together with their 

own.  My experience is that one never gets as many synergies as hoped for.  Either the cultures 

don’t mesh or fewer things can be eliminated than planned.  In many cases, even trying to find 

additional synergies by using common shared services across multiple divisions can backfire and 

actually increase costs.  Unless you are planning on running the company significantly 

differently than before (and I truly mean SIGNIFICANTLY different), you won’t get much of a 

significant improvement. 

 

Take the recent acquisition of Marvel by Disney.  Disney paid a ton of money to get the 

company (a 29% premium over current value).  Will Disney run the company significantly 

differently than the prior owners?  Well, Marvel already was exploiting the value of its 

characters in movies, merchandise and theme parks (the very things Disney would do).  In fact, 

one could argue that those prior contractual arrangements could make it more difficult for Disney 

to exploit them under the Disney umbrella. 

 

And is Disney going to get rid of all the Marvel people?  Of course not! Disney wants their 

creativity.   
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So, other than perhaps executing the prior strategy a little bit better, has Disney done much more 

than just “paint their name on the ambulance”?  Even if they make Marvel 29% better, all they 

will have done is break even on the deal. 

 

Let’s assume for second that Marvel was horrible at exploiting their assets, leaving huge 

potential for Disney.  Typically, when a company is not doing well in exploiting their assets, 

astute investors assume that potential acquiring companies will also recognize this potential.  

These investors assume that eventually one of these firms will acquire the company to better 

exploit those assets.   

 

As a result, the investors will often bid up the current price of a company ripe for acquisition to 

include a “potential acquisition premium.”  Hence, when the acquirer pays a premium over the 

current value, they may be paying a premium on top of a premium already embedded in the stock 

price. 

 

Make sure that when you put an acquisition into your strategy, you specifically outline in that 

strategy enough changes to that company in order to create enough value to justify the price.  

Otherwise, all you are doing is painting your name on their ambulance. 

 

2) Revitalization Initiatives 
In addition to acquisitions, strategies also often deal with revitalizing problem areas in a 

company’s current portfolio.  These revitalization programs are often given fancy names, like 

“Vision 2020” (If you don’t believe me, just Google “Vision 2020” and see how many firms use 

that label for their strategic initiative). 

 

The goal is to revitalize performance.  However, these initiatives often try to create this 

revitalization using the same basic people whose poor performance created the need for 

revitalization in the first place.  As we saw in the ambulance story, often times the people are one 

of the main causes of the original problem.  Unless the people (or the culture surrounding the 

people) are radically changed, why should one expect revitalization? 

 

This reminds me of an interesting story.  Years ago, I worked for a firm that was having a sales 

slump due to a recession.  The president of the company asked every employee to send him 

suggestions on new ideas to improve sales.  One person replied, “Do you really think I was 

holding back on good ideas to increase sales until you asked for them?  I’m already doing 

everything I can to increase sales.” 

 

The point is that most employees are not worthless bums.  They are generally good people 

already trying to help the company do well.   Putting a new label on what they do is not going to 

suddenly make them significantly better.  They are already putting in the effort.  Unless you 

significantly change the quality of the people or the nature of the work process, you will get only 

minimal, short-lived improvement.   All you have done is paint a new slogan on an old 

ambulance. 
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SUMMARY 

Significant gains require significant change.  If one has the same people doing essentially the 

same work, one should not expect much of an improvement.  Just changing the label doesn’t 

change the results.   

 

FINAL THOUGHTS 

A pig is still a pig, not matter what you call it. 
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Chapter Twenty-Three 

Criticism Vs. Creation 

  

 

 

THE STORY 
Sometimes, I find it difficult to get customer 

service. It doesn’t always seem like the sales help 

want to volunteer the service. Therefore, I 

sometimes have to take actions into my own 

hands and create a reason for them to pay 

attention to me. 

 

For example, one time I was at an airport and I 

couldn’t get a single airline employee to talk to 

me about a problem I was having. They kept 

walking away and hiding in an employee only 

room. Well, I decided to react by going over to 

one of the locked doors leading to an airplane gate 

and started pushing numbers at random on the 

keypad on the door. 

 

Well, suddenly one of those employees who had previously been running away from me started 

running towards me. Once I had their attention, I was able to explain to them my concern. (Note: 

I did this prior to 9/11. I’m not sure I would repeat that act in this new era.). 

 

Other times, I have had trouble getting service in retail stores. I’ve found that if you get really, 

really close to their cash registers (perhaps even getting behind one and starting to randomly 

punch buttons), you can get some service rather quickly. 

 

One time I was trying to purchase an automobile, but I couldn’t get the attention of any of the 

sales people. So after waiting about a half hour, I walked into the cubical area where 

salespeople’s desks were. I sat down behind one of the desks and started looking at all the 

paperwork on the desk. When I started doing that, it only took a few minutes before I got some 

attention from a salesperson. 

 

So you see, if you cannot get people to volunteer to give you service, you can get them to 

quickly react to a problem. So create a problem and you can turn that into service. 

 
 

THE ANALOGY 
As these examples illustrate, many sales people seem to have far more difficulty voluntarily 

http://planninga-from-nanninga.blogspot.com/2008/05/analogy-181-criticism-vs-creation.html
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creating service than in reacting to problems. Perhaps reacting to problems comes easier to them. 

Strategic planning is often a creative process. One has to create business missions, goals, 

strategies, documents, power point presentations, and so on. 

 

Many people struggle with starting the creative process. There may be a psychological block, or 

an inability to know where to begin. The people may be self-conscious about being associated 

with something “creative” and afraid that people will make fun of their creativity. 

 

As a result, it may be as difficult to get a creative strategic project started as it is to get someone 

to start giving you service at a store. Therefore, use the trick I learned in the story…don’t ask 

them to create something new. Instead, give them a problem for them to solve. If you give them 

the right kind of problem, solving it will result in the creative outcome you were looking for in 

the first place. 

 
 

THE PRINCIPLE 
The principle here is that, for most executives, it is easier to react to something than to create 

something. Therefore, instead of asking executives to do an unnatural act (e.g., creation), turn it 

into something like problem solving, which they tend to be good at and enjoy doing. We will 

now look at three ways to accomplish this, called “Butchering’” “Blathering,” and “Backing.” 

 

1) Butchering 
Although many people have trouble starting their own creation, they have no trouble criticizing 

the creation of someone else. Therefore, your job can be to roughly sketch out the creative part in 

advance—be it the business mission, the strategic intent, the targeted positioning, or whatever. 

Then let the crowds have at it and butcher away at what you came up with. It’s like art. Few 

people are good at creating it, but the great masses have no trouble criticizing it. 

 

Don’t make it too polished. Then the crowd will feel like the content was thrust upon them. They 

want to feel like they had a say in its creation—they just don’t know how to create it. So rough 

out something that covers all of the key points which need to be addressed. Call it a rough draft. 

Then let the butchering begin. 

 

People will gladly change words or phrases. Some of your word choices could spur on lively 

debates. In the end, the final content may bear little, if any, resemblance to the original 

document. But that’s okay, because in the end you got what you wanted—a creative document 

built by, owned by and agreed to by the group as a whole. 

 

So don’t take it personally when your work is butchered. That was the whole idea. It was like me 

being a pest to get service at the store, airport and car dealer. My goal was not to be a pest, but to 

use that as a starting point to engage with the sales staff. 

 

2) Blathering 
Most executives I know love to hear the sound of their own voices. Getting them to talk is no 

problem. So take the key issues you want to be addressed in your creative strategic project and 

convert them into provocative questions. Then, shut up and let the group blather away in 
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discussing the issues. 

 

What comes out of the blathering discussion may not be very coherent or consistent. It can drift 

onto all sorts of adjacent topics. It will not be a polished piece of creativity. But that’s okay, 

because you will get a benefit from it. You’ll get the jargon the group is comfortable with, the 

consensus of how people feel about the issues, and a sense for how people link ideas together. 

 

After the blathering session, you can take all of this raw material and sew it into a beautiful quilt. 

You take on the creative act of making sense out of the nonsense. You can create great mission 

statements or other strategic gems that have enough of their jargon in it that they feel they had a 

hand in writing it. You can prioritize things based on the priorities in the blathering. 

 

In the end, it may not exactly mirror the discussion. Given that strategic choices must be made 

and more than one option was discussed, you will have to make the ultimate choices. But it will 

capture enough of the “feel” of the discussion that the group will buy into it as if it were their 

own. 

 

If necessary, after you write up the creative piece, you can subject it to the butchering process 

mentioned above. 

 

3) Backing 
A third approach is to give people the opportunity to vote. Provide some options and ask the 

group to pick one or to rank order the list. Executives are used to making these types of 

decisions, so it should come very naturally to them. Once the voting is in, you know what aspects 

the group is willing to back and which ones they would not choose to back. 

 

Then, your job is to craft the creative document based on knowing what was backed as a priority. 

Once the votes are in, the decision is made, so the executives should have little difficulty 

accepting your creativity if it matches the way they voted. 

 

Again, if you want, you can subject your creativity based on the voting to a butchering session. 

 
 

SUMMARY 
The act of creativity can be very difficult for many, particularly the beginning part of starting the 

process. Therefore, instead of asking people to start creativity from a blank slate, start the 

process in a less threatening way. Use tools like blathering, butchering and backing to elicit 

opinions which can then be crafted into the final documents. 

 
 

FINAL THOUGHTS 
When you rely more on criticism than creativity from executives, you will feel the heat of the 

criticism. Don’t take it personally. It is part of the job. A dear friend of mine used to say that if 

you want to be successful as a strategist, you had better like pain.  
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Chapter Twenty-Four 

Biased to Go 
 

 

THE STORY 

I worked with a company that desired to have a 

new corporate headquarters building.  The 

company at the time was spread over several 

buildings around the city, making things 

inconvenient.  Not only would a new 

headquarters get rid of that problem, but many 

thought it would be fun and a boost to the ego 

to work in a flashy new building. 

 

The problem was that the new headquarters was 

difficult to justify based on financials.  New 

headquarters can be very expensive, and the 

benefits to the rest of the business are difficult 

to quantify. 

 

To make the financials more appealing, two assumptions for the model were changed.  First, the 

resale value of the old headquarters was increased in the model.  In other words, if we moved to 

a new building, it was assumed we would get more when we sold the old building (to help pay 

for the new building). 

 

Second, it was assumed that the company’s unusually rapid growth rate would continue for 

awhile.  This meant that the current infrastructure was even less adequate moving forward (we’d 

have to add more office space anyway).  It also made the cost of the new headquarters more 

efficient, since a bigger headquarters costs less per square foot to build. 

 

These changes gave the new headquarters scenario just enough of an edge so that it looked 

slightly better to build an impressive new corporate headquarters building than work with the 

current hodge-podge of buildings.  So the decision was made to “go” with the flashy new 

headquarters. 

 

Well it takes a year or two to get one of these headquarters built.  Between the time of giving the 

go-ahead to build the new headquarters and the time it opened, two particular things occurred.  

First, the bottom dropped out of the real estate market, meaning that the old headquarters sold for 

a lot less than what was put in the model.  Second, internal growth had stopped and the company 

had actually shrunk the headquarters staff.  So the new headquarters opened up as about half 
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empty.  At this point, it would be difficult to justify that new building.  But it was really cool and 

people still liked the prestige of being there. 

 

THE ANALOGY 

At the end of the day, that huge new headquarters was not built because it was the wisest 

financial move.  It was built because people wanted a cool new building to work in.  That bias of 

desire overtook common sense.  The financial model had been unjustly modified to make it look 

like a wise move, but in the end, reality told a different story. 

 

In the business world, there are all sorts of similar types of business decisions.  They are some 

variation of this question:  Do we stick with the old and familiar or go with the new and 

different?  This applies not only to headquarters, but to potential new product offerings, brand 

extensions, acquisitions, diversifications, and the like.   The sexiness of the new initiative lures 

people in like the songs of the Sirens.   

 

People seem to forget that most new initiatives fail.  They think that this one is the exception to 

the rule.  So they push forward on the new initiative and create one more disaster, confirming 

one again that most new initiatives fail.   

 

THE PRINCIPLE 

The principle here is that when it comes to “go” vs. “no go” decisions on new initiatives, there 

are many internal biases towards “go.”  If we don’t understand the impact of these biases, we can 

become blinded into making less than ideal decisions.  Therefore, this chapter will look at three 

things: Sources of a bias to “go,” distortions to the decision-making process which come from 

the biases, and the questions we need to ask ourselves to unmask the bias to “Go.”  

 

In the next chapter, we will do the same thing for the biases to “No Go.” 

 

1. Bias Source #1: Fun Factor 
Let’s face it.  It’s fun to work on the “new” project.  It sure beats working on the old routine 

stuff.  You get to go to lots of committee meetings (and eat lots of yummy donuts).  If you keep 

saying “yes” the fun continues.  If you say “no” the fun ends. 

 

2. Bias Source #2:  Freedom 
The old routine stuff has all sorts of tight budgets and short performance deadlines.  There is a 

clear line of authority and accountability.  It’s a hassle and you get yelled at a lot if budgets are 

missed.  By contrast, the new stuff is usually more open-ended.  There is a lot more freedom and 

less accountability as it is being set up.   

 

3. Bias Source #3:  Career Enrichment 
The new stuff is highly visible.  If you can make the new project a success, you can quickly 

become a hero in the organization.  That can lead to all sorts of bigger titles, promotions, perks 

and money.  Your rise in the organization tends to be faster if you work on the new stuff (and 



95 

 

succeed), so you are biased to work on these projects and promote them so that you have a 

chance to succeed with them. 

 

4. Bias Source #4: Linkage of Person and Project Image 
Of course, this also works in the other direction.  If the highly visible new project fails, your 

“failure” is very visible.  The more a person sees their personal success as linked to the project 

success, the more likely they will push the project forward.  After all, saying “no” to the project 

is viewed as being like saying “no” to the people working on it.  This creates a strong bias to 

avoid shutting a project down, no matter how bad it looks. 

 

5. Bias Source #5: The Panacea Phenomenon, or the Optimism of Ignorance 
We all tend to know the shortcomings of our current businesses.  However, when we venture into 

new territory, there are more unknowns.  Given all of the other biases, we tend to take a more 

optimistic slant to those unknowns.  After all, we have expectations to grow corporate sales and 

profitability.  We know we cannot hit those aggressive goals with our current ventures.  

Therefore, the gap has to be filled by new ventures.  If we say “yes” to the new ventures, we 

have a shot at filling the goal (our panacea for our problems).  If we reject the new ventures, we 

run out of options for filling the gap. 

 

So, given all of these biases, there is a tendency to create financial models which are biased 

towards moving the new ventures forward, even when they should be halted (whether we are 

aware of it or not).  Some of the ways the models get distorted are as follows: 

 

1.  Distortion #1:  Forget about Life Cycle Impacts 
New ventures are often very profitable in the beginning.  This is because it tends to be in an 

uncontested space with little competition.  However, once we show that profits exist in the space, 

others will jump in.  Competition will erupt and profits will go down.  In addition, all that new 

business is probably coming to us at the expense of someone else’s old business.  As soon as 

they see their business being attacked, they will fight back and get some of that business back.  

This is all part of the natural rhythm of the product life cycle.  Eventually the industry matures 

and profitability drops to something near the cost of capital.  If you only project the good, early 

times into your model, you will distort the model to be too optimistic. This is particularly true if 

there is a large residual value at the end of your model’s time frame. 

 

2.  Distortion #2:  Forget about Transition Costs  
The models for the new business often look at the venture once it is up and operating smoothly.  

That’s nice, but there is usually a costly transition to get there.  For example, I’ve seen lots of 

people model out the benefits of an acquisition and only look at how the acquired company will 

perform once acquired.  They leave out all sorts of very expensive costs associated with doing 

the acquisition, like investment banker fees, legal fees, PR fees, severance costs on the people let 

go, and so on.  When you factor in all of these transition fees, a supposedly “good” deal can 

become a money loser.  There are also substantial transition costs in new ventures.  It takes a lot 

of time and money to get them up and running, which may not get into your model. 
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These two distortions can make your models biased more towards the new venture than they 

should be.  They reinforce the bias to “go” which was already there, increasing the likelihood 

that you will vote to “go” when “no go” is the better response. 

 

To help avoid the consequences of making poor decisions due to the bias to “go”, ask yourself 

these questions: 

 

1. If it were your money, would you still do it?  (We tend to have less of a bias to “go” 

when it is our own money at stake) 

 

2. If you were assured of a promotion regardless of the success or failure of the project 

would you still want to go forward? (This unlinks your fate from the fate of the project, 

so that you can look at it more objectively) 

 

3. Can the new venture overcome the competitive reactions and the copycats that will 

naturally occur as part of the life cycle? (Put it into the model and see) 

 

4. Can the new venture absorb all of the transition costs and still work?  (Put them in the 

model and see) 

 

SUMMARY 

Since most new initiatives fail, there is reason to be skeptical when new initiatives are proposed.  

Double check to see if the new initiative is truly worthy of a “go” vote.  Don’t just assume the 

analysis is telling the whole story, since the bias to “go” can distort the analysis (even if you are 

unaware of it at the time).  And check out your own biases to be sure you are choosing based on 

reality not some irrational emotion. 

 

FINAL THOUGHTS 

According to the book Parkinson’s Law, “During a period of exciting discovery or progress, 

there is no time to plan the perfect headquarters.  The time for that comes later, what all the 

important work has been done.  Perfection, as we know is finality; and finality is death.” So 

when people are pushing for a luxurious new headquarters, it may be time to get out of there, 

before it is too late. 
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Chapter Twenty-Five 

Bias to Stop 

 
 

 
THE STORY 
Ford invented the minivan, but 

refused to build them. Why? 

First, Ford was #1 in the sales of 

station wagons at that time. Ford 

feared that the minivan would 

cannibalize the sales on all those 

station wagons. Second, the 

truck division thought it might 

cannibalize some truck sales, as 

well. 

 

Ford saw little benefit in 

spending all the money needed 

to gear up production for a new vehicle (the minivan) if all it was going to is steal business from 

their other profitable lines. Therefore, they did not introduce the minivan. It seemed like a wise 

financial move at the time. Why needlessly spend all that extra capital to get sales you already 

had? 

 

Of course, when Lee Iacocca left Ford and went to Chrysler, he found himself at a company that 

was weak in the station wagon and truck businesses. There wasn’t much at Chrysler to be 

cannibalized by the minivan. Therefore, Chrysler introduced the minivan. It was a huge success, 

mostly at Ford’s expense. 

 

Ford was correct about one thing. The minivan did make the station wagon obsolete. Ford lost 

nearly all of its station wagon sales. Too bad Ford did not factor in a competitive introduction of 

the minivan into their business model. In the end, Ford did not save the expense of introducing a 

minivan (as they had hoped). They had to do it anyway, as a response to Chrysler. However, 

because they let Chrysler get a head start, Chrysler got most of the benefit of the minivan. 

 
 

http://planninga-from-nanninga.blogspot.com/2009/09/strategic-planning-analogy-276-bias-to.html
http://planninga-from-nanninga.blogspot.com/2009/09/strategic-planning-analogy-276-bias-to.html
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THE ANALOGY 
As this story illustrates, one can create logical arguments to kill a new project, as Ford did with the 

minivan. One can even back up that argument with solid financials. However, that does not always mean 

that the new project should be killed. 

 

Logical arguments and financial models can be flawed. A natural bias to kill new initiatives can exist in 

an organization. This bias can cloud one’s judgment, leading to a flawed analysis. 

 

Due to a bias towards past success, Ford failed to take into account the inevitability that station wagons 

would eventually become passé. By not proactively planning for their replacement, they allowed Chrysler 

to replace them. 

 

Businesses need to be aware of the potential for this bias, so that they do not fall into the trap which hurt 

Ford.  

 
 

THE PRINCIPLE 
In the last chapter, we looked at how a bias to “go” on new ventures can hurt a company. In this chapter, 

we will look at how a bias to “no go” on new ventures can also hurt a company. We will look at the 

causes of the “no go” bias, how it can distort our analysis, and questions to ask ourselves in order to keep 

the bias from causing us to make the wrong decision. 

 

 

1. Bias Source #1: Avoiding the Hammer 

The old saying is that the hammer hits the tallest nail. If you stand out too much, you are vulnerable to 

attack. New ventures have high visibility and stand out. If they fail, you run the risk of being attacked. 

Their failure becomes your failure. By contrast, it is easier to hide in the bureaucracy of the established 

businesses.  

 

 

2. Bias Source #2: Avoiding Accountability 

If you say “go” and the new business fails, there is hell to pay, because a highly visible loss is right there 

on the books for all to see. However, if you say “no go” and the business would have been great, there is 

less of a backlash, because it is all subjective. Hence, if you want to avoid accountability for your 

decision, it is easier if you say “no go.” 

 

 

3. Bias Source #3: New Game Threatens My Game 

You’ve been working yourself up the corporate ladder playing by the old rules associated with the old 

way of doing things. The new ways could make your “game” obsolete. To protect your personal future, 

you need to protect the ways of the past.  
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4. Bias Source #4: Short-Term Pressure 

There tends to be more pressure on hitting the targets for the current month or current quarter than for 

long-term profits. Since new initiatives usually have a near-term drain on profits, there is a tendency to 

put them off, so they won’t hurt near-term earnings. 

 

5. Bias Source #5: Not on My Watch 

The remaining tenure for most CEOs is relatively short—shorter than the time for a new initiate to have a 

positive impact. The leaders may be retired or have moved on by the time the new initiative pans out. As 

one CEO put it, “Why should I invest in something that hurts earnings on my watch, but provides benefits 

for my successor that he will take credit for?”  

 

6. Bias Source #5: Fear of Cannibalization 

As we saw in the story, new projects often cannibalize older businesses. The thought is that by avoiding 

the new businesses, we can protect the old ones while at the same time avoiding all that new investment. 

 

These factors can cause a bias to say “no go” to projects which should move forward. They can even 

distort the financial analysis, to make “no go” look better than it should. 

 

1. Distortion #1: Old Cash Flow Will Go On Forever 

New initiatives are often compared to the status quo. If you assume the status quo will always be strong 

and healthy, then it is hard to justify change. However, it is a fact of life that all strategic initiatives 

eventually fail. Customer desires change and innovations from others change demand. Product lifecycles 

eventually reach maturity and decline. The “next big thing” eventually becomes “that obsolete thing.” 8-

Track players were once the rage in music. Now they are junk. 

 

The cash flow on the old business will not go on forever. If you don’t replace it, another company will. 

Either way, there is inevitable decline. Make sure you put it in the model. 

 

2. Distortion #2: Things Won’t Change if I Don’t Change 

Ford thought that if they didn’t build the minivan, the minivan would not be built. This, as we saw, was 

not the case. Innovation is going on all over the place in your industry. If you can see the potential in the 

new venture, so can others. Just because you like the status quo and don’t want change (because right now 

you are the leader) does not mean that everyone likes the status quo (especially the non-leaders). Change 

is inevitable. Either you can take advantage of it (by action) or be hurt by it (through inaction). Therefore, 

your modeling should assume changing conditions caused by others. 

 

3. Distortion #3: Old Beasts don’t Need to be Fed 

To keep older businesses vital, one needs to reinvest in them. For example, I know of a retailer who built 

a lot of stores in the 1970s and 1980s and then hardly ever reinvested in those locations. Eventually the 

stores looked rather shabby. In addition, over the next 30 years, those neighborhoods changed and became 

less desirable locations for stores. People wanted to shop the newer, nicer stores of the competition which 

were closer to their new homes, rather than drive into the dangerous inner-city locations where these old 

shabby stores were. By not reinvesting in the old business and refusing to relocate those stores to better 
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locations, the company eventually went bankrupt. In the near term, those relocations looked more 

expensive than staying in the older locations. Over time, however, the lack of reinvestment killed the old 

business. Does your business model include reinvestments in the status quo? The old beasts still need to 

be fed, or they will die. 

 

So how can we avoid this bias and resulting distortions? If helps if we ask ourselves the following 

questions before making a decision. 

 

1. If you were assured of a promotion regardless of the success or failure of the new initiative would 

you still want to kill it? (This unlinks your fate from the fate of the project, so that you can look at 

it more objectively). 

 

2. If near-term pressures were eliminated, what would you do? (near-term is biased towards status 

quo) Keep in mind that astute investors value your firm based on future cash flow potential, not 

history. If you can convince them that these are good long term investments, they will support 

you. It helps if incentive programs de-emphasize near-term and also reward good long-term 

decisions. 

 

3. What if another company says “go” to your “no go” decision? Can you survive the impact to your 

core businesses? (This provides a more realistic way to evaluate cannibalization). 

 

4. In your model, are you adequately feeding the old beast to keep it relevant or are you choking it? 

Either the modeling needs to include lots of cash to invigorate the old, or the future prospects for 

the status quo need to be significantly reduced. Make sure the residual value on the status quo 

does not overstate its potential. 

 
 

SUMMARY 
Since all current initiatives will eventually fail, there is a need to continually reinvent a firm with new 

initiatives. Otherwise, your company will fail when all the current initiatives fail. Unfortunately, it is 

often difficult to justify the cost of reinvention while the old initiatives are still cranking out healthy cash 

flows. This creates a bias to kill off new initiatives. The more we are aware of this bias, the more we can 

avoid its disastrous consequences. 

 
 

FINAL THOUGHTS 
Just as the station wagon did not live forever, it appears that the minivan is now in decline. Crossover 

vehicles are starting to take its place. And guess what? Ford has aggressively gone after the crossover 

business, because they do not have many minivan sales to cannibalize. By contrast, Chrysler has been 

slow to get into the crossover business, in large part due to not wanting to cannibalize the most profitable 

piece of their portfolio (the minivan). Times may change, but the mistaken logic appears to live on. 
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Chapter Twenty-Six 
Blind Loyalty 
 

 

THE STORY 

I was listening to an interview with P&G’s 

outgoing CEO A.G. Lafley shortly after P&G 

acquired Gillette.   Lafley was talking about 

how he uses all the P&G products at his home.  

He was excited about adding the Gillette 

products to the mix because they, too, were 

already products he used at his home. 

 

Then he paused and remembered that he was 

currently using Edge shaving cream rather than 

Gillette shaving cream.  Lafley then said, 

“Well, I guess I’ll be switching from Edge to 

Gillette shaving cream.” 

 

Goody, goody…Gillette shaving cream has one more customer (Mr. Lafley), because he bought 

the company.  I hope he has additional ideas for increasing share, since that plan (buying the 

products because you bought the company) is pretty limited. 

 

THE ANALOGY 

Lafley felt an obligation to always buy P&G products, for no other reason than the fact that he 

was CEO of the company.  It became a knee-jerk reaction:  if P&G owns it, then I have to buy it. 

 

I guess that, as a leader, Lafley felt a need to show confidence in his products.  He may have 

feared what would happen if word got out that Lafley used a competitor’s detergent.  Would it 

damage employee morale?  Would customers switch away from P&G products? 

 

I don’t think that would have much of an impact in those areas.  I remember when Brittney 

Spears was doing commercials for Pepsi and word got out that when she was on tour during that 

time, she had it in her contract that her dressing room would only have coke products.  It didn’t 

seem to cause much of a stir. So I wouldn’t be too worried about that. 

 

What I would worry about is how Lafley’s behavior may distort his business judgment.  If you 

are blindly choosing P&G products based solely on whether your company owns them, then you 

are acting quite differently from the marketplace.  Yes, perhaps a few P&G employees may 
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switch to using Gillette products as a result of the acquisition, but for the rest of the world, the 

acquisition is a non-issue for brand choice. 

 

The rest of the world needs a more compelling reason to choose your brand.  Lafley’s behavior is 

out-of-touch with the market, which is far less loyal to the brand.  This could distort his view of 

the P&G brand strength. 

 

A similar situation can occur for strategists.  If you become too strong of a company person, your 

perception of the company becomes ever more distorted relative to the rest of the world.  You 

may give too much credit to your own brands and too little credit to the competition.  This can 

cloud your strategic perspective. Your company bias can distort your judgment and cause you to 

make strategic errors. 

 

THE PRINCIPLE 

The principle here is that Blind Loyalty can blind you from the truth.  How can you tell if you 

are superior to the competition if you never experience the competition?  Sure, you can read 

market reports, but there is a lot to be said for personal experience. 

 

I believe that blind loyalty can distort your perspective of the marketplace.  Since strategies are 

designed to optimize performance within the marketplace, distorted visions of the marketplace 

can create useless, distorted strategies. 

 

Think about people you have known who have gotten divorced.  If you only talk to the wife, you 

will get a distorted view as to what went wrong with the marriage and probably put too much 

blame on the husband.  Similarly, if you only talked to the husband, you would get a different 

distorted picture and probably put too much blame on the wife.  Depending on which one you are 

most loyal to, you will have a different perspective on the divorce.  If you want the truth about 

the divorce, you need exposure to both sides and a bit of objectivity. 

 

Similarly, if you only surround yourself with your own products and with your own loyal 

employees, you will get a distorted picture of your brand.  You need exposure to the other side. 

 

I would have been more impressed if Lafley had said in his interview, “I’m a loyal user of Edge 

and I’m sure there’s a good reason for that.  I need to find a way for Gillette to give me an even 

better reason to use them than Edge.”  

 

Experience the Competition 
I knew someone who had been an engineering executive at Ford.  Ford put him in a program 

where he was given a series of competitor’s cars to drive.  Every few months, he’d be given a 

different competitor’s car to drive as his personal car.  For each of these experiences, he was to 

write up his impressions of the car.   

 

This helped him to understand how the Ford engineering stacked up against the competition.  He 

could learn from some of the superior things the competitors did.  He could learn where Ford 
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was weak.  If he had only driven Ford cars during his employment, they would have missed out 

on these insights. 

 

No matter where I have worked over the years, I have always told my wife to ignore that 

knowledge and shop as she normally would.  I told her to make her purchase decisions based on 

what she thought was best, rather than who was paying my paycheck.  Although I wasn’t always 

happy when she chose the competition, I was able to learn from her why she acted that way.   

 

This helped to anchor me closer to the real world.  I wasn’t distorted as much by blind loyalty.  

My perspective was not as overly biased in favor my employer to the point where I could no 

longer see all the warts on my company that the consumer could see.  It made me a better 

strategist. 

 

Watch Out For Brand Extensions 
One place where this distortion causes many problems is in strategies surrounding brand 

extension.  Your blind loyalty (and the blind loyalty of the rest of the decision-makers in your 

company) can cause you to overestimate the power of that brand.  As a result, you overextend 

the brand into places where it doesn’t belong. 

 

There’s a reason why most brand extension strategies turn out to be disappointments.  It is 

because the rest of the world is not as enamored with your brand as you are, so you over-reach. 

 

Watch Out for New Business Models & Fear of Cannibalization 
You can also become so used to doing things the “company way” that you become blind to 

different business models.  Kodak was blind to digital photography because of their infatuation 

with the “Kodak way” using analog film-based photography.  The rest of the world didn’t care 

that much about Kodak magic moments.  They just wanted the best way to get and share 

pictures.  And as it turns out, the digital model was (for most) the superior business model.  

Blind loyalty blinded management to the need to quickly adopt a digital strategy. 

 

A variation on this problem is cannibalization.  You may become so loyal to legacy products that 

you do not want any type of strategy which will hurt those legacy products.  At Kodak, it would 

have been difficult to get aggressive at trying to own the digital space without hurting the core 

legacy film business.  The new business would have cannibalized the old.   

 

Well guess what.  Other companies got aggressive with digital and now Kodak is fighting for 

survival.  Either you cannibalize your business or someone else will do it to you.  If you do it 

yourself, at least you are left with a new, successful replacement business.  If someone else does 

it, you are left with nothing. 

 

The Solution 
So what is the solution to avoiding some of these problems?  First, you need a corporate culture 

that shuns blind loyalty and encourages more interaction with the competition.  It needs to be 

okay to question the status quo and say an occasional nice thing about the opposition.  The prized 

image should be that of an objective person, not an overly-loyal company puppet.  
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Second, spend more time listening to voices outside of your headquarters.  Recent technological 

advances in Web 2.0 make this even easier than before.  The more you get involved with your 

customers, the better your strategic perspective, provided you listen to more than just your most 

loyal customers.  Listen to both the good and the bad comments. 

 

Third, be skeptical.  If we, by nature, have too much of a positive bias towards our own 

company, then we need to counteract that by being overly harsh in our strategic analyses.  When 

estimating the likelihood success of your strategy, shy away from the optimistic scenarios.  Be 

more realistic. 

 

SUMMARY 

Most leaders in a company have a natural tendency to develop a distorted positive bias towards 

that company.  This blind loyalty can cause us to make poor strategic decisions.  One needs to 

proactively take steps to counter this tendency, in order to help retain more objectivity. 

 

FINAL THOUGHTS 

There was an old saying that loyal IBM employees were so loyal that if you cut them, they 

would bleed in “IBM Blue.”  I’d rather your blood was red, because then I would know you were 

alive and well (and useful). 
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Chapter Twenty-Seven 

The Magic Hammer 
 

 

THE STORY 

Bob was giving Joe a tour of his office 

building.  In the center of the main 

entryway was a fancy display case.    Inside 

the display case was a hammer. 

 

Bob was very proud of this hammer.  He 

made sure that seeing the hammer up close 

was the first part of the tour. 

 

“This is the finest hammer ever created,” 

beamed Bob.  “All the research says that if 

you want to succeed in my industry, you 

need a great hammer.  Since I want to 

succeed, I bought myself the greatest 

hammer in the world.” 

 

Joe was a little perplexed.  He asked Bob, “If you keep this hammer locked up in a display case, 

how can it help improve your business?” 

 

Bob replied, “The research said that having better hammers leads to better success.  If I went and 

used this hammer out in the field, the hammer would get worn out.  Its condition would 

deteriorate from what it is now.  It would become a lesser hammer.  Why would I want to make 

this a lesser hammer if the research says that better hammers are the ones which lead to 

success?” 

 

At this point, Joe could see that further discussion about the hammer would be useless, so he 

asked Bob to show him the rest of the office building. 

 

Bob sighed and said, “There really isn’t much left to show you.  I declared bankruptcy last week 

and sold off all of the office equipment in an auction.” 
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THE ANALOGY 

A hammer is a tool, not some sort of magical charm.  For a tool to be useful, it needs to be used 

properly.  Just having the tool on display won’t do much good.  It doesn’t provide magical 

success merely from its presence.   

 

Although Bob owned the hammer that could potentially bring success, his company failed, 

because he did not properly use the hammer. 

 

In the business world, there are hundreds of management tools available.  There are also lots of 

books and consultants out their proclaiming that their particular management tool is just what 

you need to be successful.  Lots of these books are purchased and lots of these consultants are 

hired.  Yet many companies continue to fail. 

 

Apparently, Bob is not the only one having trouble getting the promised success out of tools.  

Perhaps, like Bob, we are not using the tools properly. 

THE PRINCIPLE 

The principle here is my universal law of management tools.  It goes as follows:  For every 

management tool available, you can examine the marketplace and find companies falling into 

each of these four categories: 

 

1) Firms using the tool who are successful. 

2) Firms using the tool who are not successful. 

3) Firms not using the tool who are successful. 

4) Firms not using the tool who are not successful. 

 

For example, I can find firms using centralization that are both successful and unsuccessful.  

Similarly, I can also find firms using the opposite approach (i.e., decentralization) that are both 

successful and unsuccessful. 

 

In other words, any given management tool is not a magical charm that makes every company 

who touches it successful.  If used properly, it may be able to help you, but even that is no 

guarantee.  The correlation between any tool and success is typically very weak. 

 

Therefore, when developing strategies, do not make obtaining a particular management tool the 

centerpiece of the strategy.  Your ultimate goal is the quality of what you put in the bank account 

(profits), not what you put in the toolbox (tools).  Good tools are nice, but your strategic 

approach should give a higher priority to the following three areas: 

 

1) Place 
Which of the two petroleum industry scenarios do you think will be most successful: 

 

1) Using mediocre tools to drill into a huge reserve of oil; or 

2) Using the highest quality tools to drill into an area devoid of any oil. 

 



107 

 

Naturally, if you want to be a successful oil producer, you need to apply your tools to places 

where the oil exists.  Good tools help, but if you are located in the wrong place, those tools will 

not prevent your failure. 

 

Strategy guru Michael Porter says that one of the most important steps in strategy is your choice 

of place—where you have decided to set up your business model.   Not all places are created 

equal.  Some are naturally better suited for success than others.   

 

Some industries have high average profits, while others tend to be perpetually bad for everyone 

nearly all the time.  Some sectors within industries tend to do a better job of absorbing the 

profitability of their ecosystem than others.  Some business propositions (positions) tend to be 

more compelling than others. 

 

Choosing a poor position in a poor sector of a poor industry will almost guarantee failure, no 

matter how good your management tools are.  Jack Welch was known for using a lot of 

management tools at GE.  However, a great deal of his success was due to identifying places in 

the GE portfolio where they had little chance for success (typically where they had no chance of 

being a leader) and divesting of those businesses (and reinvesting in better places).   GE has 

continually morphed its portfolio over time so that it is in the right places (where success is 

easier to obtain). 

 

As Willie Sutton put it, he robbed banks because that’s where the money was.  Therefore, we 

need to be like Willie Sutton and first figure out where the money is.  Then we need to direct our 

strategy so that it is pointed at that pool of money.  Only after making this major decision should 

we worry about the tools. 

 

2) People 
If you give an axe to a skilled lumberjack, you will get a better result than if you give that same 

axe to an axe murderer.  The tool is only as good as the person using it.  Poor operators lead to 

poor results. 

 

In developing your strategy, how much attention is focused on strategies for finding, obtaining, 

training and keeping the best people?  Is it a higher priority than strategies for getting in place the 

latest management tool? 

 

Online retailer Zappos put nearly all of its energy from day one into optimizing the people side 

of the business.  It let them grow from nothing to being acquired by Amazon for a little under a 

billion dollars after only a few years in business. 

 

If you truly believe that people are the key to your success, then that should show up as a priority 

in your strategy formation. 

 

3) Practice 
Great companies tend to be perceived as best at delivering a desirable benefit.  Becoming the 

best is typically not an accident.  It comes from a continual focus on that point of superiority.   
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Practice makes perfect.  So to keep your edge, keep working the area that makes you great.  Get 

even better, so that others are never able to catch up.  Wal-Mart wins by being best at price.  It 

innovates new ways to help it lower prices even more, so that others cannot catch up. 

 

Focusing on the goal of getting better at what you are best at is more important than focusing on 

the latest management fad.  Fads come and go.  True staying power comes from staying true to 

your point of differentiation. 

 

SUMMARY 

The correlation between any management tool and success is weak.  You can find both successes 

and failures with virtually all the management tools.  Therefore, don’t focus too much strategic 

energy on getting the latest management tool.  Instead, focus on matters more critical to success, 

such as place (where you choose to position yourself), people (getting, keeping), and practice 

(getting better at what you are best at). 

 

FINAL THOUGHTS 

Beware of magicians trying to sell you their magic hammer. 
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Chapter Twenty-Eight 

Taking it to the Max  

 

 

THE STORY 

Back in the 1920’s there was a person named Max who immigrated 

to the United States from Poland. In 1929, just prior to the Great 

Depression, Max opened a grocery store in Milwaukee, Wisconsin. 

 

That was a tough time to open a new business, but because he was a 

very efficient operator who knew how to please the customer, he 

survived the Depression. He did well enough to eventually build up 

a chain of 48 supermarkets in Wisconsin, before selling the business 

in 1970. 

 

Along the way, the story goes that one day Max went out to buy 

some clothing. He went to the available department stores in 

Milwaukee and did not like the experience. Max came to the conclusion that the only way he 

would ever get to patronize a Department Store to his liking would be if he built his own. So he 

did, opening his first department store in 1962. 

 

Max didn’t know much about department stores or fashion, but he did know how to build 

successful supermarkets. He applied those supermarket principles to his department store. He put 

in centralized checkouts. He put in efficient and easy to shop fixtures in an easy to navigate 

“racetrack” format. He emphasized extreme efficiency in operations and made sure he had depth 

of inventory in the most wanted brands. Finally, Max took the supermarket emphasis of low 

prices to his department store. He could afford the low prices because of the efficiencies he 

applied from his supermarket heritage. 

 

At the time, this was all Department Store heresy. Nobody in the industry did things that way. 

But since Max was not from the department store industry, he did not see it as heresy. He simply 

saw it as the type of store he would like to shop in. 

 

He only built a few of these department stores, because he was more interested in running 

supermarkets. However, by the mid-1980s, the management of the Department Stores group felt 

they were sitting on a powerful concept. Therefore, they started ramping up expansion. They 

took the department stores public in 1992 and have had quite a good run. 
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By the way, Max’s last name was Kohl, and the department store chain he started in 1962 was 

called Kohl’s Department Stores. As of the end of fiscal ending in January 2011 there were 

nearly 1,100 of these stores in operation, and sales approximately $18 billion. 
 

THE ANALOGY 

There’s an old saying that most new innovation comes from outside the industry. That was 

certainly the case for Max Kohl. It took an outsider—a supermarket man—to show the 

department store “experts” a new way to do department stores. 

 

This happens in all types of industries. The inbreeding of executives and the lack of fresh insight 

causes the insiders to become blind to new ways of doing business. The “old ways” become the 

“only ways” of looking at the world. 

 

In the long run, this can be shortsighted. Innovation is the lifeblood of growth. Innovation 

usually requires new approaches to the business. Outsiders, who aren’t wedded to the old ways, 

tend to embrace more options and different approaches. As a result, new businesses like Kohl’s, 

replace old established businesses like the May Department Stores. 

 

If you don’t want your business to be replaced by an outsider, then you need to start thinking 

more like an outsider. 
 

THE PRINCIPLE 

The principle here has to do with having a fresh set of eyes. Being around young children can be 

very entertaining, because the see the world with a fresh set of eyes. Everything is new and 

wonderful to them, and they come up with some of the craziest ideas. 

 

Businesses also need fresh sets of eyes—people who are not wedded to the ways of the past. 

These are people who have not been around long enough to have bought into to the idea that the 

“standard operating procedures” are the only way to get things done. Like children, they ask 

“Why can’t we do this differently?” 

 

In the department store industry, most of the insiders are “fashion” people. They approach 

problems from a strong sense of fashion and a keen eye for style. Max Kohl was a supermarket 

guy who approached problems from a strong sense of efficiency and an eye for value. By 

looking at the industry from this different perspective, he developed a different solution. 

 

Even today, his legacy lives on. Kohl’s department stores tend to have an operating cost structure 

which is about half that of many of its competitors (as a % of sales). This allows them to provide 

superior and still be very profitable. 

 

Not too long ago, I was talking to the President of a Department Store brand. He had worked in 

the industry for many decades. I suggested that he might be better off if he changed his store 

design around a bit. He looked at me condescendingly and said something like this, 



111 

 

 

“Gerald, I know you’re trying to help, but you don’t know this industry as well as I do. I’ve been 

doing this a long time, and let me tell you, that is not how it is done. People expect a department 

store to look a certain way and they will not accept change.” 

 

Well, it’s true that I haven’t been in the department store industry as long as him. But it is also 

true that my experience with supermarkets, supercenters, big box retailers and discount stores 

gives me a fresh set of eyes that can borrow from these other related businesses and apply them 

in a fresh way to his business. 

 

After he made his comment that people expect things a certain way and will not change, I started 

thinking about the outsiders who have been extremely successful in reinventing the way people 

shop for department store goods. In addition to the Kohl’s example, there is DSW, who 

successfully reinvented the way people shop for department store quality shoes. You can read 

about DSW's fresh approach in their IPO document. 

 

If the old ways are so good, then why isn’t Sears doing any better than it is? It hasn’t changed 

much in decades, sticking to the old ways of running a department store. The old ways are 

causing it to lose market share. Yes, the new owner, Eddie Lampert, has a fresh set of eyes, but 

everyone is still waiting for a fresh set of ideas. 

 

This is not to say that you want a company which only has fresh sets of eyes. You need a mix—

people who have experience in the industry and understand its subtle nuances, as well as industry 

newbies who bring different experiences to the problems. Kohl’s really did not start to grow 

rapidly until it got a good blend of people into the mix. The key is diversity—diversity in age, 

background, experiences, and so on. 

 

A friend of mine once interviewed at a major international retailer. When he got back from the 

interview, he said that everyone he interviewed with seemed like a clone of everyone else he 

interviewed. They were of the same gender, the same general age, had an MBA from one of the 

same small number of universities, and had all previously worked at the same consulting 

company. 

 

Unfortunately for my friend, he was of a different gender, a different age, had an MBA from a 

different school and had never worked for that consulting company. As a result, he did not get 

the job. 

 

This is so sad, because that company would have been better off with a more diverse employee 

base, with eyes that see problems from many fresh perspectives. To quote former general and US 

Joint Chief of Staff Colin Powell, “If you surround yourself with people who think like you, then 

at least one of you is redundant.” 

 

The irony is that the company in question was not doing well at the time. It was shrinking in size 

and destroying profitability. Why continue to fill your company with clones if the current 

thinking isn’t working? 
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Seek out variety of thought and perspective. Bring the outsiders inside your company so that the 

next innovation comes from the inside, rather than the outside. 
 

SUMMARY 

Eventually, the conventional wisdom of your industry will be replaced by an innovation based on 

a different set of wisdom. If you cling too long to conventional wisdom, your firm will die off 

and be replaced by outsiders with a fresh set of eyes. It is better to have a diverse blend in your 

business, so that you can exploit those fresh ideas yourself. 

 

FINAL THOUGHTS 

If you want to take your company to the Max, you need to find people like Max (Kohl), who 

bring a fresh new perspective. 
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Chapter Twenty-Nine 

Trends Change, Not People 
 

 

THE STORY 

When I was a teen, my 

observations were that young 

people drank Coke and older 

people drank coffee.  Now, decades 

later, it seems that it is the younger 

crowd that is patronizing the coffee 

shops and drinking the coffee in 

large quantities.  If anyone is 

drinking a Coke, it tends to be an 

older person. 

 

The same with hair color.  When I 

was a teen, I observed that if there 

was a woman with bright blonde 

hair, she tended to be a relatively 

young adult.  Older women had more subdued colors.  Now, decades later, it seems that the 

bright blond colors are on the older women and the younger women use more subtle 

highlighting. 

 

It’s as if all of the rules I learned as a teen no longer apply. 

 

THE ANALOGY 

The problem with the rules I came up with as a teen was that I was linking a trend to an age.  In 

other words, I believed that when people reached a certain age, they should act a certain way. 

 

Instead, I should have linked a trend based on date of birth.  In other words, people born at a 

certain time have a particular characteristic they will carry on throughout adulthood.  The next 

generation is not bound by the old trend and so they start their own, which they carry on 

throughout their adulthood. 

 

It isn’t so much that people’s beverage preferences change completely as they get older.  It’s that 

the “cool” drink in the formative years changes from generation to generation.  Depending on 

that was “cool” to drink at that formative age, that became the beverage of choice you carried 

with you as you aged.   
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A couple of generations ago, that cool drink was Coke.  Now, it’s some fancy form of coffee (or 

maybe an energy drink).  I suppose in another generation or two, young people will find 

something else “cool” and it will be the old folks who drink the fancy coffees (who are those 

same people who picked up the coffee habit when they were young and when coffee was cool). 

 

This concept has been particularly true with beer brands over the ages.  A particular beer brand is 

cool when drinkers are starting out, and they tend to stick with that brand through the rest of their 

life.  The next generation chooses another “cool” beer brand and sticks with it.  And so on. 

 

So what does this imply for strategy?  Strategies try to find the ideal place for your firm in the 

future.  To find that ideal place in the future, it is important to first have an accurate view of the 

future. 

 

As you try to imagine that future world, you can fall into the trap I did as a teen and incorrectly 

assume that younger generations will revert back to the behavior of the prior generation when 

they get older.  I had thought that young people would always prefer Coke and old people would 

always prefer coffee, no matter when you were born.  That was an incorrect assumption. 

 

A better way to predict the future is to look at how each generation forms its habits in those 

formative years, and use that as a guide for how each generation will adapt to the future. 

 

THE PRINCIPLE 

The principle here is that trends change faster than people change.  The next revolution in 

behavior tends to start with the generation still forming its life-long habits.  Those who already 

have long-ingrained habits change far more slowly.  As each new generation arrives, there is the 

opportunity to create a new trend, even if the older folks hesitate to participate.   

 

This principle should lead to the following concepts. 

 

1. Don’t look to the older people of today to predict how the older people of 
tomorrow will be  
Back in the 1980s, I remember reading predictions about shopping behavior.  At that time, the 

older people were shopping Sears, while the younger adults preferred shopping discount stores 

and specialty stores.  Some prognosticators at that time were predicting that when the younger 

customers became old, they would switch store preferences to Sears, since that seems to be what 

older people do. 

 

Well, here we are at the point when those younger shoppers from the 1980s are older.  And guess 

what…they did not automatically start switching over to shopping Sears.  Sears’ customer count 

continues to drop. 

 

Those prognosticators in the 1980s made the mistake I did as a teen and associated behavior with 

an age rather than with when you were born.  Sears is losing customers because the ones who 

were in their formative years when Sears was cool are dying.  The next generation stayed with 
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the same basic habits they formed back in the 1980s.  They didn’t say they needed to switch to 

Sears when they got old because “that’s what old people are supposed to do.”  Instead, they said, 

“Sears is the store for my parents, not me.” 

 

 

Buick has been trying for years to get young people to embrace their brand.  Unfortunately, 

Buick tends to be associated with a much older generation and it is hard to dislodge that image.   

 

For young people, Buick is not the cool brand of their generation.  And when today’s young 

generation gets old, I doubt they will suddenly switch to driving Buicks.  They won’t think that 

“Old people drive Buicks, so now that I am old, I should drive a Buick.”  No, unless something 

dramatic happens, Buick’s fate appears tied to an earlier generation and its best years will die as 

that older generation dies. 

 

The same is true for newspapers.  For awhile, many newspaper folks were not afraid of the 

internet because they thought that as the young adults got older, they would become more like 

their parents and switch from the internet to the newspaper.  You don’t hear those comments 

much anymore, as people realize the new generation is never switching to paper for their news as 

their parents have habitually done. 

 

This is not to say that older people never change their behavior.  They do.  However, those 

changes are not because they say “I’ve gotten old now, so I have to start acting like my parents 

did.”  Instead, the changes tend to occur because: 

 

a) Their relative discretionary time versus discretionary money changes over their lifetime 

(we act differently when we are time rich and cash poor versus when we are time poor 

and cash rich). 

 

b) Their physical abilities change (older people have poorer vision, weaker stomachs, and 

are less mobile—perhaps no longer able to drive themselves). 

 

c) Even though they may not be trend-setters, older people will switch to the new if it is 

found to be vastly superior (for example, the elderly eventually saw the benefit of the 

internet for their lives).   In this case, they are not changing to be more like their parents, 

but to be more like their children. 

 

2. Don’t look to the younger people of today to predict how the younger people of 
tomorrow will be  
Each generation has its own defining moments.  Those who grew up in the depression of the 

1930s had a different outlook from those who grew up in the prosperous 1950s versus those who 

grew up in the turbulent 1960s, versus those who grew up in the materialistic 1980s, versus those 

who are growing up in the current age of terrorism.   

 

Times change; technology advances.  A person who has been tapping on a computer keyboard 

since the age of three sees technology a lot differently from one who first typed on a computer in 
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their 20s.   The “cool” behavior of one generation becomes “the weird stuff my parent’s did” to 

the next generation.   

 

“Cool” communication has morphed from email to IM to texting to tweeting.  We’ve moved the 

core cool internet page from portals to search engines to social network sites.  The cool thing of 

tomorrow may not even be invented yet.  So don’t assume today’s definition of cool will last. 

 

 

It’s difficult to stay relevant and cool for each new generation.  MTV has had to reinvent itself 

many times over in order to have its brand still be relevant to each young generation (and it 

appears to be losing the battle).  Perhaps a better approach is to emulate Pepsi, who adds new 

brands to its portfolio in order to be relevant to each new generation, from Pepsi to Mountain 

Dew to Gatorade to SoBe.     

 

Therefore, when envisioning the future, assume some behavior patterns which do not yet even 

exist.  Better yet, try to create that next cool thing. 

 

SUMMARY 

Behavior patterns tend to follow generations.  Therefore, it is often a mistake to use one 

generation’s patterns in order to predict a different generation’s patterns. 

 

FINAL THOUGHTS 

All of this change is good, because it provides a competitive advantage to those who know how 

to exploit it.  If things never changed, we’d all still be shopping Sears.   
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Chapter Thirty 

Be Prepared 
 

 

THE STORY 

A great number of significant inventions 

over the years have come about due to 

lucky happenstance.  For example: 

 

1) The artificial sweeteners 

saccharine, cyclamate and 

aspartame we not discovered as 

part of a dedicated effort to find an 

artificial sweetener.  Instead, 

chemists were working on 

something entirely different and 

just happened to notice a sweet 

taste when licking their fingers or 

smoking a cigarette after handling 

the compounds. 

 

2) Phenolphthalein was discovered to be a potent laxative quite by mistake.  It had been 

tested as possible marker inside cheap Hungarian wines, in order to help identify them.  

How would you have liked to have been the one testing those wines? 

 

3) Velcro was discovered by a man who was frustrated with having to pull thistles off his 

clothing whenever he went into the woods.  Once he discovered what made the thistles 

“sticky,” had the concept behind Velcro. 

 

4) The principle behind microwave ovens also came by accident.  A scientist working in a 

lab liked to carry a candy bar in his pocket for an afternoon snack.  He noticed that after 

working around the microwave generator in the lab his candy bar always melted in his 

pocket.  I suppose he should have also wondered what those waves were doing to the rest 

of his body, if it could melt a candy bar. 

 

Louis Pasteur was well aware of this process of accidental discovery.  He had determined that 

careful observation of randomness lead to more discoveries than deep dives into theory.  As a 

result, in 1854, Pasteur said the famous quote “In the field of observation, chance only favors the 

prepared mind.” 
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THE ANALOGY 

Great business strategies are a lot like great scientific discoveries—they often come about 

because of luck.  The folks at Deloitte recently did some extensive research into this 

phenomenon.  You can learn more about this study by going to these sites:  here, here and here.   

 

What Deloitte found was that a company’s success appears to have more to do with luck than 

with any particular management skills or techniques.  The research implies that you can pretty 

much throw away all those books about doing what the “successful” companies do.  Just get 

lucky. 

 

THE PRINCIPLE 

“Get Lucky” is not very useful advice.  People like McKinsey and Company would go bankrupt 

with that type of advice (I’m not sure Deloitte is going to make much money on this advice, 

either).  We need to go back to the advice of Louis Pasteur.  He advised that you can increase 

your luck if prepare your mind for it. 

 

Over the course of time, I suppose that millions of people have been bothered by getting thistles 

stuck to them.  Heck, my cat seems to get covered with thistles all summer long (and guess who 

has to get them out of the fur?).  But only one person was observant enough to see the potential 

for Velcro in those thistles.  What about the rest of us millions?  Why didn’t we see the 

potential?  

 

It is not enough just to be in a place where a lucky happenstance is possible.  One needs, as 

Pasteur put it, a “prepared mind” to discover the possibilities.  And that, my friends, is not luck.  

We have some control.  In this chapter, we will look at what we can do to increase our “luck” 

through preparation. 

 

1) Prepare Your Visual Agenda 
If you want to be in the right place at the right time, then you need to be in a lot of places, all the 

time.  This is not to imply that your business should be unfocused and all over the place.  Focus 

is clearly an important part of strategic execution.  But if you want to create “luck,” your eyes 

need variety.   

 

The point here is that if you want to see something new and exciting, then you need to be looking 

at new and exciting things.  If you spend all your time looking at boring spreadsheets and 

attending boring meetings, you will not have your eyes in places where they can discover 

exciting things.   

 

Put another way, if you spend all your time locked up indoors, you will never experience the 

thistles of life that lead to great discoveries.  Get out into the real world and look around.  

Experience life.  Go to where things are happening.  Watch life in its fullness.  Talk to your 

customers.  Talk to strangers.  Experience life personally…get your hands dirty. 
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When Ross Perot was on the board of GM, he used to complain that the top executives would 

never come up with any great automotive insights, because they had stopped having normal 

automotive experiences.  They never bought cars, they rarely ever drove cars (they had 

chauffeurs), and one had even let his driver’s license lapse without renewal. 

 

Make a point of blocking off time on your calendar to see what’s going on in the real world. 

 

 

2) Prepare Your Mental Approach 
So you get out into the world and get covered with interesting “thistles.”  That’s only half the 

battle.  Now, you need the insight to convert that into a marketable idea. 

To do this, your mind needs to be prepared for the task of discovery.  Discovery is more than just 

seeing the obvious.  Discovery is being able to apply what you see to a new business model, a 

context not yet in existence.  Seeing a thistle and envisioning a new way to temporarily fasten 

items are two different approaches.  It is the second which leads to “luck.” 

 

So how do we prepare our mind for this type of discovery?  Here are some ideas. 

 

a)  Be prepared for unintended consequences. 
In the examples in the story, great scientific discoveries were found in the process of looking for 

something entirely different.  The chemists weren’t looking for an artificial sweetener, the wine 

people weren’t looking for a laxative, and the scientist was not looking for a new type of fast 

oven.  If they had only been focused on the original task at hand, they would have ignored these 

little nuisances or oddities and the discovery would never have occurred. 

 

Therefore, if we assume that many great discoveries are going to be accidental (not a part of our 

original objective), then we need to be open for these chance encounters.  In fact, we need to 

actively seek them out.  These unintended consequences (sweet taste, melted chocolate bar) are 

often the most important consequence. 

 

Don’t become so focused on the original task that you miss the other items going on.  These 

interesting tidbits of information can be so much more valuable than the original goal.  Make 

note of them.  Ponder them.  See if they have a business application.  Just because they are not 

immediately applicable to the original objective is not sufficient enough justification to ignore 

them. 

 

b)  Look for Solutions/Problems 
People, in general, are not really buying products or services.  What they are really buying are 

solutions to problems.  How you solve the problem is not as important as how well you solve the 

problem.  To fix the problem of too much weight, one can look to many distinctively different 

areas for a solution—exercise, diet, surgery, enemas, drugs, and so on.  Often times, great 

success does not come from improving a current approach to a problem but in finding an entirely 

different approach for that solution (like laser surgery instead of eyeglasses to solve the problem 

of poor eyesight). 
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Therefore, when you see an unexpected consequence, look at it in the context of solutions.  What 

problems will that action solve?  Will this approach solve a problem better than current 

alternatives?  When looking at the thistle, do you see a potentially superior solution for 

adhesion?  When you see a melted candy bar, do you see a potentially superior way to heat food? 

 

Conversely, you can look at a situation and see what problem is not currently solved well.  By 

seeing the situation as an unresolved problem, it can focus your thinking on ways to solve it.  For 

example, if you observe your customers in action, you may see struggles you were not fully 

aware of before.  Now you have a focused area for inspiration (solve problem “X”), but 

unbounded by any particular type of solution.   

 

C)  Look For Ways To Exploit What You See 
Finally, once you discover the solution (the Eureka moment), the last step is to exploit it.  A lot 

of what appears as luck is really just perseverance and sweat.  Experiment with the idea.  Build 

prototypes.  Get it out into field testing.  Not everything you try will be successful, but we know 

that you will never be successful if you try nothing. 

 

SUMMARY 

Success often is a result of luck.  However, there are ways to improve your chances of being 

lucky.  Prepare your eyes to look for the lucky happenstance.  Prepare your mind to see the 

potential of the lucky happenstance.   Transform the lucky idea into a workable business 

solution. 

 

FINAL THOUGHTS 

The old Girl Scout motto was “Be Prepared.”  This is not a bad motto for strategists as well. 
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Chapter Thirty-One 

Who’s Strategy is it? 
 

 

THE STORY 

Let’s imagine for a moment that a 

friend of yours asked to borrow 

your conservative-looking car for a 

few days.  Being the nice person 

you are, you let the friend borrow 

the car. 

 

After those few days are up, your 

friend returns the car.  To your 

shock and horror, you notice that 

your friend had made changes to the 

automobile.  The exterior had been 

repainted to a color you do not like.  

Flame-like decals were put on the 

sides of the car.  The interior was 

redesigned in an awful checkerboard pattern.  The carpeting was replaced with some awful shag 

that looked like something out of a 1960s Hippie “Love Van.” 

 

Naturally, you would be furious with your friend for trashing up the look of your car.  You’d 

probably say something like, “What is the matter with you?  I let you drive my car for a few days 

and you totally destroy its appearance.  Have you lost your mind?  This was MY car!  You had 

NO RIGHT to change it like that!” 

 

You friend answers as follows: “I knew I’d only be using the car for a short time, but during that 

time I wanted to be able to make a statement.  I wanted to car express my personality.” 

 

At this point, you’re probably ready to scream, “Well now you can express yourself on a check 

to pay for all the damage you did to my car!” 

 

THE ANALOGY 

It’s hard to believe that someone would be that disrespectful of your car.  After all, it is your car.  

It belongs to you. 
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Yet something similar seems to occur often in the business world.  A newly hired CEO, CMO or 

strategist will come on the scene.  As the new person in the company, they want to quickly make 

their mark on the firm.  They want to make a statement and express themselves.   As a result, 

they start to make all sorts of changes to the brand. 

 

The consumer then screams back, “What are you doing to MY brand?  You are destroying it!  

You had no right to make those changes!  Make it the way it was before!” 

 

Remember the debacle of “New Coke?”  There was a consumer revolt because the consumers 

felt that “their” brand had been violated.  New Coke had to be eliminated and the classic form 

needed to return. 

 

The Coca-Cola brand was like the car in the story.  Consumers felt they owned the brand.  The 

executives, who tend to stick around in their job for only short time, had “borrowed” the brand 

and returned it as an ugly “New Coke.” 

 

THE PRINCIPLE 

The principle here is that consumers of a brand tend to stick around longer than the managers of 

that brand.  So, in essence, the brand belongs to the consumer and the managers are only 

borrowing it for a short time.  Therefore, our brand strategies should take more of a “borrower” 

approach. 

 

A typical CEO holds that position for about 3-4 years.  A CMO typically holds its position for 

only about a year.  A Chief Strategist probably falls somewhere in-between.  This is a very short 

period compared to the expected life of the brand or company being managed. 

 

The only one sticking around for the long haul tends to be the consumer.  In many ways, they are 

the ones who own the brand.  After all, 

branding success depends on creating the 

proper image/position in the mind of the 

customer.  The customer owns their mind.  

They don’t like people playing mind games to 

mess it up (even more than they hate having 

people mess up their car).  

 

Look at what Pepsi did in 2009 by 

redesigning all of its brand logos.  Between 

the cost of the redesigns and the cost of the 

transferring all of the visuals to the new look, 

Pepsi probably spent well into the hundreds 

of millions of dollars world-wide.   

 

What were the results?  First, the redesign of 

the Tropicana orange juice carton was 
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received so poorly by the consumers that Pepsi had to return to the former design.  The consumer 

response was “How dare you change MY juice carton.  You made it ugly; change it back!” 

 

Changing Gatorade to “G” caused a lot of initial confusion for the customer.  Is this the same old 

Gatorade I’m used to or did you mess it up like Coca-Cola did with New Coke?   As for the other 

Pepsi logos, I doubt one will ever be able to find a positive return on the huge investment.  The 

new management over-stepped and wasted a lot of money. 

 

Remember, we are only borrowing the brand/product/company for a short time.  We need to act 

more like borrowers.  As a borrower, we should manage by a few rules. 

 

Rule #1:  Do Not Ignore the Legacy You Are Inheriting 
Typically, the brand/product/company was around for a long time before you got there.  You are 

not starting with a clean whiteboard.  That whiteboard is already filled with years of impressions 

and experiences between the brand and the customer.  Some of those impressions/experiences 

are etched in pretty deep.  You cannot just erase this history as if it never occurred. 

 

Before embarking on any strategic or cosmetic change, first make sure you understand all of that 

historical heritage.  That legacy tends to box you in on your strategic options.  Depending on the 

history, certain strategies will be compatible.  Others will not.   

 

Coca-Cola’s legacy was around authenticity.  Coke was “the real thing.”  Coke was “it.”  The 

historically-based impression was that the Coke formula was the enduring essence of 

refreshment throughout the generations and that everything else is a poor imitation.   

 

This legacy boxed in the strategic options.  Throwing away the old formula and replacing it with 

a new one was not compatible with this legacy.    If old Coke was “real” then new Coke had to 

be “fake.”  If old Coke was “it,” then new Coke was “not it.”   

 

Based on the history one has inherited, you only have permission to go in certain strategic 

directions.  If you stray too far from history, consumers will tell you that you had no permission 

to do so and will try to force you to return the brand back.   

 

In this Web 2.0 world, the customer has more power to fight back than ever before.  So do not 

ignore the history you are inheriting.  Pay heed to impressions already in place.  Go only where 

history allows you to go. 

 

Rule #2:  Remember Where the Battle is Taking Place (the Consumer’s Mind) 
To win with the consumer, you have to win at the point where decisions are being made—in the 

mind of the consumer.  You do not own the mind of the consumer.  You can visit it, but trust me, 

the consumer is very protective of what goes on there. 

 

As I said earlier, if you think someone is going to be mad because you messed up their car, just 

watch what happens if you try to mess up their mind.   
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Therefore, treat the consumer’s mind with respect.  Respect the historical impressions which 

already are already embedded in the brain.  If you stray too far, your message/strategy will not be 

believed. 

 

Remember, you are only a visitor, borrowing a bit of their mental attention.     

 

Rule #3:  You Are A Caretaker of the Brand For the Next Generation  
Just as the brand/product/company was around well before you got there, hopefully it will be 

thriving well after you leave.  You are a caretaker of the brand for only a brief time.  If you are a 

poor caretaker, you will destroy the brand’s long-term viability. 

 

If you only think short-term, you can find many ways to get a quick bump in profits.  Some of 

these tactics, however, can destroy the long-term prospects. 

 

Think of the luxury fashion industry.  The heritage is wrapped up (in part) in exclusivity.  In the 

near term, one can get a boost in luxury goods sales/profits by taking the brand to the masses.  

However, once the masses embrace the brand, the exclusivity heritage can be destroyed.  In the 

long-term, this will lead to defection from the brand by luxury customers.  Once the luxury 

customers no longer embrace/endorse the brand, the masses will no longer see the value, so they 

will eventually reject it as well.  The net result is that the short-term boost lead to long-term 

brand destruction. 

 

Remember, the key determinant of stock price is anticipated future cash flow.  If your actions 

appear to be destroying long-term prospects, the stock price will be depressed, even if you get a 

near-term bump.  Keep a long-term perspective in your strategy.  When you hand off the brand 

to the next manager, give them a strong brand. 

 

SUMMARY 

We are managers for only a brief period in the life of what we are managing.  We are inheriting 

the legacy of those who came before us and we are leaving a legacy to those who come after us.  

The best strategies understand this larger perspective.  They take advantage of the opportunities 

provided by the old legacy and create enduring strength which transcends our tenure.  After all, 

the brand really belongs to the customer.  We are only caretakers. 

 

FINAL THOUGHTS 

When I was a Boy Scout, we were taught about treating nature with respect.  We were told that 

we were nature’s caretaker on behalf of future generations.  When it came to camping, the rule 

was to “leave the campgrounds in a better condition than you found it.”  I’d say this concept 

applies equally well to strategic management. 

 
 


