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This book is about what separates the great companies from the good companies. The
author describes his work as a search for timeless principles — the enduring physics of
great organizations —that will remain true and relevant no matter how the world changes
around us. The specific application might change (the engineering), but certain
immutable laws of organized human performance (the physics) will endure.

Good is the enemy of great. Most companies never become grest. They only reman
good. Truly great companies, for the most part, have aways been great. And the vast
mgority of good companies remain just that — good, but not grest.

The author makes some pertinent observations, based on his research:

o

Larger-than-life, ceebrity leaders who ride in from the outsde are negatively
correlated with taking a company from good to gredt.

There is no sysematic paitern linking specific forms of executive compensation
to the process of going from good to great.

Strategy per se, does not separate the good-to-grest companies from the
comparion companies.

The good-to-grest companies do not focus principaly on what to do to become
great. They focus equaly on what not to do and what to stop doing.

Technology and technology-driven change have virtudly nothing to do with
igniting a trandformation from good to great. Technology can accelerate a
transformation, but technology cannot cause a transformetion.

Mergers and acquistions play virtudly no role in igniting a trandformation from
good to great. Two big mediocre entities joined together never make one great

company.

The good-to-great companies pay scant attention to managing change, motivating
people, or cregting adignment. Under the right conditions, the problems of
commitment, adignment, motivation, and change do not have to be dedt with

Separately.

The good-to-great companies have no name, tag line, launch event, or program to
sgnify ther trandformations. Indeed, some were unaware of the magnitude of the
transformation at the time. Only later, in retrospect, did it become clear. They
produced atruly revolutionary legp in results, but not by arevolutionary process.



0 The good-to-great companies are not, by and large, in inherently attractive indus-
tries. In fact, some are in terible indusries. Greatness is not a function of
circumstances. Gregtness, islargely a matter of conscious choice.

o0 Compared to high-profile leaders with big persondities who make headlines and
become celebrities, the good-to-grest leaders are sdf-effacing, quiet, reserved,
even dy. Thee leaders ae a paadoxicd blend of persona humility and
professond will.

o0 Good-to-great leaders first get the right people on the bus, the wrong people off
the bus, and the right people in the right seats. Then they figure out where to
drive it. These leaders know that people are not the most important asset. The
right people are.

o0 Every good-to-great company embraces unwavering faith that it can preval in the
end, regardless of the difficulties. At the same time, such companies have the
discipline to confront the hard redlity, however unpleasant it might be.

o Going from good to great implies a better understanding of competence. Just
because something is a company’s core business, or because it has been doing it
for years does not necessarily mean it can be the best in the world at it. And if it
cannot be the best in the world in its core business, then its core business cannot
form the basis of agreat company.

o All companies have a culture, some companies have discipline but few
companies have a culture of discipline. When a company has disciplined people,
it does not need hierarchy. When a company has disciplined thought, it does not
need bureaucracy. When it has disciplined action, it does not need excessve
controls. A culture of discipline combined with entrepreneurship, leads to great
performance.

Level 5 Leadership

The good-to-great companies have what the author cals Level 5 leaders. These leaders
channd attention and focus away from themsdves into the larger god of building a greet
company. It's not that Levd 5 leaders have no ego or sdf-interest. Indeed, they are
incredibly ambitious — but ther ambition is firdg and foremost for the inditution, not
themsalves.

The good-to-greast leaders are quiet, humble, modest, reserved, shy, gracious, mild-
mannered, df-effacing and understated. The good-to-great leaders do not aspire to
become larger-than-life heroes, or unreachable icons They ae seemingly ordinary
people, quietly producing extraordinary results.

Levd 5 leaders agpportion credit to factors outsde themselves when things go wel and
blame themsalves, not bad luck when things go wrong.



The author ligts the attributes of Leve 5 leaders:

0 “Levd 5 refers to a five-leved hierarchy of executive cgpabilities, with Leve 5 a
the top. Leved 5 leaders embody a paradoxicd mix of persond humility and
professond will. They are ambitious, but for the company, not for themselves.

0 Levd 5 leaders set up their successors for even grester success in the next
generation.

0 Levd 5leaders display acompelling modesty, are sdlf-effacing and understated.

0 Levd 5 leaders are fanaticaly driven, infected with an incurable need to produce
sugtained results. They do whatever it takes to make the company great, no matter
how big or hard the decisions.

0 Levd 5leadersdisgplay aworkmanlike diligence.

Confront the brutal facts

Breskthrough results come about by a series of good decisons, diligently executed and
accumulated one on top of another. The good-to-great companies do not have a perfect
track record. But on the whole, they make many more good decisions than bad ones.
The good companies adso make many more good decisons than the comparison
companies. On the redly big choices, they are remarkably on target. The good-to-grest
companies infuse the entire process with the bruta facts of redity. People confront
redlity and do not hesitate to talk about it in front of their leaders.

How can a company cregte a climate where the truth is heard? The author offers four
basic practices.

Lead with questions, not answers

Engage in didogue and debate, not coercion
Conduct autopsies, without blame

Build “red flag” mechaniams
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The Stockdal e Paradox

Companies mugt retain fath that they will preval in the end, regardiess of the difficulties.
And a the same time they must confront the most brutd facts of ther current redity,
whatever they might be. Thisis the Stockdae paradox.

The good-to-great leaders remove noise and clutter and just focus on the few things that
have the greatest impact. They are able to do so mainly because they operate from both
ddes of the Stockdde Paradox, never letting one sSde overshadow the other. If a
company is able to adopt this dud pattern, it will dramaticaly increese the odds, of
making a series of good decisons and ultimady discovering a smple, yet deeply
ingghtful, concept for making the redly big choices And once the company has a



ample, unifying concept, it will be very dose to making a sudained trangtion to
breakthrough results.

(0]

All good-to-great companies begin the process of finding a path to greatness by
confronting the bruta facts of their current redlity.

When a company darts with an honest and diligent effort to determine the truth of
its gtuation, the right decigons often become sdf-evident. It is impossble to
make good decisons without infusng the entire process with an honest
confrontation of the brutal facts.

To move from good to grest, companies must shgpe a culture wherein people
have a tremendous opportunity to be heard and, ultimately, for the truth to be
heard.

Cresating a climate where the truth is heard involves four basic practices.

> Lead with questions, not answers

> Engagein didogue and debate, not coercion

> Conduct autopses, without blame

> Build “red flag” mechanisms that turn information into information that cannot
be ignored.

Leadership does not begin just with vison. It begins with getting people to
confront the brutal facts and to act on the implementation. While facing just as
much adverdty as the comparison companies, the good-to-grest companies
respond to that adversty differently. They hit the redlities of their Stuation head-
on. Asaresult, they emerge from adversity even stronger.

The Hedgehog concept

The fox knows many things, but the hedgehog knows one big thing: how to collect its
food and survive. A Hedgehog Concept is a smple, crystaline concept that flows from a
deep understanding about the intersection of the following three circles:

1.

What a company can be the best in the world at (and, equaly important, what
a company cannot be the best in the world at). Just because a company
possesses a core competence does not necessarily mean it can be the best in
the world at it. Conversdy, what it can be the best a might not even be
something in which it is currently engaged.

Wha drives the company’'s economic engine? All the good-to-great
companies develop deep indght into how to most effectivdy generate
sustained and robust cash flow and profitably. In particular, they discover the
single denominator that has the greatest impact on their economics.

What the company is deeply passonate about. The good-to-grest companies
focus on those activities that ignite their passon.



The “best in the world” underdanding is a much more severe standard than a core
competence. A company might have a competence but it may not necessarily have the
capacity to be truly the best in the world at that competence. Conversdly, there may be
activities a& which the company can become the best in the world, but a which it has no
current competence.

To get ingght into the drivers of ther economic engine, companies must search for the
one denominator that has the single grestest impact. Good-to-great companies set their
gods and drategies based on that understanding. In contrast, comparison companies set
their goals and strategies based on bravado.

The good-to-grest companies are more like hedgehogs. They know “one big thing” and
dick to it. The comparison companies are more like foxes — crafty, cunning creatures
that know many things but lack consistency.

A Cultureof Discipline

The purpose of bureaucracy is to compensate for incompetence and lack of discipline.
But this is a problem that would be non exigent if a company has the right people in the
fird placee Mog companies build a bureaucracy to manage the smdl percentage of
wrong people. This in turn drives away the right people and increases the percentage of
wrong people on the bus. As a result, there is a need for more bureaucracy to compensate
for incompetence and lack of discipline. This then further drives the right people away,
and so forth.

Companies must avoid bureaucracy and hierarchy and instead create a culture of
discipline. Sustained great results depend upon building a culture full of sdf-disciplined
people who take disciplined action, fanaticaly consstent with the three circles.

Bureaucratic cultures arise to compensate for incompetence and lack of discipline. If we
get the right people on the bus, and the wrong people off, we don’t need bureaucracy. A
culture of discipline involves a dudity. On the one hand, it requires people who adhere
to a congstent system. On the other hand, it gives people freedom and responghility to
operate within the framework of that system.

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

The good-to-grest companies appear boring and pedesirian looking from the outside. But
upon closer inspection, they're full of people who display plenty of diligence and a great
intengity.

A culture of discipline must not be confused with a tyrant who disciplines people.  Savior
CEOs who persondly discipline people through the sheer force of their persondity
usudly fal to produce sustained results.



The sngle mogt important form of discipline for sustained results is fanaticad adherence
to the Hedgehog Concept and the willingness to shun opportunities that fal outsde the
three circles The more an organizaion has the discipline to stay within its three circles
with dmogt religious consstency, the more it will have opportunities for growth.

Therole of technology

When used right, technology builds momentum. But when used wrongly, when viewed
as an easy solution, without a degp understanding of how it links to a clear and coherent
concept, technology ssimply accelerates a company’ s own self-created demise.

No technology, no matter how amazing by itsdf can ignite a shift from good-to-great and
make a company Level 5. No technology can turn the wrong people into the right people,
can indill the discipline to confront brutal facts of redity, or establish unwavering faith.
No technology can supplant the need for a deep understanding of the three circles and the
trandation of that understanding into a smple Hedgehog Concept. No technology can
create a culture of discipline.

Good-to-great organizations think differently about technology and technologicd change.
They avoid technology fads and bandwagons, yet they become pioneers in the gpplication
of carefully selected technologies.

The key questions about any technology are Does the technology fit directly with the
company’s Hedgehog Concept? If yes, then a company needs to become a pioneer in the
gpplication of that technology. If not, then it can settle for parity or ignore it entirely.

The good-to-great companies use technology to accderate momentum, not to cregte it.
None of the good-to-great companies began their trandformations with pioneering
technology. Yet, they dl became pioneers in the gpplication of technology once they
grasped how it fitted with their three circles and after they hit breskthrough.

How a company reacts to technologica change is a good indicator of its inner drive for
greatness versus mediocrity. Grest companies respond with thoughtfulness and crestivity,
driven by a compulson to turn unredized potentid into results. Mediocre companies
react and lurch about, motivated by the fear of being left behind.

The Flywheedl and the Doom L oop

The good-to-great trandformations do not happen in one go. There is no single defining
action, no grand program, no one killer innovation, no solitary lucky break, no wrenching
revolution. Good to grest comes about by a cumulative process — step by step, action by
action, decison by decison.

The good-to-great companies undersand the importance of continued improvement and
the ddivery of results. They focus on tangible accomplishments, however incrementa
and see how these geps fit into the context of an overal concept that will work. When a
company does this in such a way that people see and fed the build up of momentum, they
will become enthusadtic. Thisisthe flywhed effect.



Good-to-great trandformations often look like dramétic, revolutionary events to those
obsarving from the outsde, but they fed like organic, cumulative processes to people
indde. The dramatic results mask the long gradua process underlying them.

Sudainable transformations follow a predictable pattern of build up and breskthrough.
Like pushing on a giant, heavy flywhed, it takes a lot of effort to get the thing moving,
but with peragent pushing in a conggent direction over a long period of time, the
flywhed builds momentum, eventudly hitting a point of breskthrough.

The comparison companies follow the doom loop. Raher than accumulating momentum,
tun by tun of the flywhed, they try to <ip, build up and jump immediady to
breskthrough.  Then, with disgppointing results, they lurch back and forth, faling to
maintain a consgent direction. Sometimes, such companies try to create a breakthrough
with large, misguided acquisitions. The good-to-grest companies, in contrast, principaly
use large acquisitions, to acce erate momentum in an dready fast- pinning flywhed.

From Good to Great To Built ToLast

Jm Coallins is well known for his earlier book, ‘Built to Last.” When Collins looks back
a the enduring great companies from Built to Last, he sees substantia evidence that their
early leaders followed the good-to-great framework. The only red difference is that they
did so as entrepreneurs in smdl, early-stage enterprises trying to get off the ground,
rather than as CEOs trying to transform established companies from good to grest.

The author sees Good to Great not as a sequd to Built to Last, but asa prequel.

Established Good to Sustained Builtto Enduring
Company + Great —P Grea + Last — Great
or Start-up Concepts Results Concepts Company

To make the shift from a company with susained great results to an enduring great
company of iconic dature, the centra concept from Built to Last: must be applied.
Discover your core values and purpose beyond just making money (core ideology) and
combine this with the dynamic of preserve the core/stimulate progress. A tremendous
complementarily exists between the two dudies, the idess from each enrich and inform
the ideas in the other.

The Good-to-Grest idess lay the groundwork for the ultimate success of the Built to Last
ideas. Good-to-Great provides the core ideas for getting a flywhed turning from buildup
through breskthrough, while Built to Last outlines the core idess for keeping a flywhed
accderating long into the future and devaing a company to iconic dature. Each of the
Good-to-Great findings endbles dl four of the key ideas from Built-to-Last. Those four
key idess are:

1. Clock Building, Not Time Telling. Building an organization that can endure
and adgpt through multiple generation of leaders and multiple product life



cycles, as opposed to being built around a single great leader or a single great
idea.

Genius of AND. Embracing both extremes on a number of dimensions a the
same time. Ingead of choosng A or B, figure out how to have A and B —
purpose and profit, continuity and change, freedom and responsibility, etc.

Core ldeology. Indilling core vdues and core purpose as principles to guide
decisons and to inspire people throughout the organization over a long period
of time.

Preserve the Core/Stimulate Progress. Presarving the core ideology as an
anchor point while gimulating change, improvement, innovation, and renewa
in everything ds2.  Change practices and drategies while holding core vaues
and purpose fixed. Set and achieve Bhags consistent with the core ideology.



