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			Foreword

			Over the past two decades, I’ve had the privilege of designing and leading executive education programs to drive business outcomes through leadership development, organizational learning, and enterprise-wide transformation. As a Senior Lecturer at the MIT Sloan School of Management, I’ve collaborated with leaders from some of the world’s largest organizations, helping them navigate complex change while enhancing both individual and organizational capabilities.

			In this capacity, in 2015, I had the pleasure of meeting Ernesto Gomez, who at the time represented a major Mexican conglomerate seeking to develop the leadership potential of its technical experts. This project presented an exciting challenge: integrating critical topics like technology readiness and the management of complex technical projects with the development of leadership skills. We were able to debunk the myth that technical experts are only interested in specialized knowledge and discovered their eagerness to grow as leaders, provided we could equip them with the right tools. Over 300 executives participated in these programs, and their success was so significant that they were featured as a case study on the MIT Executive Education website.

			When Ernesto approached me to write this foreword, I immediately said yes. We share a deep passion for developing individuals and empowering them to make meaningful contributions to their organizations and communities. I’m also thrilled by the idea of a book allowing leaders to tap into Ernesto’s decades of experience designing transformational journeys for companies—a blend of academic rigor and hands-on practical application. Ernesto offers a rare combination as a professional and book writer: a strategic, conceptually sound approach to managing organizational transformation and real-world execution in the trenches. This makes his insights uniquely valuable for leaders who want to make things happen and drive lasting and impactful organizational transformation.

			The book Regrowth addresses a critical challenge many organizations face today: sustaining growth in an environment of constant change. The rapid pace of technological advancement and the velocity at which the world is changing demands that companies ensure their people continuously upgrade their skills. Failure to do so leads to stagnation and eventual obsolescence. This is why companies seek to develop their talent base and rely on institutions like MIT to provide their leaders with the knowledge and skills needed to stay relevant and competitive.

			The core message of this book is clear: now, more than ever, organizations must unlock the full potential of their people day in and day out, as standing still in a dynamic environment is a recipe for failure. Achieving this goal requires a systemic approach, where the entire organization can be sustainable in the long run. Investing in only senior managers or developing leaders in emerging capabilities is not enough.

			While talent development is crucial to delivering products and services that meet or exceed customer expectations, my experience as a coach to senior management and an expert in organizational learning shows that today’s fast-paced business environment demands even more. Agile leadership, cohesive teams, and the ability to innovate both quickly and rigorously are essential qualities that must be embedded throughout the company. Large organizations, especially, function as complex systems that require transformation on multiple levels to remain nimble, resilient, and competitive.

			That’s why I’m truly excited about Ernesto’s book, Regrowth. It delivers a powerful, actionable framework for reigniting growth in a business landscape where many companies are stagnating or facing constant setbacks. This book is more than just a guide—it’s a playbook for navigating the complexities of modern business. You’ll learn how to build talent density in key roles, foster a culture of collective decision-making, and create a shared mindset that drives adaptability, enabling organizations to pivot when needed. Ernesto’s insights will equip you to confidently reclaim your growth trajectory, even in the face of challenging and uncertain conditions that have become the new normal.

			Regrowth is not just a book; it’s a tool for transformation. By applying its principles, you’ll be better prepared to unlock your organization’s full potential and achieve results that exceed expectations. I encourage you to read it with an open mind and be ready to act.

			Court Chilton

			Senior Lecturer, Work and Organization Studies at MIT Sloan School of Management, MIT Leadership Center

		

	
		
			Introduction

			“As long as you’re green you are growing, as soon as you’re ripe you begin to rot.”

			—Ray Kroc (purchased a local hamburger chain from the McDonald brothers and expanded McDonald’s restaurants to become a global powerhouse)

			If you are leading a business, you can be certain that growth is one of the indicators that will be used to evaluate your performance. It may be growth of the top line, the bottom line, return on investment, stock price, customer satisfaction, market share, the launch of innovative products, or all of the above. It could be realized growth or potential growth. You can pick any indicator or group of indicators that best measure your progress for the stage of your business or your industry, but I’ll bet you will not get away from addressing growth in one form or another. Growth is critical in assessing the success or failure of your work and is a sanity check for the business. In organizations, for better or worse, it is difficult to leave growth out of the equation, even if you are a sole owner and you only answer to yourself. It is only natural to aspire to generate more value. We humans are always in a permanent race of escalating expectations.

			Your staying power as a company depends on your ability to continue growing despite changes in the environment, fierce competition, or volatility in the market. But brutal reality shows us that growth is difficult to come by. For the average company, it is the exception, not the rule. Most companies grow slowly: “A typical company grew at a measly 2.8 percent per year during the ten years preceding COVID-19, and only one in eight recorded growth rates of more than 10 percent per year”. (McKinsey & Co, “The Ten Rules of Growth.”, August 12, 2022). Think about it for a moment: according to this McKinsey finding, the typical company’s compounded growth rate will require 25 years to double its size. Under this scenario, the prospects do not look promising for stakeholders involved in developing businesses and pursuing value creation, for their dreams and aspirations are probably to become outliers in their industries and the success stories of their generation.

			When growth is in short supply, competition becomes uglier. It turns into a zero-sum game with the looming possibility of being commoditized or pulled into price wars. Add to this that it is not easy to differentiate in a rowdy market, and you can tell that a perfect storm is in the making. Unless companies transform themselves and innovate their way out of a growth slump, their livelihood will be threatened. And this is not only a problem for established, legacy businesses. Both insurgent and incumbent companies are vulnerable, making it even more concerning: “Of the roughly one in five companies that managed to make it through insurgency to incumbency in a recent fifteen-year period, two-thirds face stall-out.. Moreover, of the large companies that hit stall-out, fewer than one in seven will recover its market power and prior momentum.”1

			Conventional wisdom offers a multitude of solutions to deal with the growth challenge, like product diversification, sales initiatives, strategic alliances, innovation methodologies, and agile tools, among many others. In his book Change by Design, Tim Brown introduced the “ways to grow” matrix, which summarizes the available growth options for businesses in four categories:

			
					Selling existing products to existing users (incremental)

					Selling existing products to new users (evolutionary)

					Selling new offerings to existing users (evolutionary)

					Selling new offerings to new users (revolutionary)2

			

			These four spaces are helpful in instrumenting activities that may lead to growth. They represent the “what to do” problem, which is a necessary condition but not sufficient. It falls short of solving the crux of the growth problem, the “how to make it happen” problem, which is the “make it or break it” challenge for all organizations.

			In this book, I suggest a perspective that leverages the organizational core, the soft-wiring of the company, to make growth a reality. This stems from my own professional experience in managing internal barriers in organizations that prevent growth from happening and enabling organizations to develop the capabilities to pursue their ever-ambitious goals. I have been tested in the business world. I have launched a dozen of small businesses and worked for large organizations, including leading a unit with 1.3 billion dollars in revenue per year. I know what it means to be on the “business end,” delivering economic results.

			On the other hand, I also know how to spearhead a talent and culture transformation. During the last ten years, I have been heading corporate positions to help the transformation of a multinational conglomerate of 83,000 people and, lately, a CPG company with 45,000 people operating in 18 countries. My approach is more than just academic when helping organizations grow. Instead, it is grounded in the practical realities of day-to-day business operations. I have implemented mindset transformation journeys that unlock the dormant potential of organizations through practical applications.

			Growing pains

			As you already know, business growth is a customer-driven endeavor. Customers vote with their money and choose which product or service to buy to fulfill their needs, which defines the fate of companies competing in the market. The market system is dynamic; winners and losers often swap positions, and nothing guarantees long-term success. The cemetery of failed companies includes once-powerful organizations that could not sustain customers’ preferences.

			While customers are critical for growth, growth’s genesis originates with actions taken inside the organization. Growing in the market is an outcome, a result, of what we do or refrain from doing inside the company. In that regard, mediocre growth or stalling out is a self-inflicted wound, dependent on how the organization works, rather than a condition in the market over which we have no control.

			It’s an inside job

			As a rule of thumb, analysts and stockholders expect companies to achieve a permanent growth pattern resembling a 45-degree straight line or the famous hockey stick shape. However, the dynamics of the market tell us a different story. There is no such thing as a lifelong, ever-growing pattern in business. You often find some growth accompanied by irregular sequences, hits and misses, flats periods, and often regressions. Companies rarely advance at the growth pace they desire, and only a few are watchful of the perils involved in a growth path that may lead to severe problems down the road. Determining whether a company’s underperformance is due to a temporary issue, like past slumps, or a more serious, long-term problem can be challenging. Bain & Company analyzed the trends of large companies experiencing stalling growth and discovered that the loss of growth momentum typically lasts a few years before rapidly declining.3 This suggests that by the time the downturn is diagnosed, the organization may already be in a free fall and might not recover.

			Despite the investor’s and market’s wishes, reality tells us that achieving sustainable and relevant growth is the exception, and periods of stagnation or decline are part of the journey. As Gary Hammel says, the future is indifferent to our preferences, and many variables beyond our control will impact business performance and growth. When figuring out what needs to be done to fix our problems, we naturally look outside, in the market, to gain insight and devise routes of action, but even with the proper diagnosis, implementing the appropriate solutions is not always guaranteed. Why is that?: “We find that more than four in five problems on the outside of a business trace to problems on the inside—problems that inhibited its ability to adapt, to decide and act quickly, to embrace new ideas, to keep costs down, or to scale its ability to serve customers. The plot lines inside and outside ultimately have to converge, of course: you cannot win sustainably on the outside if you are losing internally, and vice versa…85 percent of executives perceive that the key barriers to sustained and profitable growth that they face are on the inside.” Chris Zook and James Allen.4

			We are used to assessing companies’ success or failure from an external perspective, considering factors such as sales, profitability, and customer preferences to gauge their performance. However, these are just indicators of how a company is doing in the market and only reflect outcomes, not the root cause of performance. The organization’s ingenuity and resources, demonstrated by how it works and its accompanying decision-making process, are the main drivers for achieving growth or lack thereof.

			Since variability is inevitable and the business environment surprises us with daily challenges, the only way to jumpstart a growth path is to be ready to address downturns as soon as they arise. To achieve this, we must prepare the organization to adapt and regrow when a changing and uncertain environment stalls it out. Regrowth requires us to focus inward to wire the organization to find solutions to our problems promptly and to take a long-term perspective to evolve.

			This book argues that to acheive regrowth, we must develop a malleable, adaptative organization that is resistant to any limitations the business context may bring. For the organization to keep regrowing, we must probe the “organizational atomic fusion” blueprint to release its energy and achieve its goals.

			Probing into the organization’s potential is the way to regrow

			Within organizations, a rich source of creativity and innovation awaits release. People’s collective knowledge, skills, and perspectives create a reservoir of energy that, when tapped into effectively, can drive positive change and advancement. To increase performance and achieve our goals, we must leverage the organization’s capacity to rise to its potential, allowing the dormant possibilities in our people to emerge.

			In recent history, several organizations have leveraged the potential of their employees to achieve success. One notable example illustrates how trusting in the ingenuity of their people can lead to remarkable results in a highly competitive market. The story of the Chobani brand, founded by Hamdi Ulukaya, exemplifies this. Ulukaya established a yogurt business that rapidly grew in just 15 years to challenge dominant competitors and currently holds approximately 20% of the US yogurt market: “If Chobani became what it became, we broke all the records because our people always found a way to make things happen. And that old factory—it is still unbelievable what we’ve done in that old factory, that was one small filler, four people, 70, 80 years old, no one even knew that it could be turned back on. We end up making sales almost close to a billion dollars in that factory without raising one penny of capital. And that is just not possible in any dimension that you look at it. But it only happened because people just found a way. We just found a way.” (Chobani Founder Hamdi Ulukaya on the Journey from Abandoned Factory to Yogurt Powerhouse, Harvard Business Review, April 25, 2022).

			Ulukaya’s statement suggests that when people rise to their potential, they are able to “find a way.” They apply their resourcefulness and ingenuity to solving problems and pursuing opportunities. Unlocking potential relies on activating our people’s individual and collective mindsets and liberating a boundless energy source that will carry the organization forward. This source permeates everything the company does and is a lever to boost innovation, become more entrepreneurial, and attain ambitious objectives.

			To unlock your organization’s potential to Regrow, I will introduce a framework that leverages the collective mindset and serves as a canvas to design the journey to this transformation. The framework uses a systemic view that incorporates three dimensions: Talent Density, Culture, and Mindset, generating a reinforcing loop that not only aids the organization in its capacity to learn and adapt but also pushes forward the boundaries of what it thought was possible. I will delve into the inner workings of each dimension and lay out a plan to make it happen.

			I will show that pursuing regrowth when stalling is, fundamentally, a continuous renewal exercise where the organization keeps transforming itself to become malleable, collaborative, and nimble. As Chris Zook and James Allen, the authors of the book The Founder’s Mentality, explain: “Ninety-four percent of large-company executives cite internal dysfunction as their key barrier to continued profitable growth...As companies grow in size and complexity, they lose the dexterity and flexibility they need to sustain growth, which calls to mind what a seventy-year-old yoga teacher once told one of us about the human aging process. “You don’t get old and get stiff, he said, “You get stiff and then you get old.””5

			The underpinning of the book

			Throughout the chapters of the book, you will identify key ideas that serve as a backdrop and scaffold the main message:

			
					Regrowth is a choice; it is rarely the result of serendipity or spontaneous generation.

					Regrowth is primarily an inner job. Although it is often assessed externally, its genesis takes place in the organization’s inner workings.

					Regrowth is leveraged by a collective mindset, which is essential to unlocking potential, learning, and adapting. At its core, the organization’s soft wiring is the nucleus informing the capabilities that lead to customer preference.

					Regrowth is triggered by a process of collaboration in the organization where people can contribute and build on what others think to improve decision-making. This system consists of three components: Talent Density, Culture, and Mindset. Talent Density is compounded by knowledgeable individuals exchanging ideas. Culture facilitates communication, speaking up, and experimentation without the fear of being reprimanded, and Mindset leverages a belief system, perspective-taking, and agency to make things happen.

			

			The book’s journey

			Chapter I sets the stage for the context under which companies must perform today, highlighting the rapidly changing environment and the mandate for organizations to grow. There is a paradox that needs to be resolved. To compete in today’s environment, we need difficult-to-build, distinctive capabilities, but in doing so, we must hard-wire ourselves for a condition that will eventually change. The capacity to learn and adapt is essential to remain relevant to our customers.

			Chapter II examines how competitive advantages stem from the knowledge the company produces and the need to play both today’s game and the future’s game. Having a knowledge advantage is key to competing and winning in the market. Still, there is tension within the organization in the use and creation of new knowledge required to play in the future vis a vis the current knowledge used in today’s business. I will visit the ambidexterity conundrum and reflect on its limitations. The late James G. March described the exploitation and exploration dichotomy in 1991. After over 30 years, there is little progress in successfully making it happen in organizations.

			In Chapter III, I will reflect on what business we are in when transforming an organization. This will be the segue to discuss the two metaphors we use to understand the organization’s inner workings and how these mental models limit or expand our actions to transform it. I will introduce the Talent Density, Culture, and Mindset framework, which can be used as a canvas to guide the organization’s transformation to regrow and constitute the genome to unlock potential.

			In Chapter IV, we will go deeper into understanding the Talent Density dimension, why having the best talent is crucial for competing in today’s world, to what extent talent is portable between functions or organizations, and how the talent landscape of your company raises the bar for everybody. We will explore the Talent Density determinants; for that, I will refer to Harry L. Davis and Robin M. Hogarth’s model in Rethinking Management Education: A View from Chicago” article and their Elements of Performance.

			In Chapter V, we will examine culture and its determinants. We will discuss how culture is not what you say; it is what you do. We will also discuss the importance of having top management actively involved in culture deployment and the difficulties of sustaining the effort while battling to achieve business results. We will explore the Cultural determinants with three categories that I trust will be comprehensive and easy to understand and apply.

			In Chapter VI, we will explore the Mindset dimension. We will review some of the implications of Mindset in the organization from an individual perspective, with a broader view of how it becomes a collective driver of potential and ultimately for adaptability, learning, and Regrowth. We will probe into the proposed Mindset determinants and the importance of leveraging an action and reflection cycle.

			In Chapter VII, we will use a systemic approach to review how the whole system works together, including the “where to play” and “how to win” territories to unlock our people’s potential and attain Regrowth. It comprehensively represents the stages necessary for transforming the organization and how each one builds into the other to create a virtuous cycle.

			In Chapter VIII, I will shift from discussing organizational transformation to exploring the individual level and what it takes to undergo a self-led transformation journey. Even though this is a business-focused book, I believe it is essential to delve into what individuals can do when they encounter obstacles in their personal development. We’ve all faced moments when things don’t go as planned, leaving us feeling stuck. I will provide a framework to kickstart our renewal process. To do this, I will reflect on eight personal transformation challenges I have encountered professionally and explain how you can take charge of your regrowth. If you feel stalled and want to revitalize your personal or professional career, consider reading this chapter first; the choice is yours.

			When organizations hit a wall, the typical response is to implement best practices, new methodologies, and management systems to facilitate a turnaround. This might involve restructuring departments and bringing external talent to provide fresh perspectives. While these efforts can be valuable and effective, we must not lose sight of the fact that our people are the ultimate frontier that must be addressed when seeking to Regrow, particularly when companies aim to explore new opportunities in their industries or enter unfamiliar markets. In this book, I will explain the steps we need to take to cultivate a flexible foundation and support our employees in coping with rapid changes by unlocking their potential. The red thread touches upon our people’s capacity to surpass perceived limitations. We should see the organization as a platform where our talents can flourish and break new ground. Leaders must prioritize a human-centered approach to ensure the system adjusts, learns, thrives, and stays relevant in the ever-changing market conditions.

			The problem to solve for

			Over the past few years, I’ve interviewed CEOs of multibillion-dollar companies with thousands of employees as well as leaders of much smaller organizations with just a few dozen employees about their team’s performance. Specifically, I’ve asked them how they perceive their teams’ potential. I usually phrase the question like this: “After working with your teams for some time, and based on your firsthand knowledge of what you know they are capable of accomplishing, what percentage of their potential do you think they realize relative to what you believe they could do?”

			The typical response I receive is around 50%. Sometimes, the number is even lower, at around 30%. This tells me that leaders believe their organizations only tap into about half of what their people can achieve. This has always amazed me. The perceived gap in reaching full potential highlights a significant amount of untapped potential that could be harnessed by organizations. If you look at this situation as a “glass half full,” in other words, as an opportunity, there is a lot we can do to help unlock our people’s contribution.

			Organizations that do not make an effort to untapp their people’s potential not only shortchange themselves in their performance but also create an unfair situation for their people. These individuals could further develop their talents and achieve their aspirations. However, due to the organization’s failure to facilitate the process, this potential is never fully realized, and they miss the opportunity to be all they can be. If we can find a solution to the problem of unrealized potential, we could significantly increase productivity—perhaps even double it—regardless of external factors such as industry challenges, government regulations, competition, or market conditions. Unrealized potential is a self-inflicted wound that we could avoid. To do so, we must figure out how to unleash all the creativity and talent that already exist within the minds and hearts of our people.

			On one occasion, I interviewed a CEO who ran a large and complex organization. I knew him fairly well and liked his wittiness and sharp thinking when solving problems. I asked him this question, and he responded 50%. I inquired why he thought this was happening and wasn’t leveraging his people’s existing potential; I was intrigued by what he had to say about this. It took him just a couple of seconds to fire back: “I was hoping you could tell me; you are supposed to know this stuff!” Well, this book is my answer to his reply. In it, I will outline the elements that must be addressed to regrow and unlock the organization’s potential and share ideas about how to design this transformation.

			Realizing an organization’s full potential is a never-ending quest because it is a moving target; we never quite reach our goal. Nevertheless, with this book, I want to start a conversation with people interested in the topic to shed light on this challenge and offer guidance based on my experience. I hope you will find it helpful.
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			Chapter I

			Change is here to stay

			“No matter how fast the growth treadmill is going, 
it is not fast enough.”

			—Clayton Christensen

			“It is precisely what made firms great in the past that generates a sclerosis when they need to change.”

			 —Joshua Gans

			“Adapting to a changing environment isn’t something a company does—it’s something people do in the multitude of decisions they make every day.”

			—Adam Grant

			Anybody who has been in business knows how difficult it is to keep up with the changing industry environment. The last few years have been particularly challenging due to the pandemic and the digital transformation it ushered in. Technology is now an intrinsic part of our livelihood and pushes the limits of what we thought possible. If you are old enough to remember how we used to make phone calls from a fixed line or hear music on a Walkman, you know what I am talking about. It’s stunning. Thanks to technology, the rate of change in the world is accelerating, and this vortex affects all industries alike.

			This wave of change does not distinguish small from large businesses, old from new, or trendy from traditional. There is no reason to believe it will slow down. On the contrary, it will continue to increase in the foreseeable future. How we pay for services, access healthcare, obtain information, enjoy entertainment, travel, shop, etc., has been fundamentally altered in just a few years, and it is difficult to predict what’s next. Those who work in established, legacy companies may erroneously think they are safe from change and disruption. After all, they have faced complicated conditions before and survived. This time is different. The business environment is more challenging than ever, and nobody is safe from becoming a casualty in the digital world. This new reality demands a profound transformation in organizations, a deep re-invention that goes beyond sharing best practices or upgrading how to run a business. It involves a significant change in perspective, a new way of seizing opportunities, and a shared mindset that will help organizations adapt as conditions require.

			I want to share an example of how I faced distress due to a business change. This occurred as I transitioned from being a founder in the start-up world to working in a corporate environment. By sharing my experience, I hope to illustrate how mindsets and organizational culture are closely connected to the ability to adapt.

			I started as an entrepreneur many years ago. I got baptized in the demanding and uncertain world of entrepreneurship after embarking on 12 diverse businesses, ranging from ground transportation, a deli, a catering service for airplanes, Italian restaurants, cookie franchises, and toner distribution, to name a few. One of the Italian restaurants I founded, La Buca in San Antonio, became a destination for movers and shakers and won restaurant awards from a prestigious wine magazine. It also helped me earn second place as the Hispanic Entrepreneur of the Year back then. I learned a lot during those 20+ years, but the most important insight from my entrepreneurial experience was that survival entailed winning the battle within myself first. A quote attributed to Joan of Arc says, “All battles are first won or lost, in the mind,” and I couldn’t agree more. Making sense of the problems we face and the stories we tell ourselves creates a perspective that guides our path to achieving success or the road to demise. Like any other entrepreneur, I juggled a few good days and, more often than not, tiring days where quitting was a real and pressing possibility. I don’t know how I gathered the stamina to endure the many hardships I faced, but I did. Napster founder Sean Parker has an appropriate quote to describe this experience. “Running a startup is like chewing broken glass–to succeed, you need to fall in love with the taste of your own blood.”6 Indeed, finding a viable way to stay alive was all I could think about at the time. In hindsight, that was when I developed the startup mentality I have brought to all of my endeavors.

			I was used to the flexibility demands of being an entrepreneur, but that changed when I joined a large company that offered me an interesting challenge. While there, I experienced the “stability” of the corporate environment, where the longevity of the established employees creates the illusion of security. I had peace of mind because I didn’t have to worry about making payroll or keeping the lights on. Still, I experienced another kind of pressure: meeting the sales quota and delivering the expected results wasn’t optional. At the end of the month, my performance was judged based on two indicators, sales and profitability, with zero tolerance for excuses. There was no hidden formula to achieve my goals; I had to leverage the existing competitive advantages of the company (which meant squashing any competitors who appeared along the way) and look for new opportunities to grow. The start-up mentality was no longer necessary for survival. I just needed to let the brakes off and take care of business the old-fashioned way.

			For years, life was good. I was part of a sales department that delivered above-average results, so we were recognized and collected our bonuses. Some of the corporation’s practices were becoming outdated, but they worked well enough, so there was no need to change them, or so it seemed. Back then, everybody shared the “If ain’t broken, don’t ‘fix it” mentality, and no one questioned the validity of how we worked. Suddenly, when we least expected it, things took a dramatic turn. As in Cinderella, the carriage became a pumpkin, and the competitive advantages that used to work ceased to bring the customary benefits. To everyone’s surprise, old and new competitors gained customer preference and began taking our market share. Some brands felt it more than others, but the overall picture was very concerning.

			As one might expect in a situation like this, the bosses applied immediate pressure to “motivate” us to find ways to deal with this situation. There was urgency among the troops in the trenches but, paradoxically, some disbelief as well. We were skeptical about the severity of the problem and could not see well through the fog of war. We went into a period of denial and thought it was temporary, that competitors would eventually run out of gas–but they didn’t. Quite the opposite, they doubled down.

			This episode of my life reminds me of Ernest Hemingway’s famous quote about bankruptcy, “How did you go bankrupt? Two ways, gradually then suddenly.” I also learned firsthand how different it is to play defense instead of offense. Although many affected brands managed to stay afloat and have done reasonably well, some never fully recovered. The main takeaway from the experience is that it’s challenging to recognize the seriousness of a threat when you’re in the midst of being disrupted. Old perspectives cloud your perception, and your existing beliefs make it hard to understand the situation. Nonetheless, I realized it was time to “win the battle with my mind” again, but involving the entire department in this shift was necessary. However, I didn’t know how to support the team in developing an adaptable mindset, so we were in automatic pilot. Everyone was focused on forcefully defending our position, and we ended up digging a larger hole from which it was difficult to get out.

			A brave new world

			My experience with small competitors turning the tables on us is hardly an isolated one. The rivals we faced had a “take no prisoners’ mentality (as I used to embrace in my startup life), and their products were comparable to ours if you left the brand’s name aside and, in some cases, they were even better than us in critical features like flavor or texture. We were slow to react because we had profit pools to protect. We played a “not to lose” game instead of attempting to overcome the challenge with a differentiated proposition to allow us to win.

			This experience happened many years ago, but it depicts a very current scenario in many industries. Today, the competition for customers’ hearts and minds is fiercer than ever, and industry conditions are shifting quickly as new entrants stir things up. Many factors explain the present situation, but the one that stands out in leveling the playing field for all is the digital revolution. For more than 20 years, software has been eating the world, as the American entrepreneur and venture capital investor Marc Andreessen says, and the future looks even more challenging with Machine Learning and Artificial Intelligence.” What has changed is that disruption was previously done to and through physical things, like the assembly line, the commercial jetliner, the heart transplant, flat-panel LCD screens, and so on...The power of digital disruption is that it can shake up any aspect of any product or service, including processes deep within companies focused on physical things.”7

			Let’s take digital platforms. When the first ones appeared, online purchasing did not have traction for quite some time, despite years of experimentation from consumers. It gained momentum after a decade or so, but still, physical stores found a way to remain a relevant option and defend their turf. Suddenly, a “Black Swan” event boosted digital business transactions worldwide when the COVID-19 pandemic hit in 2020, making believers out of digital commerce skeptics. Digital is now becoming the standard for commercial transactions, making business activity more cumbersome for legacy companies that do not provide a digital experience. Digital-powered businesses are boundless and have added to the competition in almost every market you can imagine.

			But this is only the tip of the iceberg. As a result of digital, entire industries are reshaping themselves, and new areas of competition are arising. Ron Adner, professor of strategy and entrepreneurship at the Tuck School of Business at Dartmouth College, explains it in the following terms: “The basis of competition is changing. Are you prepared? Rivalry is shifting from well-defined industries that deliver clear products and services to broader ecosystems that deliver expansive value propositions: from cars to mobility solutions, from banking to fintech platforms, from pharmacies to health management centers, from production lines to intelligent factories. Industry boundaries are collapsing everywhere you look, and the trend is accelerating.”8

			It has always fascinated me how our ability to forecast the future depends on our previous experience and is organized around a belief system of the past, a lens that inevitably falls short in anticipating the new. Thomas S. Kuhn, the American historian and philosopher, studied this phenomenon and concluded: “The transition from a paradigm in crisis to a new one from which a new tradition of normal science can emerge is far from a cumulative process, one achieved by articulation or extension of the old paradigm. Rather, it is a reconstruction of the field from new fundamentals… .”9 The new fundamentals in business disruption in this time and age have a digital signature and are a catalyst for breaking with the old paradigms. Change is market-induced, and there is no patience for companies that are slow to adapt.

			The new game rules in the business world are organized under a distinctive name: “hyper-competition.” This term describes a highly competitive environment where advantages are short-lived and digital capabilities set the pace of change. Despite hyper-competition’s somewhat negative connotation for incumbent firms, I believe it is a positive force for change. It fires up companies to improve their offerings or lower their prices, leaving consumers to reap the benefits. This intense competition can lead to innovation and increased efficiency, driving overall progress in the marketplace.

			However, there is a flipside: companies face significant consequences when engaging in intense competition. Prices and margins tend to shrink and fade relative to the cost of capital, sometimes even below the cost of capital, which is bad news for investors who expect a reward for their risk-taking. When returns are near or at the cost of capital, businesses will not deliver a premium compared to other risk-free instruments, and investors will be better off putting their hard-earned money into other alternatives, like a fixed instrument.

			In public companies, the margin reduction resulting from competition generates further damage, and valuations suffer because the stock price factors in future performance expectations. Suppose investment funds or investors do not foresee a way out of margin-eroding competition. In that case, they will jump ship, selling their stock, and the company’s stock price will consequently fall, generating a doomed, vicious cycle. The only alternative for the business is to adapt as quickly as possible to the new market conditions and redesign the company’s capabilities and competitive advantages. This sounds great in theory, but it is not always feasible and takes much work to implement. Let’s double-click on this idea.

			Creating and sustaining a competitive advantage is very hard for any company, even for organizations that have been good at it throughout the years. It is difficult because you have to keep winning against emerging and evolving players who do not sit on their laurels and present a tough fight. The shorter expiration date of competitive advantages comes with a price. It reduces the higher value creation period achieved by a company relative to the standard in the industry, which puts pressure to come up with more innovative products that customarily have higher profitability due to their larger margins: “The research shows that most of an entrant’s excess shareholder returns versus its industry come in the first five years. In the subsequent fifteen years, the entrant delivers total shareholder returns that are roughly in line with the industry.”10

			In layperson’s terms, this means that any success attained in business is transitory; on average, the good times will last about five years. Therefore, to endure, you must be ready and willing to reinvent and differentiate yourself from the pack as a way of life. One of Andy Grove’s famous books is titled “Only the Paranoid Survive.” The book’s premise is that “Sooner or later, something fundamental in your business world will change,”11 and you have to be prepared to navigate that crisis point; “Business is about creating change for other businesses. Competition is about creating change; technology is about creating change…Sometimes, these changes affect only one company, other times they affect the entire industry. So, the ability to recognize that the winds have shifted and to take appropriate action before you wreck your boat is crucial to the future of an enterprise.”12 The book was written in 1996; those inflection points were only a few back then. In today’s world, inflection points show up repeatedly and test the organization’s capacity to adapt.

			CEO’s rotation is one of the most telling indicators of a highly competitive environment. When companies fail to grow and create value for stockholders, the CEO is among the first casualties to pay the ultimate price, “The probability that a CEO will crash and burn is now higher than ever,” note Carolyn Dewar, Scott Keller, Vikram Malhotra, in “CEO Excellence, The Six Mindsets that Distinguish the Best Leaders from the Rest.” As they point out, from 2000 through 2019, a CEO’s average tenure in the U.S. shrunk from ten years to less than seven”.13

			Building a successful business in today’s market requires growing and remaining profitable while creating value for all stakeholders involved. However, the challenge lies in how long a company can sustainably compete and maintain its position in the market despite margin erosion and turn it around with new offerings that could increase margins again. To shed some light on this problem, we must discuss business capabilities and how they are positioned to fulfill customers’ expectations.

			Capabilities and positioning: 
The hardwiring

			When asked what the purpose of a business was, the legendary Peter Drucker explained, “The purpose of a business is to create a customer.”14 This simple but powerful statement is the reason why businesses exist. You may have long believed that the purpose of businesses is to generate profit for investors, which is true because if businesses do not generate profits, they will close their doors. But Drucker invites us to go beyond the obvious and acknowledge that businesses must first serve customers and care for their needs for profits to exist. By the way, there is a corollary to Peter Drucker’s quote that is not very well known: “Because the purpose of business is to create a customer, the business enterprise has two—-and only two—-basic functions: marketing and innovation. Marketing and innovation produce results; all the rest are costs.”15

			If you run a business, you know that many things must come together right to create customers. They all must coalesce in a way that delivers value that meets or exceeds their expectations. For a business to create customers, it must develop the appropriate capabilities that enable such value delivery. These capabilities are often unknown to customers; when they decide to buy a product or a service, they are unaware of what happens behind the scenes for the company to do the job, and rightly so. They just appreciate the value they receive and how it solves their problems relative to other offerings in the market.

			Let me illustrate this point with the example of cars powered by a combustion engine. You are probably unaware that “A typical car contains nearly 30,000 individual parts. Many are prebuilt—like the starter motor or the seats. Still, a typical auto manufacturing line will receive around two thousand unique parts from several hundred different suppliers, arriving from as many as seventeen different countries. The complexity of taking so many things from so many different sources and turning them into a working car is a miracle in itself.”16 When we start and drive a car, we don’t care what it takes to build it. We just want it to enjoy the experience, be reliable, function properly and safely, and take us from point A to point B. The capabilities developed by companies allow customers to fulfill their expectations.

			Capabilities are the means that enable a company to generate the “job to be done” on behalf of the customer. I will address the “jobs to be done” concept throughout the book, so we might as well define what this idea means. Clayton M. Christensen coined the definition: “When we buy a product, we essentially ‘hire’ something to get a job done. If it does the job well, when we are confronted with the same job, we hire that same product again. And if the product does a crummy job, we ‘fire’ it and look around for something else we might hire to solve the problem… The foundation of our thinking is the Theory of Jobs to Be Done, which focuses on deeply understanding your customer’s struggle for progress and then creating the right solution, and attendant set of experiences to ensure you solve your customer’s jobs well, every time.”17

			If an organization wants to reliably deliver the “job to be done” that its customers demand, it must make sure that it has the capabilities to do so. Capabilities constitute the abilities developed by a company to deliver its unique value proposition. Each capability is, in turn, articulated by groups of activities to accomplish a goal, like Domino’s Pizza’s 30-minute free pizza delivery system, for example. Many activities must be integrated into distinctive capabilities to deliver a pizza in less than 30 minutes. Once added, they are the backbone that provides coherence to the whole value delivery system. It represents the clockwork that makes the customer experience possible (the HBR article “What is strategy?” by Michael Porter is an excellent reference for learning about activity systems).

			Many companies are known for their unique capabilities. For example, Amazon is known for its digital platform, Apple for its innovation, Coca-Cola for its branding, and Ritz-Carlton for its customer service. Developing a capability like this is not easy, as it requires a lot of work, effort, trial and error, the development of distinctive proprietary processes, and intense collaboration. A successful company may develop three, four, or five distinctive capabilities, but it’s rare for companies to have more.

			A notable aspect of capabilities is that companies devote valuable resources to developing and embedding them within the organization to surpass their competitors. However, this investment might not yield the desired results if they disregard existing rivals with superior capabilities or if market conditions change. Imagine you’re a regional retailer aiming to compete with Walmart. Walmart has been a retail leader for decades, building solid and hard-to-replicate capabilities in its distribution center system. This system serves groups of stores within each region and has been very successful for Walmart, contributing to the impact of its low-price policy. When you shop at Walmart, you’re guaranteed to find the products you want in stock and at the lowest price. To compete with Walmart, you need a distribution system that ensures product availability on shelves while offering competitive prices without Walmart’s buying power. It’s quite a challenge!

			Walmart’s capability system has developed into a self-reinforcing loop, often called a flywheel. Over the years, its competitive advantages have improved, creating a strong barrier around its business. The components of the flywheel, including bargaining power, distribution centers, store locations, product assortment, and low-price guarantee, have all become more robust over time. These components reinforce each other, creating a strong and unique system that is incredibly difficult to replicate. This is why established and new retailers find it challenging to compete with Walmart.

			However, in the last decade, a new element entered the retail landscape that threw off even Walmart: digital platforms. We now take it for granted that customers can easily buy online products in an almost “frictionless experience.” Amazon has become a formidable competitor to Walmart, with a that has essentially blown up the moats Walmart built out of its key competitive advantages. The same capabilities that helped Walmart win the customers’ preference in the traditional retail space are no longer differentiators in a virtual space, where a different array of salient attributes is required. For instance, Amazon has neutralized Walmart’s advantageous store locations by competing in a virtual, omnipresent space; it offers a much more extensive product assortment than Walmart, with a robust rating system and customer recommendations that assist shoppers in purchasing decisions. Amazon eliminates the hassle of driving to the store and finding a parking space. It offers a “no questions asked money back guarantee” policy without requiring customers to line up at a customer service department, etc. All told, Amazon brings unmatched, distinctive value to customers.

			As of this writing, Amazon is advancing rapidly to become the largest retailer in the world and beats Walmart.com six to one in visits to their websites, although the contest remains. To catch up to Amazon, Walmart needs to rapidly develop best-in-class digital capabilities and leverage its physical stores to create a better omnichannel experience for the customer. If Walmart succeeds with this, will it be enough? It is difficult to say because Walmart is chasing a moving target. Amazon will still advance, innovate, and create better customer experiences, while Walmart is behind in trying to close the gap. It is an uphill battle for a company that flourished in a brick-and-mortar era and needs to renew itself to remain relevant to customers.

			The lesson to be learned is that hardwiring how you position your company (particularly if it’s a strong position) anchors the way you play the game. This makes sense when you have developed a distinctive competitive advantage, and the business context remains predictable. If circumstances change as they did for Walmart, which is often the case, what once was an advantage can become
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