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The Greatest Opportunity

Why difficult times are so rich with possibilities

Lance Armstrong was trying to make history, but on the morning of Tuesday, July 20, 2004, he was by no means sure of succeeding. A lot was at stake. In the previous 101 years of the Tour de France, the world’s greatest bicycle race, four men had managed to win it five times. No one had ever won it six times, and now Armstrong was going for his sixth victory. But on that morning Armstrong was not in the lead, and the race was mostly over. The Tour consists of twenty daylong stages, and after fourteen of them Armstrong was still behind Thomas Voeckler, a French rider who was looking formidable. He had inspired his country by remaining steadily in first place for the previous ten stages.

The next three stages would be raced in the Alps, so they would be extraordinarily punishing, even by the standards of the Tour. It has been called the world’s most demanding sporting event, the equivalent of running several marathons a week for more than three weeks, but the mountain stages are so brutal that they are really like nothing else. So utterly draining is the effort required that the first time a true mountain stage was included in the Tour, in 1910, the winner crossed the finish line high up on the peak, staggered off his bike, and called the race organizers “assassins.”

On that critical Tuesday morning, Voeckler began the first of the Alps stages, the fifteenth stage of the Tour, with a lead of twenty-two seconds over Armstrong. When the day ended, he was nine and a half minutes behind. Voeckler may have held the lead for ten consecutive stages, but when forced to climb into the Alps he suddenly performed in a radically different way. He placed fifty-fourth in that stage, ending his dream (and France’s) for the year. He would never be in contention again. Armstrong was now in the lead but not yet in the clear.

The next day was harder because it included the most famous mountain in the Tour de France, a fearsome peak called l’Alpe d’Huez. The mountains encountered in the Tour are classed on a scale of difficulty from four, the easiest, to one, the hardest. But a few mountains are so difficult that they’re given a special classification, a French phrase meaning “beyond categories,” and l’Alpe d’Huez is one of these. With Voeckler out of the picture, Armstrong’s main worry now was an Italian rider named Ivan Basso. “We take him very seriously,” Armstrong had said a few days earlier. “We regard him as a threat.” All the riders were being timed individually that day, and Armstrong, as the leader, was allowed to start last. He happened to start two minutes after Basso—yet he passed Basso on the way up the mountain and easily won the stage. Armstrong thus extended his lead, and Basso would not be a threat anymore.

In the last of the Alps stages the following day, the seventeenth stage of the race, two German riders still threatened Armstrong. Jan Ullrich was the 1997 Tour champion; he had lost narrowly to Armstrong in 2003 and was widely considered the primary challenger to him in 2004. Andreas Klöden had performed strongly throughout the whole race. Ullrich wasn’t able to gain any ground that day, but Klöden made an audacious move at the very end, taking off in a sprint. With less than 600 yards to go, he was ahead of Armstrong by 110 yards, an apparently insurmountable lead. But Armstrong then stunned the crowd by finding reserves of power that no one had imagined. Roaring after Klöden—uphill—he crossed the line half a bicycle length ahead.

In just three transformative days, everything had changed. Three more stages remained in the 2004 Tour de France, but none would be in the Alps. For that reason, everyone who knew bicycle racing now understood that the race was over. Ullrich even told the media, after that seventeenth stage, that he, Klöden, and Basso would spend the rest of the race fighting one another for second place. While all the racers continued to compete hard during the following three days, they knew who would be riding down the Champs-Élysées in first place on Sunday. The race might not be officially completed, but Armstrong had already made history. His victory had been determined in the steepest mountains, in the few most brutally difficult portions of the race, and nothing that anyone could do in the flat, easy stages that followed would be able to change that.

This is, obviously, a story for our times. Performance in the Tour de France is a lot like performance in business and, for that matter, in virtually every realm: the worst, most difficult conditions bring out differences in competitors that no one could previously discern. Such conditions turn leaders suddenly into laggards and vice versa. They determine the winners and losers. Periods of the most extreme stress and challenge are reliably when dramatic competitive change takes place.

Research shows that the pattern holds emphatically in business. McKinsey recently examined how hundreds of high-tech companies performed during the severe tech recession of 2000–2002, for example. Of those that entered the recession as top performers, 47 percent had fallen out of that group by the time the downturn ended. Conversely, 13 percent of the previously mediocre-or-worse performers climbed into the top group during the recession. That’s an industry-upending shift in the competitive order, and it all happened in a two-year period.

Today the whole world is economically in the Alps. More than just the Alps—we are in the mountains beyond categories. The terrible misery that people globally endured during the recession is tragic, and for many it isn’t over. Economists say the U.S. recession ended in 2009, but millions still can’t find jobs, and pay isn’t rising. Europe is fighting its way through a historic economic crisis and will likely be doing so for years. Even China’s mighty growth has slowed. More broadly, the whole business world has turned upside down. The assumptions, strategies, practices, and basic truths that managers used to rely on don’t seem to hold anymore. Even when you think you’ve figured something out, it probably won’t stay true for long. Winning in business has become just plain harder. We’ve entered difficult times.

Yet I hope it’s clear that for businesses and even for us individually, what many people regard as bad news—this is the hardest part of the race—can actually be good news. For this is that rare situation when we all face the greatest possible opportunity to make ourselves winners for a long time to come.

That opportunity is what this book is about.

Why This Opportunity Is So Attractive

It’s easy to say that tough times are an opportunity, much harder for most businesspeople to find anything attractive in trouble on today’s scale. A global economic decline that in many nations became the longest since the Depression, that has wiped out trillions of dollars of wealth, thrown millions of people out of jobs, caused hundreds of thousands of businesses to close, is to most people just a mess, a curse, a plague. But in fact today’s challenging environment really does offer new, similarly scaled possibilities. The reasons are specific and hardheaded:

The tough new environment is worldwide, so your canvas of opportunity is huge. Not every country has suffered equally, but virtually all countries are affected powerfully, and they’re facing widely diverse challenges. For example, Americans saved next to nothing during the economic boom from 2002 to 2007 and then, belatedly, began trying to put away more of their incomes. The Chinese, by contrast, are champion savers, and their government has actually begun urging them to save less and spend more. Now suppose you’re a bank in the credit card business. In the United States you could offer a card that helps consumers pursue their newfound zeal for saving by rounding each purchase up to the next dollar and putting the difference into a savings account at your institution (which Bank of America has done), while in China you’d want to popularize the very concept of cards and get basic ones into the hands of lots of people—two huge opportunities.

It’s the same in every business. All nations, all groups are challenged, each in a different way. Your opportunity to respond is broader than in the experience of any living person.

The new challenges are severe and sometimes painful, answering the prayers of every business leader who wants to make big changes in his or her organization. Step one in every consultant’s advice on how to lead change is “Create a burning platform.” Often a leader will insist that the organization urgently needs to change for the future. But in good times the business is typically getting along okay, and organizations resist change so strongly that mere exhortations can’t get them to do things truly differently. Thus, the leader’s challenge has generally been to manufacture a feeling of crisis. I know a former major CEO, still highly regarded, who was frustrated during the expansion that his big, old industrial company wasn’t changing as fast as he wanted. So he created a crisis through a bit of financial engineering, deliberately missing Wall Street’s consensus earnings forecast by a penny a share—a miss that’s widely regarded as a grave sign, because if the company couldn’t find that last penny somewhere, things must be bad. The stock plunged, and the organization finally paid attention, though at tremendous cost to shareholders.

Hardly any CEO need resort to such tactics today. The platform really is burning. If ever people were ready to be led toward new ways of doing things, they are now. That’s the meaning of the phrase we hear everywhere, first popularized by President Obama’s team: “Never let a crisis go to waste.” Just remember that every crisis eventually ends and feelings of urgency inevitably fade, so there’s no time to lose.

This change is profound, meaning it’s affecting people’s most fundamental economic behaviors—spending, saving, borrowing, investing—in ways that may last for years. Consider basic attitudes toward homes, the places that carry the deepest psychological significance. (Home is mother, in case you were wondering.) America, Canada, Britain, Spain, Australia, and other countries have gone through historic housing bubbles and busts. As a result, it may be a very long time before consumers in those nations again expect their homes to make them rich, a fundamental shift in attitudes that will alter the strategies of home builders, real estate agents, mortgage lenders, and many more players in that industry.

Millions of people worldwide are being traumatized by debt obligations that they can’t meet, an experience that may reshape their feelings about borrowing for decades into the future. In the United States, the personal savings rate has been in decline since the early 1980s, but since the recession it has turned back up; does that trend presage a new attitude toward saving? Every company in financial services will have to reexplore the markets for loans and for savings vehicles. Consumption is also being transformed. Buy American, buy British, buy French, and buy Russian sentiment rose up quickly when the global economy turned down; after years of focusing strictly on price and tangible product attributes, consumers may start to care much more deeply about which country’s workers made a product and may do so for a long time, especially since employment in most Western economies isn’t snapping back the way it usually does after recessions.

Fundamental new consumer attitudes create opportunities for new kinds of businesses in every part of the economy. Such opportunities come along only rarely.

As today’s difficult times persist, many companies won’t survive them. The typical recession in most countries in recent decades has been short, usually less than a year, and the recovery is typically quick. The crisis is acute, enough to weed out only the weakest players. But the latest recession was the longest since the Depression; just as important, the rebound has been stunningly sluggish and in many Western countries barely even qualifies as a recovery. Such economic stress is more than enough to clear out wide swaths of business. We’ve already seen the high-profile effects in investment banking and commercial banking, but they’re only the beginning. In the media world, several major U.S. newspapers and many minor ones have closed, and they’ll never come back. Many famous retailers have failed, such as Circuit City and Mervyn’s in the United States and Woolworth in the UK. In total about twenty-eight thousand businesses failed in the United States in the last prerecession year, 2007. More than twice that many failed in 2009.

The opportunity is to survive into the new world of fewer competitors and an economy that’s growing again. Indeed, when executives are speaking to the media and can’t think of any other basis for being upbeat, this is frequently what they say—that although they’re being badly beaten up, good times are around the corner because so many competitors will disappear. Just make sure it’s true. Angelo Mozilo, founder and CEO of Countrywide Financial—America’s largest originator and holder of subprime mortgages—made exactly that point in telling CNBC why his firm would prevail. Of course it no longer exists, having fallen apart and been absorbed by Bank of America.

Today’s difficult times are novel, so most managers have never experienced anything like them and no one has an advantage in knowing how to manage for them. Financial landmarks disappeared after standing for decades or even centuries. In the United States, consumer spending rapidly declined more than in any recession since the Depression; no one in business today has ever had to respond to such a financial lurch. Companies cut their dividends more in the fourth quarter of 2008 than in any quarter since Standard & Poor’s started keeping track in 1956. In the UK, the Bank of England cut interest rates to their lowest level in the bank’s 311-year history. China spent over $600 billion on a stimulus package, a venture into Keynesian economics previously unknown in the People’s Republic. Around the world, no one has been here before.

Since no one has a head start in understanding how to respond, the advantage will go to those who work hardest now to see what is really happening in their business and industry and come up with bold, innovative responses for an unprecedented environment. Like what? Denny’s, a casual restaurant chain, offered free breakfast to everyone in America—more than three hundred million people—on one particular day in February 2009; some two million showed up. The risk was obvious, but managers figured it was worth taking to send the message that we feel your pain, and by the way, we offer excellent value even when you do have to pay. A bonus benefit was that for at least a couple of days, the entire nation was talking about this company at a time when businesses were finding it nearly impossible to get any favorable attention at all.

Today’s difficult times will test you personally, creating opportunities for growth and leadership that you have not faced before. Times of crisis present genuinely great opportunities not just to demonstrate leadership but also to develop it—to build leadership capabilities beyond what you or others in your organization now possess. Scientific research on great performance has shown persuasively that high abilities of all kinds are developed; they don’t occur naturally. The question of whether great leaders are born or made is settled: they’re made. The key to this development is pushing yourself—or being pushed—just beyond your current abilities, forcing yourself to do things you can’t quite do. Companies that are famous for developing leaders—PepsiCo, Procter & Gamble, General Electric—are continually moving managers into jobs that accomplish exactly that. But the process is slow and can accommodate only so many people at any time.

The great thing about large-scale difficult times is that they offer everyone the opportunity to be stretched in their current jobs. Many CEOs, such as former P&G chief A. G. Lafley, have told me that being forced to manage through crises earlier in their careers—the Asian financial crisis in Lafley’s case—built their abilities so effectively that it was critical to their becoming CEOs, that in fact they wouldn’t have become CEOs otherwise.

Certain practices can make the experience especially productive. Coaching helps. Getting specific in your own mind about exactly which abilities you want to improve, and how, will turbocharge the results. But the main idea is that continually trying things you can’t quite do is what makes you better, and doing it for a long time is what makes you great. And now, confronting the greatest business challenges to occur in generations, you’re being handed a giant chance to become a great deal better. It’s an opportunity that everyone faces but not everyone will grab.

Everyone is facing the opportunities that are present, though sometimes concealed, in the global downturn. Only a subset of businesspeople will recognize those opportunities. Of those people, only some will get past fear and defensiveness and even try to take advantage of the opportunities, and of that group only some will succeed. The winnowing is a merciless process, and getting all the way through it requires doing many things right. The foundation of them all is understanding first the very singular nature of today’s unprecedented environment.


CHAPTER TWO

[image: ]

The New Normal

The strange story of how we got here and what it means

Firefighting is the most dramatic form of responding to a crisis, so in this time of crisis it’s worth considering what a group of psychological researchers learned when they studied firefighters. They investigated what two groups of firefighters, novices and veterans, actually see when they look at a burning building. The novices notice the obvious features, the elements any of us would observe—the height and color of the flames, which parts of the building are involved. But the veterans, looking at the same fires, see something different. They see a story. They notice the clues that tell them how and where the fire started, why it’s burning as it is just now, and what it will likely do next. By seeing the fire as a story, not just a collection of traits, they can create a plan for managing it. That’s what makes them effective firefighters.

It’s the same with the economy. Seeing today’s environment as a bunch of statistics is easy, tempting, and almost useless. The financial crisis, recession, and all that followed are constantly talked about as some kind of freestanding event, but thinking of it that way won’t help you manage. Instead think of what’s happening now as an episode in a continuing narrative, a story without beginning or end. This episode will play out, and another will follow, probably very differently from what most people were expecting just a year earlier.

Seeing the recession and its aftermath as part of a story is our only hope of understanding the current environment well enough to manage in it successfully. And as fascinating as the story is, what we all really care about is our own narrative—what happens to me and my organization in this story? That’s what each of us will determine, and in doing so we will be writing the story as well as watching it. Every day we read about the vast financial forces at play, economies surging to and fro, trillions of dollars and millions of jobs, but it’s important to remember that the story is actually about individuals like ourselves making decisions every day.

It’s also important to focus on the story’s most important elements, and in the current portion of the world’s economic saga it’s clear what they are. There are two. One is the behavior of American consumers. They’re less than 5 percent of the world’s consumers, but their massive spending power and, even more significant, their strange, unprecedented actions over the past several years have been critical in causing and shaping the new environment.

The other main story element is risk and how economic players around the world have regarded it—a volatile love-hate relationship that is central to the story and what will come next.

The story of the world economy in recent years is infinitely complex, but it becomes a lot more comprehensible and useful if we think of it as a story about just those two elements: U.S. consumers and risk.

The Capital Wave

The story could be begun anywhere, since it has no beginning, but I think of a particular morning when the financial crisis was still just a vague suspicion and I asked Alan Greenspan why home prices had rocketed in the United States. He began his answer by talking about the fall of the Berlin wall. At first I thought maybe he had misunderstood me, but he hadn’t. His point was that the end of communism marked the beginning of a global financial revolution that released huge quantities of capital into the world. Hundreds of millions of new capitalists in Eastern Europe and Russia, combined with billions of Chinese, whose own economic revolution was already under way, became productive workers, and they poured their savings into global capital markets. With the cold war over, government defense budgets shrank worldwide, so that much more capital was available than would have been otherwise.

The result was what Greenspan and his successor, Ben Bernanke, call the global savings glut: an ocean of capital such as the world had never seen, sitting in financial institutions and having to be lent to somebody. Much of it made its way to the United States, where its effect was multiplied by exciting new securitization vehicles invented by high-IQ finance specialists. One result of all that capital looking for a home was that essentially anyone could get a mortgage, including millions of people who never should have been allowed near one.

That version of the narrative, extremely compressed to this point, leaves out several important events. At just the time that communism was disappearing, in the early 1990s, the United States and other countries went through their first recession in eight years, a short and mild one in general. When it ended, the stage was set for one of the great bull markets of all time and, by the late 1990s, one of the largest corporate takeover waves ever—our first hint, well before the housing bubble, of how all that newly available capital could fuel markets in powerful ways. The world economy also staggered repeatedly, with financial crises in Mexico, Russia, and Asia, the collapse of Long-Term Capital Management, and finally the stock market crash of 2000, followed by the brief recession of 2001. That is, for about a decade after the savings glut started to build and roll around the world, the global economy never achieved nirvana. Something was always wrong somewhere.

But then the stars aligned as they had never done in history. The superabundance of capital accelerated as the supergrowth of China, India, and other savings-oriented economies released much more new capital into the world. At the same time, the improving efficiency of global capital markets meant that trillions of dollars were being continually directed to their highest-returning use worldwide, around the clock; each dollar of capital was working harder than ever. And the changing nature of the economy—based ever more on information, less on physical assets—meant that wealth could be created using far less capital than in the old industrial-based economy.

The result was more capital seeking a home than the world had ever seen—and when anything is that plentiful, it tends to be cheap. Interest rates were low and falling, especially as Greenspan kept lowering short-term rates to reinvigorate the economy after the 2001 recession—though as he always points out, he wasn’t regulating the long-term rates that are most relevant to mortgage availability. Those rates were more affected by the global supply of capital.

Abundant capital by itself might not have changed the world, but something else happened at the same time, and the confluence turned out to be significant. Following the 2001 recession and the slow recovery of 2002, world economies boomed simultaneously. Finally, after all the stumbles of the 1990s, everything seemed to be going right everywhere. From 2002 through 2007, all the world’s major economies and most of the minor ones were growing at the same time, and at highly respectable clips. In all of economic history, nothing like this had ever happened before.

Why Prosperity Became a Problem

It seems odd to say that worldwide economic prosperity could be a problem, but it became one when combined with the easiness of money. That mixture ignited a cycle of borrowing that eventually turned into trouble. Specifically, borrowers in the booming economic climate found that borrowing always seemed to work out. It cost little, and the assets bought with the borrowed funds kept rising in value—even assets like Miami condos, which were continually being bought by customers who intended only to resell them, not live in them.

Risk seemed to be evaporating. Jeremy Grantham, the well respected manager of the GMO mutual fund firm, calculated in 2006 that the risk-return relationship had actually turned upside down. That is, investors through history had always demanded a higher return for riskier investments, a practice so commonsensical that normally it’s hardly worth mentioning. Yet in analyzing investments of all types globally, Grantham found “the first negative sloping risk-return line we have ever seen.” Investors were paying such high prices for assets—modern art, junk bonds, London apartments, blue-chip stocks—that they were in fact accepting slightly lower returns from higher-risk investments.

Investors were willing to accept risk at no charge because the boom had lulled them into believing that risk might no longer even exist. So they borrowed and invested more, fueling the boom further—a self-reinforcing upward spiral. A successful private-equity manager told me with wonder in the midst of it all that a major bank was urging him to borrow $10 million to buy a painting; he, at least, realized it was madness. Yale economist Robert Shiller, like Grantham a lonely voice who tried to tell the world what was coming, observed that global economic growth picked up in the boom’s final years for strictly
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