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      Praise for Incorruptible

      “Incorruptible is the only business book I’ve ever read that weaves ‘fiduciary duty’ and ‘human flourishing’ into a single, convincing argument. Eric Ries shows why so many idealistic founders collide headfirst into a system that turns noble intentions into nasty outcomes—and then he points a way forward. By treating ownership and governance as design problems and by drawing on vivid case studies of unfashionable but enduring enterprises, Ries offers a bracingly practical vision of how companies can stay true and still win.”

      —DANIEL H. PINK, author of The Power of Regret and Drive

      “Incorruptible destroys the myth that only sleazy founders and companies get rich. Eric Ries shows how to build a mission-driven company that will be humane and ethical and make piles of money for decades. A rare joy to read.”

      —ROBERT I. SUTTON, Professor Emeritus at Stanford; author of eight books, including The No Asshole Rule

      “After authoring the most important business book of the 2010s, Eric Ries has done it again. No business book became standard practice more quickly than Eric’s first book. If you’re a founder, a CEO planning an IPO, an investor seeking epic outcomes—stop now and read this book. It will change your life. Eric unveils the unspoken truths about how to build a legendary success . . . and how to keep it successful. When will it be seen as founder malpractice to not have read this book?”

      —SCOTT COOK, cofounder of Intuit

      “Incorruptible is a must-read for anyone who cares about protecting the productive power of capitalism from the dangers of short-term thinking—and for anyone who recognizes the importance of trustworthy and enduring institutions for a thriving democracy.”

      —REID HOFFMAN, cofounder of LinkedIn; author of Superagency

      “If you want to build a company that will be making the world a better place a hundred years from now, it’s not enough to be a great person with good intentions—you need to consciously build incorruptible governance. Ries shows you how. Indispensable!”

      —KIM SCOTT, author of Radical Candor

      “Incorruptible is the rare business book that is both a moral compass and a practical playbook. Ries shows us, with rigor and optimism, how to build organizations that are worthy of our trust.”

      —FRANCES FREI, UPS Foundation Professor of Service Management at Harvard Business School

      “Incorruptible demonstrates the importance of mission-driven leadership and defying the status quo to build organizations that withstand the test of time. Through Eric’s decades of experience building and running businesses, he articulates how companies avoid the traps of corruption and lead with values to thrive as organizations and reshape industries.”

      —KEN CHENAULT, chairman and managing director of General Catalyst; former chairman and CEO of American Express

      “This profound book will inform and infuriate, and then it will help you see a path forward. It should be required reading for anyone who manages (or has a manager). Gravity is real.”

      —SETH GODIN, author of twenty-one books, including This Is Strategy

      “Incorruptible is Eric Ries at his most ambitious and original. He argues that corruption—extracting value from successful companies—results not from moral failure but from flaws in our institutions. Ries shows how organizations can be engineered to resist these flaws. This is a practical manifesto for building mission-driven companies that survive success without killing the golden goose.”

      —THOMAS R. EISENMANN, Howard H. Stevenson Professor of Business Administration and Peter O. Crisp Faculty Chair at Harvard Business School

      “Every founder eventually faces the board meeting where the mission is on the table. I’ve been in that room. Eric has too—and this book will help you walk out with your soul intact. Incorruptible is as practical as it is inspiring.”

      —MATT BLUMBERG, author of Startup CEO and Startup Boards

      “I’ve read countless business books, but this is the first that had me in tears not out of sadness, but because it gave me hope.

      Incorruptible is not just a book. It’s permission. It’s a blueprint. And it’s proof that you’re not crazy for wanting to build something that’s both wildly successful and deeply good, something that lasts. For any founder who truly wants to make a difference, this is a must-read.”

      —VLADA BORTNIK, founder and CEO of Marco Polo

      “As a mission-driven founder, this is the book I wish I’d had while building. Ries offers both a new vocabulary and concrete, hard-won examples for how to create real value without losing your soul at scale. He explains why mission and massive growth so often end up at odds—and more importantly, how founders can be intentional about choosing a different path.”

      —LEAH SOLIVAN, founder of TaskRabbit

      “Every founder hopes their path is a straight line. It won’t be. They hope they will have the right mentor to help them avoid problems. They won’t. Eric Ries gives founders a playbook to help avoid the inevitable pitfalls and find their path to the business they set out to create.”

      —MARK CUBAN

      “As a first-time founder, the only thing I knew about corporate governance was what my lawyer told me. He didn’t tell me much. If I’d had the knowledge in Incorruptible up front, it would have helped me structure my company better, and it would have helped me make better and more accountable leadership decisions as we grew.”

      —KIERAN SNYDER, founder of Textio; VP of AI Transformation at Microsoft

      “We’ve thought of the role of business—to make money for shareholders, full stop—as immutable because for most of our lifetimes, it has been that way. But a deeper view of history shows that this wasn’t always the case, and Ries does a masterful job of outlining an even bolder view for our future.”

      —SETH LEVINE, partner at Foundry VC; author of Capital Evolution and The New Builders

      “If you want the world to be a better place than it is, this book is a good place to start.”

      —TIM O’REILLY, founder and CEO of O’Reilly Media

      “This is an important book for any mission-driven leader or investor. It describes what we all feel: company after company turning their backs on their users and their founding values. It also offers a framework for avoiding that fate, packed with advice, research, and case studies of organizations that have stayed true to their mission and have thrived. It’s a timely reminder that enshittification is a choice, not an inevitability, that there is a better way, and that you’re not alone in trying to find it.”

      —ELI LUBEROFF, founder of Desmos Studio PBC

      “After decades as a venture capitalist and then founding Wealthfront, I’ve learned it’s incredibly hard to keep a company truly mission-driven as it scales. Incorruptible is the most practical guide I’ve seen to doing exactly that. It shows how special leaders built breakthrough business models, cultures, incentives, and governance to ensure their mission endured. At a time when Silicon Valley feels increasingly mercenary, this book is a refreshing reminder that idealism and performance are not trade-offs. If you’re a founder, investor, or engineer who wants to change the world or build a great enterprise, then this book is well worth your time.”

      —ANDY RACHLEFF, cofounder of Wealthfront and Benchmark Capital; lecturer at Stanford Graduate School of Business
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        Introduction

      
      It was happening again.

      “I need your help,” The Professor said. “I think I’m about to screw everything up.”

      My ears hurt from pressing the earbuds closer to hear over traffic as The Professor manically explained the complex wonders of cellular biology. His call had caught me at the end of a long week advising startups, and I was exhausted. Before I could get home to my family, I had just one more stop, a celebration for a friend. But The Professor’s voice had an intensity—and fear—that was impossible to ignore.

      He was on the verge of a discovery that could redefine medicine, like a ChatGPT for biology: an AI that could design new medicines to fight cancer, Alzheimer’s, maybe even the next pandemic. The promise was staggering. So was the nightmare. In the wrong hands, the same technology could design a perfect poison, a targeted bioweapon, or a plague we have no defense against.

      This wasn’t science fiction. His lab had already created the breakthrough that could turn these possibilities into reality.

      As he kept going, I pulled over and parked outside the gathering I was supposed to be attending. The music from the venue rattled my windshield, and I could see throngs of people arriving: employees, ex-employees, colleagues old and new. The board of directors, notably, had not been invited.

      I was too engrossed in The Professor’s story to go inside.

      I could hear the fatigue and panic in his voice. His potential employees—the brilliant scientists he was trying to recruit from the best university labs in the world—were relentlessly asking him the same hard questions. “They see the danger,” he told me, his voice strained. “They want to know how I can guarantee we won’t sell out. What happens when investors demand we prioritize short-term profits over everything else? What happens if they fire me and put someone else in charge—someone who doesn’t care how our technology is used?”

      I wasn’t surprised. Everyone involved had seen Jurassic Park.

      “When I talk to investors, they say these worries prove we’re not serious about business. I can already see how they’d be perfectly comfortable making money while I become a monster who can’t sleep at night. It feels like I have to choose between saving lives and saving my soul.”

      The Professor continued, oblivious to my queasy sense of déjà vu, “But surely I’ll be able to safeguard what we build as we grow. I’ll be CEO. I know my own values. I’ll have control . . .”

      I’d heard this line of thought many times before. From so many others who thought their success would protect them. They were wrong. We were wrong. We hadn’t seen far enough ahead.

      My book The Lean Startup gave a generation of founders the tools to build quickly, to scale, and to create massive value. But I failed to anticipate what came next. I taught people how to build something worth protecting—but not how to protect it.

      Like the founder whose gathering was just outside. I hadn’t known how to help him, or many others who used Lean Startup ideas to build incredible companies, only to watch their evolution—and often their destruction—with mounting horror.

      Over time, I started to feel like I was feeding one company after another into a meat grinder.

      I told The Professor, “Look, I have to go to this event. There are nearly a thousand people here to commemorate a founder and the company they built with him. People have flown in from all over the country, even ex-employees he’d fired.”

      The Professor brightened. “That’s so rare—what a sign of respect. That’s exactly the kind of company I want to build. Enjoy the party.”

      I paused for a second before answering, “Yeah, except he doesn’t work there anymore. This isn’t a party; it’s a wake.”

      Silence.

      I had to explain. After years of pressure to abandon the very ethos that made the company great, after years of being pushed to focus on the stock price—more than product, more than customers—this founder had been ousted. The billions he had made for investors were not enough. They wanted more.

      “Wait, are you saying that’s going to be me someday?” His voice cracked. “How do I protect this company? Is that even possible?”

      “The answer is yes,” I told him. “I believe it is possible.” I could hear him exhale. “But you’re not on track to accomplish it. You’re about to lock yourself into exactly the future you fear.”

      “Is it too late?” he asked.

      “It’s not too late, but you’ve taken some steps in the wrong direction. The time to change course is right now.”

      I promised we’d speak again soon.

      That night, at a very unusual celebration, a thousand of us mourned together. Every person who helped build something extraordinary, only to watch it be slowly eroded by something we couldn’t quite name. We all felt a shared sense that this was not how business is supposed to work. I left grimly determined that this reality—one affecting so many companies and creators—had to change. The next generation deserves better.

      Over the weeks that followed, The Professor and I forged a different path for his fledgling company. A path that would allow them to shape their own future.

      Discovering that path required me to unlearn everything I thought I knew about business, from the very definition of profit itself to the fundamental way we build and structure organizations.

      Now let me share it with you.

      
        Leading from the Bathroom Floor

        I’ve written books on entrepreneurship and innovation. I’ve built organizations myself and helped others do the same: AI research labs, law firms, non-profits, and companies pursuing every kind of advanced technology and scientific breakthrough you can imagine. And, sadly, after helping so many companies scale through initial public offering (IPO) and beyond, I’ve had a front-row seat to the process by which they get surgically deboned.

        So I built a brand-new stock exchange to try to stop the meat grinder from turning. Crazy, I know. In Silicon Valley, everyone thought so too. No joke, I’ve had founders working on immortality ask me if I really think my project is realistic.

        The Long-Term Stock Exchange (LTSE) was designed to be a sanctuary against short-term thinking. But the closer we got to pulling it off, the more hostile the world became (and I’m not talking about healthy competition). A top investment banker offered me a quiet deal to add loopholes to our rules so his bank could profit. A major customer launched a technical attack on our systems “by accident,” then tried to use the resulting chaos to extract concessions.

        The term status quo sounds so passive, so plain. But the status quo can throw quite a punch.

        The pressure reached its breaking point when a coalition of hedge funds and governance experts made us “an offer you can’t refuse,” in the middle of the night, while I was thousands of miles from my team. The deal was simple: Abandon our principles and adopt the same “best practices” as our competitors, and all our problems would disappear. Otherwise, they would see to our failure.

        My team had given up lucrative careers to follow me on this quest. If they wanted to compromise, who could blame them? On the conference call, we debated every angle. Say yes, and we’d at least have something to show for our years of work. Say no, and bankruptcy was a real possibility. I asked each person to choose yes or no. The silence on the line was agonizing. Then, one by one, every single voice came back with the same answer: no.

        The fallout was severe. Our partners abandoned us. From the brink of victory, we had to start over.

        I wish I could tell you it was my visionary leadership that helped us through that awful night. The truth is, I was the one curled up on the bathroom floor.

        It was 3:15 a.m. I still remember the contrast of the cool tile and the heat of humiliation. I thought we had chosen to die to save a principle.

        But I was wrong.

        We had started LTSE to help other companies resist exactly this kind of pressure, but its guardrails ended up saving us first. We rebuilt the exchange from scratch. Today, it is the first new exchange to both list and trade multiple stocks since the creation of the NASDAQ fifty years ago.

      
      
        To Build Is a Radical Act

        The Professor’s fear, the grief of every person at that party, and the futility I felt the night I thought we’d lost LTSE are all related. Each of us was a casualty in a much larger war being fought in every boardroom, every startup, and on every factory floor.

        The truth is, we’re all one acquisition, one IPO, one board meeting away from watching something we love turn into something we hate. But we lack the vocabulary to call it what it really is. “Mission drift” sounds like a navigation error. “Bureaucracy” sounds like paperwork. Neither captures the gut punch of betrayal when something precious is corroded beyond recognition.

        So I call it by a simple, old-fashioned name: corruption.

        I’m willing to bet you’ve felt it yourself in your own life and career. Maybe it was the day your favorite company killed the product you (and everyone else) loved. Or when your own company canceled its innovation projects to help “make the quarter.” Or when you watched helplessly as the “professional CEO” brought in to replace the founder drove the company into the ground. Or when leadership changed and the mission became just words on a website.

        Maybe you’ve wondered why everyone accepts this as inevitable. Maybe you, too, have wondered if there’s a better way.

        There is.

        To find it, we have to accept something that almost everyone understands intuitively yet rarely says out loud: Not every form of making money is equally good.

        The Professor did not see himself as a revolutionary or a social reformer (me neither!). He wanted to make a great product, to save lives, and—yes—to make money for himself, his team, and his investors. But, like many builders, he was not interested in making money by any means necessary. He wanted his company to prosper by creating a product that was useful, trustworthy, and healing to his customers. In today’s hyper-financialized economy, these simple aspirations have become radical acts. Every one of them has become expendable, too often sacrificed on the altar of growth, share price, and short-term returns.

      
      
        The Force That No One Controls but Everyone Obeys

        I’ve spent years trying to understand who is responsible for this treacherous state of affairs. Managers blame executives, executives blame the board, the board blames investors. Then you talk to the investors—and I have!—and they act dismayed too. Many are horrified by all this short-termism. But they blame executive greed: the stock buybacks, the golden parachutes. Executives fire back that investors say they want sustainable, long-term returns, but they also want to be able to liquidate their position at any moment. It’s like watching two people pointing at each other, each yelling “You did it!” while standing in a house they both set on fire.

        Nobody seems to be in charge.

        The force behind this—one that no one controls but everyone obeys—affects far more of your daily life than you probably realize. Everywhere at once, like gravity, it radiates far beyond the corporate boardroom, explaining phenomena as diverse as the spiraling cost of American transit construction, the gutting of local journalism, the malignancy of social media, the stubborn persistence of medical errors, the fact that the owners of your local sports team drive you crazy, the “social contagion” of corporate layoffs, and why customer service would rather put you on hold than solve your problem.

        Yet look around. In almost every industry, there are outlier companies that remain purpose-driven despite massive scale: Vanguard in finance, Patagonia in apparel, Costco in retail. Once you know how to look, you’ll discover them everywhere, quietly fulfilling their promise day after day, year after year, while making huge profits. We admire them as exceptions that prove the rule.

        We’ve come to accept that the gradual corruption of successful companies is as natural and inevitable as gravity. Yet if there are so many exceptions that prove the rule, maybe the rule is broken?

        In fact, once you understand how these exceptional organizations are structured, you will realize that they violate practically every conventional business “best practice” we’ve been taught. That I, in my own ignorance, used to teach.

        Most people walk right past the secret of these outliers’ success, focusing instead on their cultures or founders or missions. But culture dies, founders leave, and missions drift—unless something deeper protects them.

      
      
        The Incorruptible Blueprint

        Here is what I have learned about how that deeper protection is forged. Organizations that seek to flourish over the long term can intentionally activate it by following the right blueprint:

        
          	First, create something worth protecting. An incorruptible organization begins with an aspirational mission aligned with human flourishing, and a principled ethos that instills in everyone it touches the determination to see the mission through. Such mission-driven organizations generate a high level of trust and loyalty among customers, employees, and investors. They resist the temptation to take shortcuts, exploit customers, or trade long-term endurance for the temporary dopamine hit of short-term rewards.

          	Second, build with structural integrity. The more successful an organization is at that first step, the more valuable it becomes as a target. Profits attract predators. This is where the gravity of our financial system buckles most standard structures. To resist requires powerful and carefully designed defenses, and a whole new theory of corporate governance to match. We must rethink corporate purpose, board composition, voting rights, and—eventually—embrace entirely new corporate forms.

        

        Both parts are essential. In the long run, neither works without the other. Everything worth protecting will eventually need protection.

        The companies that master this blueprint share unmistakable characteristics. They build cultures of extreme alignment, practice superlative care, and pursue missions that maximize human flourishing (as they each define it).

        But they go further than internal alignment. They forge structures that defy “best practices.” Costco has a governance fortress that has fended off decades of attacks on their distinctive approach. Patagonia has an ownership structure that transcends our typical binary distinction between for-profit and non-profit, embodying the best of both. We will see the stories of many others as we go. This book will show you how to build organizations that are neither investor-controlled nor founder-controlled. Instead, they are mission-controlled organizations.

        This is not a niche affair. Companies with these “alternative” structures today account for a significant chunk of the world’s gross domestic product (GDP), including millions of employees and trillions in value.

        Years ago, Airbnb CEO Brian Chesky shared this insight with me: “The greatest product Steve Jobs designed was Apple. Your company is the most important product you’ll ever design.”1 In The Lean Startup, I offered a new way to build products. This book does the same for designing, building, and protecting organizations.

        Success, determination, and hard work are not enough. If an organization has a weak structure, it is vulnerable to being captured. No matter your aspirations, if what you build is not sufficiently strong, those aspirations are mere wishes. In the long run, what happens will not be up to you.

      
      
        The Invisible Evidence

        The good news is that we have overwhelming evidence that mission-driven organizations systematically outperform their conventional competitors. They deliver superior returns to shareholders. They create more value than they capture. They are far more likely to endure over generations, not just quarters. And above all, they stay true to their intentions—while being more profitable too. In the chapters that follow, I will share the research and case studies that prove this.

        However.

        This does not mean that mission-driven companies always win. The reality of our contemporary financial system is that it supports many ways to make money without creating any value at all. There are plenty of bad actors out there who intentionally seek to exploit these “opportunities” to enrich themselves. These are people who insist that it’s impossible for a company to actually be both truly mission driven and successful. They say exploitation is “just the way it is.” Maybe because it’s all they’ve ever known.

        The reason their message has any power at all is simple. Although many of the techniques in this book have long-established precedents, some going back as far as 1885; are backed by extensive research; and are embodied in global-scale companies, they remain—to most leaders anyway—completely invisible.

        The goal of this book is to offer a clear, concrete alternative to today’s “best practices” so that you will have a choice when the time comes—whether you’re starting a company, choosing where to work, or simply deciding which organizations deserve your trust and your money.

      
      
        How to Use This Book

        The book unfolds in three parts:

        
          	Part I: The Shape of the Abyss (Chapters 1–4) explores why even well-intentioned companies end up betraying their promises. Here lie the forces that can breach the hull and drag organizations down into corruption.

          	Part II: Escape Velocity (Chapters 5–11) provides the specific tools and structures that make corruption not just difficult but impossible. Incorruptible organizations are those engineered to have the strength to break free.

          	Part III: To Bend the Light (Chapters 12–15) shows how the strongest organizations reshape entire industries around their values, creating new paths for others to follow.

        

        The chapters build on each other, but you can start where you need to.

        To understand the core mistakes builders commit that make corruption inevitable, start with Part I. If you’ve already encountered the dangers and need solutions now, start with Parts II and III and then go back and read Part I. If you’re focused on systemic change that can work on the scale of whole industries and even society at large, feel free to begin with Part III.

      
      
        Meet the Moment

        We are at an inflection point.

        The Professor’s breakthrough, which could design both cures and bioweapons, isn’t unique—or even, these days, unusual. As I write this, my daily practice is working with organizations large and small that are all grappling with the same thing: breakthrough technologies that could serve humanity or corrupt it, depending on how they’re structured and who controls them. We know how this ends if we follow the old playbook: another wave of promise turned to betrayal.

        The disruption is coming regardless. The years ahead will require rebuilding many of the core institutions that govern our shared civic life. If we build them to be incorruptible from the start, we can usher in an era of organizations that truly serve human flourishing. Miss this moment, and we’ll be locked into another century of institutional betrayal.

        This book is the manual I wish I’d had when The Professor—and countless other founders and leaders just like him—first came to me. It’s the culmination of everything I’ve learned about why good companies go bad and how great companies stay great.

        After reading this book, you’ll know in your bones the difference between a real mission-controlled organization and those that are just whitewashing their corruption.

        You’ll be able to start building something incorruptible, even if you’re not yet in a leadership role. Many of the most successful mission-driven organizations were shaped by the beliefs people held long before they had formal power.

        Let’s talk about those beliefs for a moment. Not every leader has or even needs a grandiose-sounding vision at the start. Many of the leaders we will study in this book began in a much humbler way. They simply wanted to make some corner of the world, and our experience in it, better. By staying true to their principles, they ended up doing more good than they ever imagined.

        If you’re building something right now, you’ll learn the principles and practices that will allow you to protect what you’re building for the long term.

        It may feel like a matter of chance, or luck, or willpower whether the thing you are building will stay true or fall to corruption.

        What if I tell you that it is, instead, a matter of design? And that this design is available to anyone with the courage to attempt it. And that it is available today, right now, without having to wait for the world to change. Does that sound impossible?

        Wouldn’t you like to know how to do this impossible thing?

        Take heart. Every organization that chooses sovereignty over surrender makes it easier for the next one.

        Turn the page. The exceptions are about to become the rule.
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        These principles will prove themselves unerringly true and will by their irresistible truth pervade society to the utmost bounds of the earth; for silence will not retard their progress, and opposition will give increased celerity to their movements.

        —Robert Owen

        A New View of Society

        1813

      

      I was born in San Diego in 1978. Little did I know at the time that I had just missed a pivotal moment of business history, which took place just down the street three years earlier.

      In 1975, retail innovator Sol Price, founder of FedMart, headed into a meeting where he was about to be blindsided. Despite creating a revolutionary business that transformed American retail with its membership-based discount stores, low markup philosophy, and employee-centric policies, Price found himself facing a hostile board. The company he built from nothing was thriving financially, yet his investors were frustrated. Within hours, Price was ousted from his own company.1

      Sol Price wasn’t just another retailer. He was a man with a radical philosophy of business. Born to immigrant parents in 1916, he came of age during the Great Depression. He practiced law, where he learned to act as a “fiduciary”—legally bound to act in his clients’ best interest. In 1954, Price left his career as a lawyer behind to found a new kind of retail store. The first FedMart was a no-frills warehouse near Harbor Drive in San Diego, offering high-quality goods at rock-bottom prices to members only. “Fortunately, most of us had backgrounds that were alien to retailing,” he later recalled. “We didn’t know what wouldn’t work or what we couldn’t do.”2

      He ranked the new company’s priorities in a clear hierarchy: “Our first duty is to our customers. Our second duty is to our employees. Our third duty is to our stockholders.”3 He believed that “if you recognize you’re really a fiduciary for the customer, you shouldn’t make too much money.”4 In an industry obsessed with maximizing profits, Price insisted on capping margins. While most retailers saw customers as targets for profit extraction, Price saw them as clients he was duty-bound to represent.

      When other retailers paid workers fifty cents an hour, Price paid a full dollar. He doubled the prevailing wage because “people could not live on 50 cents an hour.”5 He believed staunchly in his employees’ rights not just to fair wages but to every kind of flourishing he could encourage, as he made clear in an early employee memo:

      
        You must feel confident that you are working for a fine and honest company. Somehow, we must make this mean to each of you that you will be permitted, encouraged and sometimes even harassed into growing with the company to the limit of your ability. We believe that you should be paid the best wages in your community for the job you perform. We believe that you should be provided with an opportunity to invest in the company so that you can prosper when it prospers. We believe that you should be encouraged to express yourself freely and without fear of recrimination or retaliation. We believe that you should be happy with your work so that your occupation becomes a source of satisfaction as well as a means of livelihood.6

      

      His stores operated with a pristine ethical code that prohibited employees from taking any form of gratuity from suppliers, even a free lunch. He treated suppliers with the utmost fairness. His protégé, Jim Sinegal, told the story this way:

      
        One time we were selling ladies’ hosiery for $3.99 and Sol got the idea we should sell the package for $2.99, so he said we would give up 50 cents if the supplier would also give up 50 cents. And so we did. . . . After about six months it had not really moved the needle, so Sol asked Ira to go back to the supplier and give them back the 50 cents. The factory could not believe it; they had never had anyone buy from them who had that type of integrity in terms of the business—and that was Sol.7

      

      
        The Confrontation

        By 1975, Price’s approach was working brilliantly, with forty stores boasting annual sales north of $350 million (billions in today’s dollars), all without spending a dollar on advertising.8 “The best advertising,” Price would say, “is the unsolicited testimonial of the satisfied customer.”9

        He had created a thriving business, but growth required capital. He’d taken FedMart public in 1969 to fund expansion, only to discover that public market investors constantly pressured him to abandon the very principles that made the company successful. “I wished I’d never placed FedMart stock in the open market,”10 Price later admitted. Frustrated by this fundamental misalignment, he arranged to take the company private again at a premium price, both to reward shareholders and to secure patient capital from new partners who, he believed, would support his long-term vision.

        But to the investors on FedMart’s board in 1975, these principles looked like missed opportunities to make more money. In their eyes, Price’s ethos was an impediment to maximizing their returns: Why cap margins or pay workers double when you don’t have to? Perversely, they understood that the very trust Price engendered with customers meant the company could get away with more shenanigans. They wanted faster expansion, higher margins, and a more conventional approach to retail.

        The confrontation had been brewing for months. Price resisted pressure to compromise his principles. At that fateful board meeting in December 1975, the investors made their move. Despite FedMart’s financial success and loyal customer base, Price was voted out of the company he had built from nothing. That night, the locks on his office doors were changed.11

      
      
        The Aftermath

        Put yourself in Sol Price’s shoes. At fifty-nine years old, what he thought of as his life’s work was abruptly taken from him. It was a devastating and humiliating blow, but it was not the end of his story.

        Unfortunately, it was the end of FedMart.

        FedMart’s investors got what they wanted but still lost everything—a self-inflicted devastation. Driven by its new ethos of greed, FedMart abandoned Price’s philosophy. It spent $150 million trying to replace it with conventional retail practices.

        This pursuit of faster profits turned profoundly unprofitable by 1978, when losses began to mount. Leadership churned; one president after another came and went. Customer loyalty eroded, employee morale crumbled, and the distinctive advantages Price had built disappeared.

        By 1982, FedMart closed all forty-six stores. Eight thousand workers lost their jobs. FedMart was completely liquidated—a textbook case of investors killing their own golden goose.12

      
      
        The Vindication of Sol Price

        Sol Price understood something that his investors did not. FedMart’s success was powered by a philosophy composed of three mutually reinforcing elements that defied conventional business wisdom:

        First, Price believed in what he called “the intelligent loss of sales”—deliberately limiting selection to focus on high-volume, high-value items.13 While competitors stocked more than fifty thousand items, FedMart carried just a fraction but sold them in high numbers, allowing for massive buying power on those products. This retail heresy demonstrated tremendous care for the customers’ experience. Careful curation respected their time and reduced decision fatigue. Each item on FedMart’s shelves had to earn its place, sending a clear message: We’ve done the hard work of selection for you so you can trust every choice.

        Second, he embraced what might be called harder-is-easier thinking. Price consistently chose difficult short-term paths that built long-term advantages. Paying double the market wage in San Antonio and higher in other locations like Phoenix and San Diego was harder on immediate profits but created extraordinary employee loyalty and productivity.14 Capping margins was harder on quarterly earnings, but it built unshakable customer trust.

        Third, Price built his entire business around trust as the ultimate currency.15 Every policy at FedMart was designed to convince customers that “we’re on your side.” His unconditional refund policy, transparent pricing, and strict ethical standards created a personal bond with customers. Members would drive miles to shop at FedMart, not just for savings but because they trusted Price’s judgment.

        So FedMart’s decline was not due simply to the loss of its charismatic leader. Its success had been powered by something deeper, something transferable. As a result, Price knew he could do it again.

        As his son Robert Price recalled, “About a week after being locked out of his office, he called John Alessio, owner of the Fifth Avenue Financial Center office building, to inquire about another office. Suite 729, directly above his former FedMart office, was empty and ready for Sol to occupy immediately. He signed a lease that day, purchased some furniture, and ordered a sign for the door.”16 By the time I was growing up in San Diego, Price Club was a local fixture. FedMart was a distant memory.

        As a kid, I experienced the power of these commitments firsthand. My grandfather was one of those evangelists who would tell anyone who would listen about the greatness of Price Club. In my family, every school year began with a pilgrimage to Price Club for supplies. Somehow, despite its deliberately limited inventory, it always had exactly what we needed. When a friend or family member needed something—a new TV, a refrigerator, anything significant—the solution was always the same: Back to Price Club we would go.

        We never met Sol Price. I didn’t even know that his name was the “Price” in Price Club. It would be many years before I would understand even the first thing about business strategy or work with my first retailer. But we nonetheless had a very intimate relationship with Sol Price because we experienced the expression of his deepest beliefs every time we shopped at his store. We did not need to read a manifesto to know exactly what he—and the company he founded—stood for.

        You may never have heard of Price Club, but its influence still radiates out and touches nearly every American. Price’s philosophy was eventually—and thoroughly—vindicated. Today, it powers a corporate behemoth worth $400 billion, a story with a happy ending we will pick up in Chapter 6.

      
      
        The Mystery

        Who is to blame for what happened to FedMart? I bet you have one of two answers in mind. Greedy investors? Sure. A naive founder? Also. But there is a problem with both of these explanations: The investors were sophisticated retail experts. And Sol had spent two decades building one of the most successful retail operations in America.

        When I share this story with leaders, they always ask the same questions: Why would investors destroy something so successful? Why didn’t Sol protect what he had built?

        Or, if they’ve been around this weary business long enough, they don’t ask any questions at all. I once had an executive tell me, with complete confidence, “If the mission-driven model were broadly superior to quarterly profit-chasing companies in the long-term, we’d expect the economy to be mostly composed of mission-driven companies by now through Darwinian competition, yet that’s not what we see.”

        This argument sounds compelling. It has the clean logic of natural selection. There’s just one problem: It assumes the market selects for value creation. Entrepreneurs have been making this mistake for centuries.

      
      
        The Tragedy of Robert Owen

        Scotland, January 1, 1800. Mill manager Robert Owen took over the unprofitable New Lanark Cotton Mills with two partners, acting on the belief that in a factory, care for the workers was just as important as care for the machines.17

        After inheriting a workforce of about two thousand, including five hundred children from poorhouses working in harsh conditions, Owen implemented a comprehensive overhaul guided by his personal ethos. His contemporaries saw machines as worthy of investment, but their human workers as a cost to be minimized. His idea, radical for the time, was to treat these “vital machines” as deserving of investment too.18 He provided free medical care, childcare, and education for workers and their families; reduced daily shifts to ten and a half hours (when twelve to fourteen were standard); refused to employ children under ten; and invested in housing for his employees. He set up a village store selling quality goods at near-cost prices.

        Owen’s insight remains bold today; consider how revolutionary it sounded in 1800: “If, then, due care as to the state of your inanimate machines can produce such beneficial results, what may not be expected if you devote equal attention to your vital machines, which are far more wonderfully constructed?”19

        Within just a few years, productivity and profits increased dramatically and the mill achieved consistently exceptional quality standards.20 In 1806, when other mills laid off employees during a four-month cotton embargo, New Lanark continued to pay workers. The firm became so successful that New Lanark became a “pilgrimage site” for social observers, with royalty and statesmen visiting to witness Owen’s revolutionary approach. The firm’s value more than doubled by 1813.21

        The scope of Owen’s philosophy was immense and forward thinking. Even his performance management system, called the “silent monitor,” was centuries ahead of its time. The silent monitor consisted of colored wooden blocks at each worker’s station that were rotated daily to measure conduct (white for excellent, yellow for good, blue for fair, black for bad).22 Unlike the harsh discipline common in factories of the era, this system respected workers’ dignity while providing immediate feedback—a precursor to modern approaches. It contributed to extraordinary loyalty and productivity. While other mills faced theft, sabotage, and high turnover, New Lanark’s stable, skilled workforce helped maintain exceptional quality.

        After reading Sol Price’s story, you already know where this is headed.

      
      
        The Miscalculation

        Owen understood his ideas were radical and anticipated they would be met with fierce resistance, writing that “attempts may indeed be made by individuals, who through ignorance mistake their real interests, to retard the progress of this knowledge.”23 He was right.

        He also believed that if he could put these ideas into practice in an industrial setting, he could prove they were lucrative even for capital owners. He was right again.

        But despite his prescience, Owen made one crucial miscalculation. He expected that his discovery of “enlightened capitalism” would make him a hero among his fellow industrialists. After all, he’d proven his reforms generated spectacular returns—“fifty, and in many cases a hundred per cent”24—compared to conventional methods. Following the core logic of capitalism, he expected other manufacturers would be eager to adopt more profitable methods. Anyone who refused would, in their stubbornness, put themselves at a competitive disadvantage—and add yet more evidence to accelerate the change. As he confidently predicted, his principles would “by their irresistible truth pervade society” and even “opposition will give increased celerity to their movements.”25

        Here, he was oh so wrong. Nobody was more surprised than Owen when the opposite happened instead.

        By 1809, Owen’s partners had grown tired of his prioritizing of worker welfare. They attempted to remove him, forcing Owen to find new investors. He faced the same scenario again in 1813, when this new group also objected to his “expensive” social programs.26 Though Owen managed to buy them out, the constant battles with shareholders continued.

        In 1828, a third set of investors finally wrested control of the company from Owen and ended his reforms.27 The return to standard practices led to declining quality and productivity. Unlike FedMart’s rapid collapse, New Lanark didn’t immediately fail. Instead, it coasted along as a “cash cow,” extracting value from the infrastructure and reputation Owen had built. When disruptions like mechanized weaving and steam power came along, the old-fashioned mill was left completely vulnerable.28

        Owen died essentially bankrupt. After his betrayal by investors at New Lanark, like so many contemporary billionaires, he became increasingly enamored of utopian and mystical ideas. He gave up on reforming capitalism altogether. His utopian and spiritual experiments consumed what remained of his fortune. When philosopher Ralph Waldo Emerson asked Owen in 1841 how many in his position would follow his example, Owen replied, “Not one.”29

        Separated by 175 years and an ocean, Price and Owen independently discovered the same essential insight: Treating employees, customers, and communities well could create exceptional financial results. And both were betrayed by their own investors.

      
      
        Two Hundred Years of “Enlightened Capitalism”

        This pattern is so common that it has a name. Building on the work of business author James O’Toole, I use the term “enlightened capitalism”30 to describe it:

        
          	• Entrepreneurs like Sol Price and Robert Owen repeatedly discover that an “enlightened” approach to business can create exceptional value.

          	• They assume the market will therefore reward and protect what they have built.

          	• Then they watch helplessly as what they’ve built systematically unravels. The cruel irony is that these companies don’t fail in the marketplace; they’re often thriving at the very moment they’re dismantled.

        

        This fallacy is one of the biggest market inefficiencies of all time. The more golden the goose, the stronger the temptation to butcher it.

        I want to be precise about what is true and what is not. Building on enlightened principles doesn’t guarantee success, and lacking them doesn’t prevent it. But if the market rewards value creation, this fallacy should be exceedingly rare. And yet we see it routinely, practically every day.

        Price and Owen proved their philosophy worked. They just couldn’t protect it. And they’re not outliers.

      
      
        The Graveyard of Good Intentions

        Everyone in business knows failures happen. Competition in the marketplace. Creative destruction. Replacement by a superior form of value creation. These are ordinary failures. But look closely, and you’ll see the stories in this chapter don’t fit that narrative. Instead, we see what I call unusual failures—companies whose success, paradoxically, caused their failure.

        
          Sears

          Founded in 1892, Sears grew into America’s largest retailer through employee profit sharing and ownership plans that created extraordinary loyalty and customer service.31 Under Robert E. Wood’s leadership, Sears employees owned about 33% of the company, aligning their interests with its long-term success.32 But Sears had no institutional protection beyond Wood himself. When Wood died in 1969, the company lost its champion. New leadership faced no structural barriers to abandoning his ethos. Employee ownership declined, and so did customer service and innovation. In 2005, hedge fund manager Eddie Lampert took control, appointing himself chairman, landlord, and lender (and CEO, too, in 2013).33 He sold 235 profitable Sears stores to a real estate company he controlled, then charged Sears rent on buildings it once owned.34 While the company lost $11 billion, Lampert extracted nearly $1.4 billion in fees.35 The once-mighty retailer filed for bankruptcy in 2018.36

        
        
          Polaroid

          When Edwin Land founded Polaroid in 1937, he created more than just a camera company.37 He built an R&D powerhouse at what Steve Jobs memorably called “the intersection of art and science and business.” Jobs admired how Land “built an organization to reflect that” ethos.38 His approach produced the revolutionary instant camera and countless other innovations, building Polaroid into one of America’s most admired companies, with over one thousand scientists and engineers working on innovative new research. But Land’s board was under no obligation to protect him or his ethos, and in 1982 the company directors forced him into retirement.39 Steve Jobs called it “the dumbest thing I’ve ever heard,” adding, “This man is a national treasure.”40 New leadership systematically dismantled Land’s culture of innovation. Within just a few years, Polaroid’s research facilities atrophied, key scientists departed, and R&D spending plummeted. The company began a slow decline and filed for bankruptcy in 2001.41

        
        
          Cadbury

          In 1878, the sons of Quaker businessman John Cadbury created a moral enterprise that endured for generations.42 Their model employee village, Bournville, featured housing, healthcare, and gardens for workers, plus pension plans and profit sharing. Cadbury’s approach generated extraordinary returns for more than a century, built on a foundation of fierce employee loyalty and brand devotion. By 2009, Cadbury was the second-largest candy company in the world, with solid growth, sales, and profit.

          But Cadbury lacked the means to resist a hostile takeover by Kraft in 2010.43 Kraft immediately broke faith with the Cadbury ethos. They closed factories they’d pledged to keep open, eliminating four hundred jobs. They changed the Cadbury Creme Egg recipe, in what customers and the press dubbed “the great chocolate betrayal.”44 Sales plummeted as outraged consumers abandoned the iconic product.45 The company lost its Royal Warrant (the British monarchy’s mark of excellence) after 170 years of continuous service to the Crown.46

          By conventional metrics, this betrayal “worked” as Kraft extracted $800 million in annual savings. But this only proves how valuable the trustworthiness of Cadbury had been. As a UK Parliament investigation put it, “Some of the soul of Cadbury has already been lost.”47

        
        
          Toys “R” Us

          Founded in 1948 as Children’s Supermart, Toys “R” Us revolutionized toy retail with vast warehouse stores that felt like wonderlands to children and families.48 But its ownership structure made it vulnerable to leveraged buyout. When private equity (PE) firms acquired the profitable company in 2005, they saddled it with the $5.2 billion debt that had financed their buyout. Toys “R” Us had to use its profits to pay off the PE firms’ loans instead of investing in e-commerce or store renovations, precisely when retail was being transformed by digital competition. The debt payments consumed resources that would have gone to customer experience and innovation. By 2018, unable to service the artificial debt load, all US stores were liquidated, eliminating thirty-three thousand jobs and destroying a beloved American institution.49

          

          [image: ]

          Shall I continue? I could do this all day. A. P. Giannini founded Bank of Italy in 1904, pioneering lending to immigrants and working-class families; a century later, renamed Bank of America, it required a $45 billion bailout in the 2008 crisis after targeting those same communities with predatory loans.50 Circuit City, founded in 1949, came under activist investor pressure in 2003. Management spent $1 billion on buybacks while gutting customer service, culminating in the 2007 firing of 3,400 experienced salespeople.51 It filed for bankruptcy a year later. The casualties go on and on: Boeing’s engineering culture,52 Wells Fargo’s fake accounts scandal,53 Silicon Valley Bank’s (SVB) collapse,54 GE’s industrial leadership. In fact, I had a front-row seat when activist shareholders pressured GE to authorize spending nearly $50 billion on share buybacks, money that could have gone to innovation and new product development instead.55

        
      
      
        The Same Ending, Twenty Decades in a Row

        FedMart and New Lanark and Sears and all the rest are not merely anecdotes or cherry-picked examples. They are symptoms of a chronic disease that has afflicted our economy for centuries. For these companies, achievements became liabilities. Skim Table 1.1, and watch the damage tick by, decade by decade, with unnatural consistency. Even Frederick Winslow Taylor’s reforms at Bethlehem Steel—the case study that launched the entire field of management science—were eventually undone by investors!56

        
          
            Table 1.1. A catalog of “unusual” failures

          
          
            
              	
                Friendly Fire

                Shareholders dismantle the ethos that laid the golden egg.

              
            

          
          
            
              	
                Filene’s (1881)

              
              	
                Department store where the founder’s son, Edward Filene, instituted profit sharing, a minimum wage for women, a forty-hour work week, health clinics, and paid vacations. He invented “a profit-sharing plan that included limited voting rights for employees,” called the Filene Cooperative Association (FCA), which he saw as “an opening step to the eventual establishment of a cooperative enterprise owned by its employees.” Fear of this vision led other stockholders to oust him from management in 1928 and then merge Filene’s into Federated Department Stores in 1929 over his objections. The brand was eventually absorbed by Macy’s in 2006.

              
            

            
              	
                People Express (1981)

              
              	
                Low-cost airline where every employee was an “owner-manager” with significant stock ownership and profit sharing. The model worked brilliantly at first, but the stock price became tied to morale: “We used to post the stock price every day. It had a tremendous effect on how people did here.” Pressure to keep the stock rising pushed CEO Don Burr to acquire Frontier Airlines for $305 million in 1985, abandoning the low-cost model. By 1986, service had collapsed, and the company was sold to Texas Air Corp, which retired the brand in 1987.

              
            

            
              	
                See Also

              
              	
                Circuit City, Twilio (Chapter 9), FedMart, New Lanark, Kellogg’s (1906), Hanesbrands, Inc. (1914), IBM (1924), Bed, Bath & Beyond (1971), Quiznos Sub (1981)

              
            

            
              	
                Hostile Takeover

                Outside actors breach the walls and redirect the company from its mission.

              
            

            
              	
                Jo-Ann Fabrics (1943)

              
              	
                Founded as the Cleveland Fabric Shop by two German immigrant families whose vision was a chain of fabric and craft stores that felt local and were places for community, classes, and extensive selection, it was the largest craft brand in the US in the late 1990s. In 2011, private equity company Leonard Green took Jo-Ann private for $1.6 billion in a leveraged buyout that saddled the company with significant debt. After a brief comeback during the 2021 pandemic, its value plunged 99% by 2024. Filed for bankruptcy in 2025 and liquidated all stores.

              
            

            
              	
                Gymboree (1976)

              
              	
                Founded by Joan Barnes in 1976 as a place for new moms to connect while supporting their children’s development, Gymboree expanded into children’s apparel and by 1991 had revenues of $48.5 million and went public on NASDAQ in 1993. It was bought by Bain Capital in 2010 for $1.8 billion, which piled on $1.2 billion in debt and overexpanded in search of growth. Sales nose-dived, and Gymboree filed for bankruptcy in 2017 and again in 2019, closing its stores and selling off assets.

              
            

            
              	
                See Also

              
              	
                AND1 (Chapter 13), Cadbury, Honest Tea (Chapter 13), Toys “R” Us, Neiman Marcus (1907), Hertz (1918), Claire’s Stores (1961), iHeart Media (1972), J. Crew (1983)

              
            

            
              	
                Boardroom Betrayal

                Directors are more loyal to “best practices” than to the mission.

              
            

            
              	
                Snapple (1972)

              
              	
                Founded with an outsider, noncorporate ethos including branding and a grassroots business style, by 1994, Snapple had $674 million in sales and was the fastest-growing soft drink in America. It was sold to Quaker Oats for $1.7 billion in 1994, and their strategy was overridden: Branding was changed, and Snapple grocery store sales were substantially expanded. Sales sank by more than 20%. In 1997, Quaker sold Snapple at a $1.4 billion loss. Analysts calculated that Quaker had destroyed $1.6 million of value for every day it owned Snapple.

              
            

            
              	
                Men’s Wearhouse (1973)

              
              	
                Founded by George Zimmer on two principles: “serve customers by delivering value” and “embody servant leadership by trusting and empowering employees.” Zimmer built a multibillion-dollar company famous for his personal guarantee: “You’re going to like the way you look. I guarantee it.” In 2013, the board fired him after he raised concerns about the company’s direction. Zimmer warned the board was “eroding the principles and values” that made the company successful. The board then approved a $1.8 billion merger with Jos. A. Bank that Zimmer had opposed, taking on $1.6 billion in debt. The company filed for bankruptcy in 2020.

              
            

            
              	
                See Also

              
              	
                Vectura (Chapter 4), Whole Foods (Chapter 3), Kroger (Chapter 9), AND1 (Chapter 13), Polaroid, SAIC (Chapter 9), A&P, Lehman Brothers (1847), Olympus (1919), Hewlett-Packard (1939), Fairchild Semiconductor (1957), Parmalat (1963)

              
            

            
              	
                Succession Failure

                Even the greatest leaders are mortal. Without institutional safeguards, leadership change becomes mission abandonment.

              
            

            
              	
                Zenith Radio Corporation (1923)

              
              	
                Founded by Navy veteran Eugene McDonald, known as “The Commander,” who built a quality-first culture around the slogan “The quality goes in before the name goes on.” During the Depression, employees took less pay to keep the company alive; when profits returned, McDonald rewarded them with shares and profit sharing. His willingness to take risks produced breakthrough innovations: the first portable radio, the first wireless TV remote, and even pay-per-view television decades before its time. After McDonald died in 1958, later managers could not maintain his ethos. Although the company kept growing through the 1960s, it ceased to innovate. By the 1980s, Zenith fell to Japanese competitors with lower prices. It filed for bankruptcy in 1999 and was acquired by LG Electronics.

              
            

            
              	
                Howard Johnson’s (1925)

              
              	
                Founded by Howard Johnson on the philosophy “quality sells” and “there’s no substitute for quality.” He spent an industry-high 48% of revenues on food, performed surprise inspections at franchises, and built the largest restaurant chain in America by 1965. Johnson passed the company to his son Bud in 1959 but remained obsessively involved until his death in 1972. Bud then cut costs and lowered food quality to compete with fast-food chains. As chef Jacques Pépin observed, “After Howard D. Johnson’s death, his organization lost its raison d’etre.” Bud sold the company in 1979; the brand passed through multiple owners, and the last restaurant closed in 2022.

              
            

            
              	
                See Also

              
              	
                Bank of Italy, Sears, SAIC (Chapter 9), A&P, Steinway & Sons (1853), Arnold, Schwinn & Company / Schwinn Bicycle Company (1895), Seagram Company (1924), Commodore (1954), Atari (1972)

              
            

            
              	
                Temptation to Harvest

                It’s easier to spend down trust than to keep earning it. Once leadership starts, they find it hard to stop.

              
            

            
              	
                Kodak (1888)

              
              	
                Founded by George Eastman, who believed “the prosperity of an organization was not necessarily due to inventions and patents, but more to workers’ goodwill and loyalty.” In 1899, he gave $178,000 of his personal profit to nearly three thousand employees—one of corporate history’s first bonuses. In 1919, he gave one-third of his stock holdings ($10 million) to employees. His slogan, “You press the button, we do the rest,” made photography accessible to all. After Eastman’s death in 1932, later generations of managers saw “the relationship with employees change over time, particularly as shareholder value became the only measure of company success after the 1970s.” This is why, when a Kodak engineer invented the digital camera in 1975, leadership refused to commercialize it, fearing it would cannibalize the lucrative film business. Kodak filed for bankruptcy in 2012.

              
            

            
              	
                Blockbuster (1985)

              
              	
                Video rental chain founded on a family-friendly, no-pornography ethos that made movies accessible to all. At its peak: 9,094 stores and 84,300 employees. But late fees brought in roughly $800 million annually—and massive customer resentment. As one analyst put it, “Blockbuster was addicted to this source of income and couldn’t envision a model without it.” CEO John Antioco tried to break the addiction: He launched “No Late Fees” plus an online platform that was winning customers from Netflix. But activist investor Carl Icahn opposed eliminating the lucrative fees and forced Antioco out in 2007. His replacement reinstated late fees. Blockbuster filed for bankruptcy in 2010.

              
            

            
              	
                See Also

              
              	
                Boeing (Chapter 2), Enlitic (Chapter 6), A&P, Firestone Tire (1900), Craftsman (1927), Hostess (1930), Friendly’s (1935), Xerox (1961), Linens ’n Things (1979)

              
            

            
              	
                Mission Drift

                Companies gradually abandon their ethos, one compromise at a time.

              
            

            
              	
                A&P (1859)

              
              	
                Founded to make food affordable to all, including money-back guarantees. With sixteen thousand stores, it was the world’s largest retailer by 1930. The founder’s sons continued the original mission, reinvesting profits into lowering prices. When they died in the 1950s, their shares passed to the Hartford Foundation, a charity they had created in 1929. The foundation became A&P’s largest shareholder but saw its mission as funding charitable grants, not protecting the company’s ethos. It pressured management for high dividends rather than reinvesting in the business. While competitors moved to the suburbs, A&P’s stores stagnated. It filed for bankruptcy in 2010 and again in 2015 when it was liquidated.

              
            

            
              	
                Merrill Lynch (1914)

              
              	
                Founded on the principle of “Bring Wall Street to Main Street” to serve middle-class investors with radical transparency. Founder Charles Merrill paid employees’ salaries instead of commissions, insisted on full disclosure, and invested in customer education. The company’s five principles—client focus, respect for the individual, teamwork, responsible citizenship, and integrity—made it the world’s largest brokerage by the 1970s. Merrill led the company until his death in 1956, but later managers abandoned these principles in favor of proprietary trading and debt products. By 2008, the firm held more than $46 billion in toxic assets; its stock plunged 80%. It was sold to Bank of America in 2009.

              
            

            
              	
                See Also

              
              	
                Google (Chapter 7), Enron (Chapter 8), Bank of Italy, Bethlehem Steel (1904), Arthur Andersen (1913), Radio Shack (1921), Pier 1 Imports (1962), Borders Books (1971)

              
            

          
        

        
          Even More “Unusual” Failures: Believe it or not, this chart is only the tip of the iceberg. To see the expanded chart, plus citations for this one, scan the QR code or go to incorruptible.co/more-failures.
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        Every story has its own unique villain. A greedy investor or a delusional founder or a feckless board. But just as we saw with Sol Price, it simply doesn’t add up to pin this on individual shortcomings alone. Robert Owen counted the famous utilitarian philosopher Jeremy Bentham among his investors—would you really say he was not smart enough to understand Owen’s ideas?57

        These individual dramas distract from deeper causes. If the actors change but the play remains the same, there must be a reason why.

      
      
        Corruption, Defined

        Not all forms of making money are equal. Some create wealth; others merely redistribute or destroy it.58

        Over the centuries, when people have gone searching for the moral logic of capitalism, they always hit this same bedrock principle: Fully informed, uncoerced, voluntary transactions create surplus value because both parties end up better off.59

        Think about your last genuinely good purchase. You valued the product more than the price you paid, so you are better off. But the seller, too, is better off (otherwise they would not have sold). Both parties are wealthier. When this happens, it’s a bit of a magic trick. In an instant, new value exists that did not a moment before. This wealth was not stolen; it was generated.

        But this only works when the exchange is truly voluntary and informed. Remove any of these conditions and the mechanism breaks.

        This is why embezzlement, coercion, fraud, bribery, and deception are wrong. It’s not only because they are illegal or even immoral. It’s because they corrupt the fundamental premise of our entire economic system. They transform transactions meant to create value into ones that destroy it.

        This trajectory is so common these days that we hardly know what to call it. The answer is simple. Since every version of it shares the same value-destroying logic, regardless of whether the violation is illegal or even immoral, we should use the same word to describe them all: corruption.

        Our modern sense of “corruption” has become catastrophically narrow. What I’m talking about is something much broader than bribery or embezzlement. (After all, the Latin corrumpere means “to break completely.”60) Corruption breaks the logic of capitalism itself.

        Every Ponzi scheme, every hidden externality, every unit of extracted value is a drag on our whole economy’s potential. These corruptions don’t just harm their immediate victims; they erode trust, increase transaction costs, and destroy the civic infrastructure that makes efficient markets possible. The hidden economic costs, as we’ll see, are staggering. The truth is that capitalism succeeds not because of these widespread violations but despite them.

        When builders express disgust at these betrayals, they aren’t questioning the logic of capitalism. They are trying to defend it.

      
      
        “Eric Is Such a Downer”

        A decade ago, the CEO of a high-flying startup with a multibillion-dollar valuation came to see me for advice on taking the company public. When I outlined the weak points in his governance structure, he was alarmed. But by our next conversation, his bankers and lawyers had reassured him, “Eric is such a downer. That won’t happen to you. You’re a visionary. If Eric really believed in you and your business, he wouldn’t be so negative.”

        What they didn’t tell him is that, according to Harvard Law School research, among venture capital (VC)–backed startups without appropriate protections, only 20% of founders survive even three years as CEO after going

        
        
        
      
      
        The Exceptions That Prove—What?

        
        
        
        
        
        
        
        
      
      
        Are You Sure You Are Smarter Than a Nobel Laureate?

        
        
        
        
        
        
        
        
        
        
        
        
        
      
      
        The Architecture of Institutional Longevity

        
        
        
        
        
        
          	• Successful organizations eventually outlive their founders and so require institutionalized succession; they must have an internal character strong enough to bear this legacy through multiple generations of leaders.
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