HOORAY FOR HUBRIS*
(Note: This inserts in the article: “Up to and After the Fall …. Confessions of a Turnaround Specialist” (www.RPFInc.com) after section IV)

Hooray for Hubris*

Hubris is a turnaround specialist’s best friend.  It is the primary reason many of us live comfortably.  “Headquarters Hubris” is my favorite, followed closely by a related form, “Staff Hubris”. (What is he talking about?)  Folks, get out your chainsaws and get ready.  Here we go.

First, (only shareholders and line executives are going to like the next sentence.):  there is not a single corporate headquarters (with perhaps the exception of 3M and one or two others) that cannot be reduced a full 25% with little or no impact on what the company is actually doing.  In fact, in most cases, the reduction or elimination of substantial HQ personnel would be greeted with peals of applause and gratitude from the people that actually make a living for the company.  Profitability and efficiency will increase almost automatically.

But, isn’t HQ the place where all the high price “talent” is supposed to exist.  Gee, if you are among the chosen, you must be smart, right?  So, the next thing you think of or say must be smart, right?  And you have the power to make it stick, too.

Second, there is not a corporate headquarters (same possible exceptions) where, what should be a clear, bright line between staff and line functions, has not been blurred or obliterated.  The results are demoralization of line executives and yet another form of organizational atherosclerosis.

I’ll be back to all this shortly.  But first a digression about how Hubris happens and the “Point of Inflection” on the Hubris Curve.

How Hubris Happens

My original thesis was that of a hardworking 37 year-old who stops for a moment, looks in his/her checkbook and sees a lot of money.  Probably more than he/she expected to have at that age.  There is an epiphany:  “Gee, I’m rich!”  Followed often by the thought that is really the beginning-of-the-end:  “Gee, I must be smart.”  If there is no intervention at this point, this likely failure-in-the-making slips past the “Point of Inflection” on the Hubris Curve.  (The worst-case scenario is someone who is born rich or inherits it.  With all the usual hangers-on kissing up and telling him/her how wonderful, smart, talented etc. they are, at the start, these folks are already past the Point of Inflection.  If they are also in charge or have great influence, the disaster simply happens sooner.  Read on.)

Below is the Hubris Curve.  We all start out with a little.  All that attention that is showered upon us soon after we enter the world!  Soon we find that those big funny looking creatures peering down at us think we are neat.  So we must be --- otherwise they wouldn’t come and do stuff to make us feel better every time we make noises; that is, communicate with our initial vocalization skill sets.  So the Curve doesn’t start at zero on the Y-axis.

There are no units of measure on the chart.  The amount of time it takes and the amount of Hubris can vary greatly.  It is the shape that is important.
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We have all probably witnessed the process at one time or another.  Early successes, much press or praise, increasing power and influence – and the critical point is approached.  Those who are well grounded, or those who have not systematically (if not unconsciously) gotten rid of good, questioning subordinates, those that haven’t surrounded themselves with “yes-men/women”, haven’t been seduced by power and enthralled by the (forgive me) brown-nosers, need not travel the Curve above.  However, because I’ve dealt, primarily with corporate wreckage, I know this was the Curve they rode, taking all their worshippers with them.  Once past the Point of Inflection and out of the Recovery Zone, failure is inevitable.  Only when, not if, ... only how many others will be hurt, are the remaining questions.

As depicted above, for a short time past the Point of Inflection is the Recovery Zone.  Intervention, recognition of the process underway at this point, may allow for decision making/process changes that can avoid disaster.  Unfortunately, it is more likely than not, that the forces bringing a company to this point on the Curve, are still at work.  Thus a move into the Red Zone and collapse is almost a given.

After the fact, behaviors and decisions made in the Red Zone by, what seemed at one time to be competent executives and their advisors, appear incomprehensible.  “What were they thinking??!!” is a common expletive … among others.  Clear signals of impending crisis were either ignored, or not believed by the faithful.  Hope and faith replaced facts and figures.  Bad news stopped, or had already stopped getting to the top.  Naysayers in the Red Zone were viewed as worse than traitors, were expiated, and summarily dismissed.  

It really gets bizarre.  I’ve been there at the wreckage.  Even after the collapse, some survivors are asking for just a little more time to work things out.  Unbelievable!  But such is the blinding effect of Hubris.

Now, back to the pitch…

Hooray for Hubris …. Cont’d

Headquarters Hubris

Headquarters are dangerous places.  Money, power, perks and all the rest that comes with it, are very seductive and powerful motivators.  This is true even in what are “small” companies.  Put a bunch of humans together and watch the hierarchy begin!  Mix in money and power, and you better start watching your back.  

As un-pretty as this sounds, as a turnaround specialist, accept it as a given.  Welcome it!  For in this darker side of human nature lies the potential for the turnaround specialist to do dramatic, far- reaching work in eliminating “Causal” Issues at the highest levels.  It is guaranteed to eliminate slews of “Symptomatic” Issues.  It will ring-the-cash-register loudly for shareholders and it will make the turnaround specialist a hero to the working stiffs --- that is, most line executives in the organization.

(Below you will find a section on overstaffing, ways to spot it, and some explanations of how it occurs in line organizations.  I am going to steal some of that material for this section, so I know it will seem like some repetition below.  Bear with me.)

Hubris is a human failing.  Corporations, businesses are not humans. (Duh!) They are collectives.  They are the sum total of the personalities contained therein, most heavily weighted by the traits and MO’s of the leadership.  But Hubris happens one person at a time.

OK, you have been invited to take a position at --- tah-dah --- The Corporate Headquarters.  You could be a senior executive or a brand new MBA.  It doesn’t matter.  Wow!  Mom and dad are so proud.  You feel some trepidation, but mostly you are thrilled and delighted.  Somehow you’ll find your good fortune slipping into your conversations with friends and around the dinner table with relatives.  Admit it.  It feels good.  You are finally on your way big-time, or, you are just on your way.  However, as some folks I’ve dealt with found out, where they were actually headed wasn’t what they’d hoped for.

So it goes: I’ve been selected to work at HQ.  I must be smart.  If all those folks out there in the world were as smart as I am, they’d be here too.  So I really must be good and smarter than most, right?  At least whatever I was doing impressed enough folks to get me here.  So from now on I’ll go with the instincts that got me here.
Now, take that feeling and add to it the feelings of virtually every other person at HQ.  At all levels.  (From what I’ve seen, the resulting “total” Hubris seems larger than the sum!)  Big edifices, very often at impressive addresses, or at (newer trend) “campuses”.  Jets.  Butlers.  Executive restaurants.  Cars.  Assistants.  Assistants to assistants.  Lots and lots of VP’s and AVP’s with impressive titles.  Lots of expensive wood paneling.  First class travel.  First class hotels. First class restaurants.  It is amazing what accoutrements Hubris can make necessities of.  What the hell all of this has to do with making money for the shareholders seems not to be examined very closely -- until there is no choice, and it has to be.  Thank goodness for me … and you.  (Hear those chainsaws purring yet?)

As I said, HQ is a dangerous place.  Everyone “knows” they’re smart.  The competition for power, recognition, status, MONEY becomes an increasingly important factor in everything you do or say everyday.  The more people, with bigger titles reporting to you  becomes increasingly important.  Being invited to “important” meeting – eventually any meeting – indicates your indispensability to the indispensable things underway at HQ.  You will tend to spend more and more time thinking about yourself, appearances, and what is best for you. (Shouldn’t the Company figure somewhere in this calculus?)  

This stress from this competitive environment is everywhere, sometimes subtle, increasingly not.  The phrase “stabbed-in-the-back” is probably heard frequently around the water cooler at HQ.  People getting to the top in this environment certainly have some special skill sets.  Sadly some folks are simply creatures of this environment.  Their strongest skill set may well be how to work their way through the politics, slings and arrows of the organization to positions of increasing recognition.  Hitching their wagons to the “right” star, but also knowing when to abandon that star if it starts to dull, or to latch on to a brighter one if it presents itself is a subspecialty skill set.  (Sound familiar to some of you who are living this right now?)  Amazingly, some of these folks have little other substance. They just were masters of Organizations 101.  Incredible you say?  I think not.

HQs are much more than expensive, dangerous places.  They can, and often actually do cause real damage.  More often than not the corporate purse strings are controlled by HQ.  All budgets, modifications thereto, and new projects must eventually be “approved” at HQ after great study and thought by the desk jockeys there.  Committees are a great way to syndicate responsibility (and a great place to be seen).  So many things, both great and small, may find their way to examination and study by one or more HQ committees. This glacial process goes on while the folks in the field, line executives, wait … and … wait … and.  When something that may resemble what had been proposed comes down from Mt. Olympus (HQ), an opportunity may have already been missed.  If the changes or the delay result in a bad outcome, guess who takes the hit?  Certainly not the smart people at HQ.  Its those morons in the field who just can’t get it right.  Gee, if they were as smart as we are, they would be here with us at HQ also, right?

It doesn’t take long for this drill to demoralize the line executives.  It tends to reduce creativity and risk taking throughout the organization.  Eventually the spark goes out and they wait for HQ to promulgate new programs – which they know they will take crap for if it doesn’t work.  Pretty soon everyone in the field spends increasing time writing “CYA” (Cover Your Posterior) memos, as about the only defense left for possible failures.    

Yuk!  What a mess.  But what does it all mean?  Again, what do these corporate Gomorrahs have to do with the “business” the company is supposed to be doing.  Oh, that!  You mean playing HQ chess all day may not contribute to the bottom line?  

You, of course, are right and can plainly see where this is going.  However, remember, the people there really believe this is the world.  They may even believe the Company would be devastated by their loss.  Many, however, at some internal level, realize much of what actually goes on in these bloated dens of iniquity is 75% (or more) bull----.  In fact the use of the Issue Hierarchy can quickly identify what is needed and what can and should be quickly discarded.   

Like the Hubris Curve above, all this doesn’t happen at once.  HQ’s may have taken years, a decade or more* to slowly evolve into the overblown, expensive, self-important places you’ll find there when you first show up.  Don’t be intimidated.

I distinctly remember my first visit to one of AT&T’s “campuses” in Baskingridge, New Jersey during the Arbinet start-up.  We were there selling, but my turnaround heart went wild when I saw huge parking lots crammed full of cars – all those buildings – huge buildings – lot’s of huge buildings – crammed full of executives out there in the country.  They were all so busy!  Only when AT&T almost ran out of cash, did these geniuses turn inward and finally figured out that most of the people inhabiting those buildings could be fired!  Their former sister company, Lucent, finally got around to cutting HQ only when they were teetering at the edge of bankruptcy, and someone with clout did the math!

I believe periodic looks at every HQ, forced and sanctioned by outside Directors, could prevent this predictable trip up the HQ version of the Hubris Curve.  However, remember, the folks at HQ have the clout, the will, and the need to protect their turf, their world …and they will … vigorously.  

So, you may be among the few to have quantified the largess.  However, unless you are Class III (see below), you will not be able to change anything at HQ for all the obvious reasons, so move on.  Shareholders be damned.  (Marmonism: “It will be like throwing a handful of “bee bees” at a freight train; you may have made contact, but not a hell-of-a lot of difference!”)
Staff Hubris 

I said above, there is not a corporate headquarters where, what should be a clear, bright line between staff and line functions, has not been blurred or obliterated.  It is most often found at HQ but can also be found within some line shops as well.  So what?

This is one of those fundamental principles of organization and process.  I have taken this one to the bank more often then any other approach to identify Causal Issues and resolve Symptomatic ones.  I must admit, this is my favorite.  Perhaps because of my Industrial Engineering training, I always had a clear understanding of the difference between line and staff functions and the importance of each.  Moreover, my turnaround work revealed a) how easy it is to lose sight of the important distinction and the enforcement of their separation, and, b) the devastation the preceding lapses can cause.

In simplest terms: staff advises; line implements, operates, and takes responsibility for results.  In other words, line leads and staff serves.  Simple, huh?  A true staff function is tasked by the line mangers to find improvements, better ways to do what we are doing, new things to do with old stuff, new things to do – period.  Staff presents its findings to line management including cost/benefits, risk/rewards, competitive comparisons/analysis etc. and recommendations, possibly with alternatives.  Staffs’ job is to make their line managers look like heroes – for everyone’s benefit.  

The KEY here is that staff is responsive to the line managers.  The line managers evaluate what the staff has to say and decides what if any, of the staff advice to take.  The line manager ALWAYS has both the authority and responsibility for outcomes within his area of responsibility.  If he/she does well, he takes the credit, promotions and bonuses.  If he does poorly, he takes the hit.  No one to blame it on.  Good line managers know exactly how to get the most out of good staff.  Some willingly share the credit for the success good staff work helps achieve.  

So where’s the problem?  It begins when the staff folks that support a line manager, report to someone a level or more higher than the line manager they are supporting.  Human nature and self interest being what they are, they now are more interested in scoring points for their boss than directly for the line manager.  The we/they begins.  It gets worse when someone high enough says to the line manager – “.. just wait ‘til were done with a quick evaluation of what you want to do”.   The blurring between staff and line begins in earnest.  Place the staff remotely; heaven forbid at HQ, and the line manager is really screwed.  If this power accretes at HQ, you can bet it will never go back to the field or line.  It is too juicy of a power pill to ever give up in the HQ environment.      

Here we have the extreme:  a group of staff people with enormous apparent and actual authority over what the line executives can or cannot do, with little or no responsibility for the outcome.  We have semi-emasculated line executives (or whatever the politically correct way to say this for female line executives), with full responsibility for results, but without the full authority to achieve them!  Ugly.

This result too, does not happen all at once.  It evolves over time. The folks inside just accept it as they way things are done.  This basic management violation virtually leaps out at the turnaround specialist who has the search for this monster right at the top of his/her list.  Causal Issues will be begging to be solved; Symptomatic Issues to disappear.

Real Example – Levitt Homes

When I was in my mid-thirties, The Palmieri Company was appointed by the Court to run Levitt Homes.  This was a divestiture forced on ITT when they purchased the Hartford Insurance Company in the 70’s.  ITT bought Levitt several years earlier for approximately $500 million from Bill Levitt, the legendary post World War II builder of affordable tract homes.

By the time we arrived, the Company was hemorrhaging cash.  If it weren’t for ITT’s corporate ego and their weekly cash infusion, there was no company.  They had, in plain words, ruined it.  It had been ITT-ified.  How could you have a real company without a fully functioning HQ?  If Bill Levitt made so much money with just a couple of people around him, when we at ITT install our geniuses, we are going to make a lot more!

We took a quick look at the numbers.  SG&A was 27% of sales!  The industry average was 11.4% and the industry was in trouble!  This was going to be easy.  Chainsaws jumping up and down in the trunk as we arrived.  726 people at the HQ.  

So, as per plan we got to the HQ in Lake Success (really, a town on Long Island), very early our first day – 7:00AM.  We were going to watch who showed up and when.  Amazing, the parking lot was full.  The building was a beehive of activity, Xeroxes were Xeroxing, phones were ringing, coffee brewing, meetings already underway, computer (an in-house IBM 360-50) was computing and putting out reams of paper, early morning appointments were already waiting in the lobby. 

Wow!  And this went on all day.  Each of us was conducting preliminary interviews in our areas of functional responsibility.  We met at 3:00PM to reconnoiter.  So far we were a little confused, all of the Levitt HQ staff were busy as hell.  So, Plan B.  We decided to stay real late to see who bailed out and when.  5:30PM: everyone still there.  6,7,8:00PM, a few lower level maintenance people leave.  At 10:00PM we left.  The building still a beehive of activity.  What the devil were we missing?

This went on for two more days.  We were still wrapping our minds around some of the complex deals ITT had engineered and some very creative accounting they had done in their quest for EPS.  But underlying this crucial front-end work were those SG&A numbers we knew we had to get a grip on.

I was Palmieri’s (and before that McKinsey’s) “computer geek”, in addition to my CFO responsibilities.  So on day four I visited a huge Levitt home tract under construction on the Island.  I was doing a “bottom-up” look at information flow.  Sitting in the project managers trailer, I asked him what percentage completion he was and how was doing against budget.  To my surprise, he pulled out a yellow pad from his top right-hand desk drawer and gave me his numbers.  Oops.  

When I entered the trailer I had noticed nice, neat, THICK computer report binders, color coded and labeled.  So I asked him about those reports,  “Oh those,” he said, “not very useful.  Late and not accurate.  None of us look at them.  We’ve complained but you know how it is.”  Bingo!

I headed back to Lake Success with a Hypothesis.  I don’t remember if we all got to the conclusion at the same time.  But there it was.  Everyone at HQ was very busy.  They all were doing business, lots of business --- mostly with each other.   The field folks, where the real money was made and lost, found them mostly irrelevant at best, and a real hindrance, at worst!!   And they were!  

For the next six weeks, if you were outside the building, you had to dodge the bodies coming out of there.  (We were not that callous.  ITT provided decent severance and out placement to almost everyone.)   From 726 to less than 140.  The finance shop went from 137 to 38 and I out sourced the computer work.  Got rid of the in-house machine, four systems analysts, four programmers, three key punch operators and three shifts of computer operators!  We then got rid of the final 45 people by moving the headquarters to some vacant, less expensive UPS space in Greenwich.

ITT expected to get nothing out of Levitt except more bills and our Court awarded fees.  We sold a profitable Levitt homes to a Florida homebuilder for $200 million.  A lot less than ITT paid for it, but a lot better than what they expected from the mess they made of it.  The Court awarded us a very nice bonus.  ITT did not complain.

Conclusion

As I said above, Hubris is a human failing.  Corporations, businesses are not humans. They are collectives.  They are the sum total of the personalities contained therein, most heavily weighted by the traits and MO’s of the leadership.  Hence, corporations and businesses can be turned around much more easily than the humanoids that inhabit them.  The Issue Hierarchy and the Dialectic will make short work of reducing HQ to proper size.
* This might have been have been “arrogance”, but arrogance is a symptom of Hubris.  


* At the “Dot Coms” – remember them? – it took about fifteen minutes from funding to the


   Point of Inflection, and then a pico-second from there into the Red Zone.





