The Founder’s Mentality Map
By harnessing the power of all three of these traits, companies like L Brands have managed to scale and
—even more difficult—sustain profitable growth over time. But few businesses make that journey
successfully, and fewer remain there for decades. Most, buffeted by the predictable crises of growth, are
gradually pushed away from the benefits of the founder’s mentality and the benefits of scale, and instead
drift off course in predictable ways. Before we start exploring them in detail, though, let’s start by taking
a schematic look at the terrain on which this all plays out.
Figure 1-3 is the general map that we will use to chart the predictable stages and crises of companies
as they move through the business life cycle. The map has two dimensions. The east-west axis
represents the net benefits of the founder’s mentality (a measure of the internal strength of the company
and its culture) and the north-south axis represents the net benefits of size (a measure of the external
strength of a company relative to competitors in its industry, a product of market power and scale).
Companies in the bottom right, where most companies start their journeys, are what we refer to as
insurgents. They are young and have attained relatively little scale, but are propelled by a big idea and
the internal strengths of the founder’s mentality: namely, a missionary zeal for changing the standards in
their industry; an obsession with the people and the work done at the front line of the business; and the
owner’s mindset, a sense of deep personal responsibility for results that leads to a bias for speed and
against bureaucracy.
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The founder’s mentality map

Endeavor, a nonprofit organization dedicated to fostering the growth of young companies in developing
economies, now has a network that extends to more than a thousand companies in more than twenty
markets. These companies, with whom we spoke extensively during the course of our research, are
exemplary insurgents. For instance, Alessandro Gardemann runs GEO Energética, a fifty-person Brazilian
company that has a proprietary method to turn unused sugar-cane waste into energy—a process that has
the potential to fill a large share of the demand for new energy in Brazil’s rapidly growing economy. This

The Journey North: Achieving Profitable Growth at Scale
As we’ll show in the chapters ahead, success along both dimensions of our map leads to sustainable
growth. We call this process the journey north: a journey from the realm of start-up insurgency, at the
bottom right of our map, to the realm of scale insurgency, at the top right (see figure 1-4). This is the
journey that Wexner has made successfully with L Brands, but it’s a hard one to make without
encountering trouble along one axis or the other. Success on one but not the other leads to instability for
all but a handful of businesses. Failure on both leads to decline and eventual demise.
FIGURE 1-4

The journey north: A chieving profitable growth at scale

The Default Path: Problems That Come with Scale
Time and again in our research and our practice, we’ve observed companies following a default path on
our map (see figure 1-5). It begins in the lower-right corner of the map. The company here is endowed
with the positive traits of the founder’s mentality and is often still founder-led, but it has little else but an
idea and an enthusiastic team to work with. It needs to reach critical mass to compete; it needs to garner
market power to create profitability; and it needs to do both at once to earn returns for investors and
opportunities for employees. From there, the growing company moves north on our map, gaining in size
and market power, yet often adding systems and complexity that dilute the internal energy of the
founder’s mentality.
FIGURE 1-5

The default path: Problems that come with scale

What the Data Shows about Value Creation during the Three
Crises of Growth
These three crises of growth—overload, stall-out, and free fall—represent moments of powerful
uncertainty, when companies need to take action to preserve momentum or prevent disaster. If not
addressed, they can destroy huge amounts of value. But here’s the good news: they also represent a major
opportunity. If properly addressed, each can be leveraged into a moment of huge value creation.
When we recently reviewed the twenty-five biggest value swings that we’ve encountered through our
work at Bain, we discovered a remarkable fact: every case involved a company facing one of these three
crises. Why? Usually, it’s because a sustained increase or decrease in a company’s growth expectations
(which can be fragile) triggers big swings in value (you can see this in the examples throughout this
book).
To look at this process more systematically, we identified twenty companies that we knew well and
that had a long history of value creation or of ups and downs, and looked at their last thirty years. As
best we could, we separated the swings in value into two parts: (1) those where companies were in the
midst of one of our three crises, and (2) times when they were not (steady-state growth, periods of
multiple acquisitions, periods of diversification). The result: about 80 percent (and the largest spikes) of
big value-creation swings occurred during the three crises.
You can see quite clearly in figure 2-2 that the biggest swings, accounting for a majority of all the
value created, occur during the “ journey north”—the insurgent period when a young company is trying
to build the capacity to scale its business five or even ten times to be a major and sustained player in its
industry. The second-largest swings occur during the later phase of a company’s growth cycle, when free
fall has started to set in.
FIGURE 2-2

Rates of value creation during different phases of companies’ life cycles

To connect the chart in figure 2-2 to our three predictable crises, think of overload as the crisis that

What the Data Shows about How These Three Internal
Crises Interact with the External Challenges Companies Face
We began this book talking about the paradox of growth—how success in scaling a business on the
outside can release forces on the inside that inhibit the next wave of profitable growth or even reverse
momentum. This does not mean that companies do not face challenges from competitors or customers
with new needs, or from new technologies. On the contrary, well over half of all businesses today face at
least one form of significant outside disruption to a part of their business model or market in the form of a
substitute product or service, a major shift in the profit drivers of the industry, or a fundamental change in
customer needs or buying behaviors. But when we do case studies, reflect on our own experiences at
Bain, interview management teams, or survey executives, we find that more than four in five problems on
the outside of a business trace to problems on the inside—problems that inhibited its ability to adapt, to
decide and act quickly, to embrace new ideas, to keep costs down, or to scale its ability to serve
customers. The plot lines inside and outside ultimately have to converge, of course: you cannot win
sustainably on the outside if you are losing internally, and vice versa. This is even true in free fall, as we
will illustrate in chapter 5, where we will explore the cases of not only Charles Schwab but also DaVita
and Crown Castle.
Figure 2-3 summarizes two of the surveys in which we asked a sample of executives about their
perceived barriers to growth.
The first set of results shown in the figure derives from our survey of 325 executives worldwide about
their growth challenges; the second set, from the executives who attended our FM100 workshops in
developing markets. What we saw in our research is that executives cited internal barriers to growth four
times as often as external ones. Executives cited internal barriers to growth about five times as often as an
external lack of opportunities to obtain new sources of profitable growth. Furthermore, a remarkable 94
percent of barriers cited by large-company executives had their roots in internal dysfunction and lack of
internal capabilities.
FIGURE 2-3

Barriers to profitable growth are both internal and external, and the internal ones
are harder for leaders to manage

The Westward Winds: Overload and the Erosion of the
Founder’s Mentality
Growing a new business successfully involves pursuing the benefits of scale while staying true to the
founder’s mentality. This is the essence of what we’ve been calling the journey north: the move from
insurgency at the bottom-right of our map, to scale insurgency at the top-right. To make that journey
successfully, however, companies need to anticipate and make plans to cope with the westward winds:
the internal forces that can blow them off course. We’ve identified four of them, as shown in figure 2-4,
which we’ll now briefly introduce one by one.
FIGURE 2-4

The westward winds

The Unscalable Founder
Everybody knows the type: the committed founder who finds himself out of his depth as his company
grows but who simply can’t let go, creating a bottleneck that impedes growth. Our research indicates
that this problem afflicts one in three growing companies, and research on initial public offerings has
shown that it can dramatically reduce the average return on investment. When we’ve talked to leaders
who have experienced a major struggle in their journeys north, about two in five have listed the
unscalable founder as a root cause. 9

Lost Voices from the Front Line
When successful insurgent companies find themselves hit with the rapid-fire demands of overload, their
managers often react in ways that put distance between themselves and the front line, and this, in turn,
creates a westward drift away from the benefits of the founder’s mentality.

The Erosion of Accountability

3
Combating
Overload
How the Founder’s
Mentality Overcomes the
Chaos of High Growth
Most founders fail. The numbers are large—hundreds of thousands per year. Early failure usually comes
because the business idea didn’t fly high enough to attract continued funding and justify growing it. But
we’re not writing about those companies here. Our focus is on the survivors: the few start-ups that get
significant traction. One reward for their success is the right to proceed to the next level of the game—and
that’s where they confront overload (see figure 3-1).
FIGURE 3-1

Fighting the crisis of overload

So what do you do when overload hits? To answer this question, let’s return to the story of
Norwegian Cruise Line, which we began in the previous chapter. It’s the story of a company that ran
aground, despite a strong position in a growing market, and reversed its course by rebuilding from the
front line up while sharpening its insurgent mission.

4
Reversing
Stall-Out
How to Rediscover What Made
You Great When Growth Slows
At some point in their journey, we estimate that two-thirds of maturing companies will find themselves
encountering the second predictable crisis of growth: stall-out (see figure 4-1). This is an incredibly
frustrating place for leaders because none of the natural sources of propulsion of the past seem to generate
the speed and momentum that they once did. The solution, you begin to realize, is to do something
different. But what? How much of the solution requires a new outside course of action, a new strategy?
How much of the solution requires internal changes, to your crew or even to your ship itself?
FIGURE 4-1

Stall-out: The crisis of slowing growth

Let’s begin our discussion by returning to the story of The Home Depot in 2007. We left off with the

The Importance of the Inner Game of Strategy
Large-company stall-outs like that of The Home Depot are surprisingly common. The odds are that
during the next fifteen years, two out of every three of the world’s multibillion-dollar companies will
either stall out, go bankrupt, be acquired, or break into pieces. Furthermore, the success rate of renewal
for those who stall out is small, less than one in seven (see figure 4-3, which is based on tracking the
performance of the Fortune 500 from 1998 to 2013). These findings parallel those reported by others,
such as the Corporate Executive Board, which looked at the 500 largest public companies for a fifty-year
period from 1955 to 2005. The cost of stall-out translates quickly into economics; for instance, nearly
nine in ten stall-out companies will lose over half of their market value. 1 Just imagine the ripple effects of
this on the value of employee retirement plans, investor returns, and the career outlook of the most
talented people.
FIGURE 4-3

Frequency of stall-out and recovery

Those companies that recovered generally did so by narrowing, simplifying, and rebuilding the core
business, and renewing characteristics the company had when it was at its best. In over two-thirds of the
stall-outs, the problem was not related to the emergence of a new business model that had burst onto the
scene, as Amazon did to the traditional book sellers, or as Uber is trying to do to traditional taxi
services. Nor was it that a huge new technology led to tectonic shifts in the industry rules of the game, as
mobile phones are doing in markets like retail payments. Usually the problem was internal.
Complexity is the single most common cause of stall-out. This is a growing problem for incumbents,
because fast young insurgents are acquiring market power faster than ever before. Well over half of

5
Stopping
Free Fall
Using the Founder’s
Mentality to Save a
Business in Rapid Decline
Unlike stall-out, free fall is an existential problem that demands an immediate and dramatic response. It’s
brought on by not just the internal winds of crisis but also by storm conditions on the outside that create
sudden, violent, and unpredictable turbulence. It’s the combination of these internal and external forces
that can threaten your very existence (see figure 5-1).
FIGURE 5-1

Free fall: Rapid decline as a result of both internal and external factors

Free fall most often affects maturing incumbents whose business model comes under attack from new
insurgents or is rendered obsolete by technological or market changes. In the case of Charles Schwab—

His efforts yielded extraordinary success. In just a few years, the company’s loyalty scores rose by
roughly 70 points, from negative 34 to positive 42. Soon it again had the highest Net Promoter Score in
the brokerage industry. The company’s stock price soared as a result, quadrupling the company’s market
value over the next ten years (see figure 5-2).
FIGURE 5-2

The free fall and transformation of Charles Schwab

empowered and energized. Thiry realized that senior management needed to be a part of that process and
so insisted that each manager spend a week each year working in the centers.
When we first wrote about the DaVita story in 2010, the company had just achieved a remarkable
eleven-year run, during which it had become the best-performing stock in the Standard & Poor’s 500,
earning investors a return of twenty-nine times. From the start of the turnaround to 2010, the company
grew its revenues from $1.3 billion to $6.2 billion, and its operating earnings from a large loss to $1
billion. And the growth continues apace. By the end of 2014, DaVita had again doubled in size, to $12.8
billion, and its stock price had risen from $30 per share in 2010 to $84 in 2015 (see figure 5-3).
FIGURE 5-3

Performance of the refounded DaVita

Thiry obviously employed a variety of strategies to engineer the rebirth of DaVita. But everybody
involved will tell you that the internal transformation in values, principles, energy, and behaviors that he
engineered was the primary reason for the company’s renewal. Today, if you walk through the new DaVita
headquarters in Denver, Colorado, you’ll find cultural iconography everywhere: the seven values of
DaVita, photos of the centers and their teams, quotes and sayings that were made meaningful during the
turnaround, testimonials from patients praising the work, and hero stories of front-line employees. One
big message comes across loud and clear: even when things look dire for a business, renewal might still
be possible. But if you go for it, go all out. Refound the company. Don’t hold back.

insurgency now and also in the future. This sequence of questions drives you toward the crown jewels of
a business.
Olam’s profitable growth, which now spans decades, is a story of reapplying its repeatable model in
product after product and country after country. As the company grew, it became expert at adding new
capabilities that enabled it to enter new markets and attack nearby profit pools. For instance, the
company recognized that secondary processing like sorting, blanching, roasting, packaging, and crushing
could be great additions to its supply chain capabilities, doing more of the processing near the origin and
delivering a more value-added product to customers. It therefore gained those capabilities, as well as the
skill to acquire and integrate local businesses without the need for intermediaries.
We talked earlier about how the great insurgencies are built around the “ spikiness” of a few
exaggerated strengths. Great companies would rather invest an order of magnitude more than normal,
committing the power of 10X to a few deep strengths. Being spiky, not average, is how to win.
We have developed a simple tool for readers to start this discussion. It is a matrix of fifteen basic
capabilities and assets that emerged from our analysis of the key differentiators across two hundred
businesses and their nine hundred sources of differentiation. You can use the matrix as the starting point
to drill down several more levels, like the Olam questions, to the essence of its most important
capabilities. (See figure 6-2, which first appeared in our book Repeatability.)
FIGURE 6-2

The capability matrix

Every leadership team—especially those in free fall—should ask the following questions, because, at
some point, they will prove to be central to survival:
What were the strongest capabilities at the core of our past success?
Are they still relevant and robust?
What capabilities will we need to compete (“ spikiness”) in the future?
How and how much will we invest to acquire these capabilities?

