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FOREWORD

By Jim Collins

In 1992, I had my first of many conversations with Kevin Maney. Kevin, then a young technology reporter for USA Today, called me at my office at the Stanford Graduate School of Business to discuss the life cycles of entrepreneurial companies. Kevin had been working on a story about Apple, and he was trying to make sense of the company’s erratic trajectory. I returned Kevin’s call, and we had an hour-long conversation that began with me pummeling him with questions. What did he see as the challenges for Apple? Why did he think that Apple had underestimated Microsoft? What did he think of Apple trying to make itself into a business computing company? What did he make of the Newton? Kevin impressed me with his prescient view that the passing of time would show Apple’s ouster of Steve Jobs in the mid-1980s to be one of the most colossal blunders in American business history. Keep in mind: this was 1992, with Jobs off in the wilderness, fully five years before Jobs’s triumphant return to Apple.

Kevin Maney stood out to me then—and stands out to me today—as one of the most insightful journalists about the dynamic world of technology, the companies that rise and fall based on those technologies, and the people who seek to change the world through those technologies. Kevin has a peculiar genius for seeing what makes people tick. And it is, after all, people who invent new technologies, build companies, destroy companies, exercise power, act with wisdom, and engage in folly. Whether it be conversations with sages like Andy Grove, transformational leaders like Anne Mulcahy, creative entrepreneurs like Bill Gates, or societal figures like Michael Bloomberg, Kevin brings a sort of Vulcan-mind-meld ability to his work; he listens and observes with precision, makes sense of what he has heard, and then finds a way to communicate it to the rest of us with great clarity.

In the two decades he worked as technology columnist for USA Today, he wrote more than six hundred columns, plus dozens of feature stories and two books. He held a front-row seat for some of the most significant technology and business stories, sitting right smack in the middle of the boom and bust cycles of the 1990s and 2000s. He covered the rise of the Internet, the Netscape supernova and subsequent browser wars, the near-death and resurrection of Apple, the vise grip on the personal computer industry enjoyed by Microsoft, the loosening of that vise grip in recent years, the near-destruction of IBM and its spectacular resurrection, the Googlizing of the world, the creation of AOL and the ill-starred Time Warner deal, the rise and fall and near-collapse of Motorola, the birth of a capitalist computer industry in Russia, the early Internet in China, and dozens of other major stories. Throughout, he interviewed key protagonists and extracted meaning from the melee; he not only covered the rapid evolution of technologies, companies, and industries, but—most important—he made sense of them as they evolved.

Along the way, he came to a conclusion about the best people he’d covered: They have the courage to make rigorous choices. They don’t delude themselves into thinking they can do everything, so they focus on only what they can do with great distinction.

His conclusion rings true. Without question, the best leaders we’ve studied across our research into what makes great companies displayed tremendous discipline in their decisions. They did not succumb to undisciplined pursuit of growth and short-term success. They did not sway with the political wind—this way and that—and they adhered fanatically to a set of core values. They paid tremendous attention not just to what to do, but equally to what not to do.

Building on this idea, Kevin now stands back in this book to synthesize all of his work into a single concept that helps to explain and integrate much of what he’s observed. His concept: that those who have the courage to make rigorous choices between high-fidelity and high-convenience do better than those who make no clear and rigorous choices. A strategic lens—such as the one provided here in Trade-Off—does not in itself give an answer about what you should do, and not do. Rather—and much better—it forces you to engage in a powerful question, from which you derive your own insight and make your own decisions. If you engage your team in a vigorous debate stimulated by the questions that naturally arise from the ideas in these pages, you will gain deeper understanding not just of what you should be doing (or not) but, even more important, why. The power of a strategic concept lies first and foremost in giving us a lens and a stimulus for hard thinking and hard choices. The critical question is not its universal truth, but its usefulness. And in this, I believe Kevin Maney has extracted a very useful framework.

As Kevin was finishing up the manuscript for this book, I took him on a rock climb up the First Flatiron, a one-thousand-foot sandstone slab that looms above my home in Boulder, Colorado. Not a climber, Kevin found the experience exhilarating and exhausting (“I feel like I’ve been in a car wreck” he wrote the next day). After terrifying him for a few hours, we reached the top, and we began a leisurely amble toward home, full of animated conversation about this new book.

He launched into an impassioned discussion about the desperate need for disciplined trade-offs. If business leaders fail to make choices—fanatical, obsessive, focused, disciplined choices—to build for the long term, and succumb instead to grasping as much as they can in the short term, they will build mediocre companies. If political leaders fail to make hard choices—about what works, what doesn’t, and what we can sustainably afford—they will propel their nations into historical mediocrity. If schools fail to focus on what delivers education results, if health-care systems fail to make choices that improve patient outcomes, if churches fail to distinguish between congregation growth and spiritual growth, if nonprofits succumb to mission creep, then we’ll have mediocre social sectors and a mediocre society. If our young people fail to understand that they have to make choices and live with the consequences of those choices, they will become mediocre adults.

“So, I take it that your concept applies to individual people, their lives and careers?” I asked.

“Yes,” he replied. “You’ve got to make trade-offs to become distinctive, rather than merely employable. You’ve got to find a way to turn yourself from just another person that can be hired, one of many that could do a given job.”

We talked about how most people settle for a good life rather than a great life, because they fail to make the disciplined choices. Kevin remarked that he had referenced a good-to-great idea, the Hedgehog Concept, in his final chapter precisely to make this point. To have a personal Hedgehog Concept means that you have constructed a path that meets three tests (the intersection of three circles): 1) passion (you adhere to your core values and do what you love to do); 2) genetic encoding (you do what you are genetically encoded for, activities you are made to do exceptionally well); 3) valuable contribution (you engage in work that makes a contribution of economic and social value, that gives you an economic engine for life). Kevin’s concept of fidelity (being something special and hard to get) versus convenience (being easily accessible, even at the expense of lower quality) means carving an idiosyncratic path that is uniquely tailored to you. Better to be valuable and unique than to be valuable and just like a bunch of other people.

And that’s what Kevin Maney himself has done. Instead of defining himself as “columnist at USA Today” he has struck out on his own, to carve his own idiosyncratic path, defined by his own unique three circles. He has made the trade-off between a traditional path, defined by a traditional job, and the creative path, self-defined by his work. His job description: Kevin Maney. He is one of those rare people who has not only found his three circles, but has made the choices to live them.

Jim Collins
Boulder, Colorado
June 2009


Introduction

In the fall of 2005, I sat in a cavernous San Francisco hotel ballroom at a tech conference called Web 2.0, all 3,000 of us in the audience jammed so tightly in narrow chairs that the joke went around that the event was being managed by Southwest Airlines. On stage were the CEO of Netflix, Reed Hastings, and Mark Cuban, the billionaire tech bad boy most famous for owning the Dallas Mavericks NBA team. I have little recollection of what the two of them said up there, except for the moment when Hastings talked about his philosophy for running Netflix. The company’s business was built on renting out movies by mailing the DVDs to customers, who would mail them back after watching. Hastings felt he had to explain to the tech-savvy crowd why Netflix wasn’t ready to change its reliance on something as old-fashioned as the Postal Service.

Most of Netflix’s customers weren’t willing to opt for the speed of an instant Internet download if it meant having to finagle with software and put up with the hassles of anti-piracy mechanisms. Getting a familiar disk by mail and dropping it into a DVD player made for a far easier, more satisfying experience.

Hastings said his strategic decisions at Netflix were driven by one simple core principle: People are willing to trade the quality of an experience for the convenience of getting it, and vice versa. In Hastings’s estimation, getting DVDs by mail was a higher-quality experience at the time than speedy Internet downloads.

Over two decades of interviewing technology CEOs and entrepreneurs, I realized that dozens had told me some version of Hastings’s principle, although they all had different phrases for it, and different ways of explaining the theory. When, a few years earlier, I’d interviewed Trip Hawkins, founder of the video game company Electronic Arts, about his new cell-phone gaming company called Digital Chocolate, he’d talked me through a similar philosophy. I’d had long conversations about this simple trade-off between quality and convenience with tech investor Roger McNamee in his office on Sand Hill Road in Menlo Park, California. Back in the early 1990s, Marc Porat, CEO of a much-hyped and ultimately doomed startup called General Magic, had rambled on about this same trade-off.

It occurred to me that Hastings’s core concept was a terrific lens for viewing the way the world works. It can be an invaluable insight when dreaming up new products, when positioning brands, when planning company strategy, or when analyzing competitors. I couldn’t get this simple yet powerful idea out of my head. So I talked with more people about it and refined the concept. In the summer of 2006, I shaped my research into a cover story for USA Today, and followed it up with a column that October. Both received an incredible response. In fact, none of the over 500 columns I had written in USA Today since the early 1990s had generated such a commotion. Significantly, the emails that came in weren’t just from people in the tech industry.

I heard from the head of the Las Vegas Whotel—under construction at the time but since canceled—who wrote that he was going to send the column to his staff. I heard from the head of a strategy group for a major consulting company. I got e-mails from middle managers at midsized Midwestern companies. The column apparently struck a deep chord. And that response—that conversation with the business world—led me to write this book.

Kevin Maney
Centreville, Virginia,
2009
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Prologue

The movie industry had a big problem. At its heart was the trade-off consumers were making between fidelity and convenience. So I went to see Hollywood’s solution, and wound up on the set of Avatar.
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Director James Cameron was shooting his 3-D movie in a building not much bigger than a high school gym. He wouldn’t let anyone from the media inside—he is extraordinarily secretive about his shoots—so I waited to talk to Cameron’s technology partner, Vince Pace, in a nearby unmarked building that served as the office for the shoot. The place could’ve been the headquarters of a Milwaukee ball-bearing wholesaler: wood veneer desks, fluorescent lights, thin beige carpeting. I was led into a conference room the size of a large walk-in closet. Pace finally arrived, wearing a blue golf shirt and jeans, carrying a paper plate loaded with barbecue and macaroni and cheese. It was lunch break on the Avatar set.

Pace developed the technology used to shoot almost every modern live-action 3-D movie—in some cases, co-developing it with Cameron. As he ate, Pace explained that the new 3-D technology was completely unlike 3-D from any other era. It’s based on digital cinematography, which is relatively new to moviemaking. Pace invented dual-lens cameras that mimic the way a human’s eyes capture an image from two slightly different angles. Computers digitize the images and allow a director to manipulate and edit them. That digital technology only became workable in the late 2000s, and it made shooting in 3-D a viable option—though it added as much as 20 percent to the cost of making a film.

“The tools and approaches are getting better and cheaper,” Pace said. “This raises the bar for entertainment. I don’t think 3-D can be stopped.” Pace added that a 3-D movie like Avatar “is an experience people will want to pay for.”

Hollywood is convinced Pace is right. DreamWorks co-founder Jeffrey Katzenberg pledged that all the studio’s animated features would be made in 3-D. Cameron plans to make more 3-D movies after Avatar. Other superstar directors, including Peter Jackson (Lord of the Rings) and Robert Zemeckis (Beowulf, A Christmas Carol) are making 3-D films. Every major studio is on board. Beginning in 2010, Hollywood will be releasing a parade of 3-D movies—all of this before a demonstrated long-term demand among the public for 3-D movies.

So, why leap into 3-D? Why the urgency?

In a sense, Hollywood studios latched onto 3-D for the same reason Bob Dole took Viagra. The essential part that drives Hollywood’s business—theatrical showings—started going flaccid in the 2000s.

In the spring of 2008 the Motion Picture Association of America released numbers that, it claimed, showed that 2007 was a good year for the theatrical movie business. U.S. ticket revenue rose 5 percent, to $9.6 billion. But the 5-percent jump in revenue was entirely due to price increases. The number of tickets sold in the United States stayed flat from 2006 to 2007, at 1.4 billion. Worse, attendance was down from 2002, when it hit 1.6 billion. (In 1950, before TV took off, U.S. theaters annually sold 3 billion tickets.) The number of U.S. movie screens has been rising by 500 or more a year. In other words, theaters are seeing attendance per screen significantly diminish. Movies are doing worse than ever in theaters.

It is enough to give studio executives the vapors. Publicity and excitement from a theatrical release drives lucrative DVD sales and HBO showings, not to mention such ancillary moneymakers as toys and video games. “We make films for the theater and want to exhibit there first,” Chuck Viane, president of distribution for Walt Disney, told me. “It’s the engine that pulls the train.”

Not knowing what else to do, Hollywood turned to 3-D, hoping to give people a cinema experience they couldn’t get at home, and turn the theatrical movie business around. The problem for theaters is centered on the trade-off consumers make between the fidelity, or quality, of an experience and the convenience of getting it. Theaters of late have been sinking into a kind of consumer no-man’s-land, what I call the fidelity belly—a place where neither the fidelity nor the convenience is good enough to attract a mass-market audience. Today the fidelity of watching a movie in a theater isn’t hugely greater than the experience of watching a DVD on a large, flat-screen, high-definition TV at home. And home viewing comes with built-in advantages. You don’t have a stranger in the seat next to you, and you can stop the movie to run to the bathroom, or get something to eat. On top of that, the convenience of a movie theater is not particularly good. You have to drive to the theater, pay a premium to see a film, and catch the movie at a set time that might not fit your schedule. Theaters can’t make themselves much more convenient. The only way they can compete, apart from showing a movie before it’s on DVD or cable, is by raising the fidelity of the movie theater experience. Hollywood believes 3-D can do that.

But the quality/convenience model teases out additional insights the industry seems to be overlooking. Three-D may be only a partial answer—or maybe even the wrong answer. If theaters try to simply out-fidelity home systems, they’ll wind up in a constant arms race against home technology. Instead, theaters will have to offer an overall experience that’s different from home viewing, and one that doesn’t necessarily compete against home theaters. “We need to give people something they can’t get at home,” says Mike Thomson, vice president of operations for the Malco theater chain, which operates 320 screens in the U.S. heartland. Malco is one of many theater chains trying out ways to boost the cinema experience, such as offering waiter service, and featuring couches instead of traditional seats. “Three-D is a piece of the puzzle—but it’s not the magic bullet,” Thomson concludes.

Back on the Avatar set, Pace had to break off the conversation when he was needed to help Cameron set up a shot. Before he left, he talked about his business, which is called Pace. He believes it can expand dramatically and help studios make many of their movies in 3-D. He’s an affable guy who has clearly invented valuable technology. But 3-D movies might not bring many more people through theater turnstiles. It’s all about the trade-off consumers will make, and 3-D may not offer enough fidelity to offset the inconvenience of going out to a movie.

[image: ]

Hollywood is by no means the only industry confronted with fidelity-convenience trade-offs. What I call the fidelity swap applies to almost any kind of business. It helps to explain the success of Steve Wynn’s mega-hotels in Las Vegas, the impact of $2,500 economy cars introduced in 2008 by the Indian company Tata, and the reason the National Hockey League can’t win a big American TV audience. It sheds light on newspapers’ troubles in the mid-2000s, IBM’s support for the Linux operating system, and the rise of text messaging among teens. The fidelity swap is not a new phenomenon. One can find that it explains the success of a patent medicine called Swamp Root in the 1870s, the breakthrough in 1900 of Eastman Kodak’s first Brownie camera, and Clarence Birdseye’s development of the frozen food business in 1924.

This profound trade-off gives businesspeople a new framework for talking and arguing about strategy and products and services. Knowing how the trade-off works can help CEOs figure out which R&D projects to green-light. It can help marketers determine how to position existing products, and give management a way to think through approaches to fix a business that’s broken.

The fidelity swap is born of interviews with dozens of companies. Kodak vice president Betty Noonan noted that the model is “a moving, breathing decision tool—that’s what I like about it.” The fidelity swap challenges classic business-school teaching that tells you to make a chart on an x and y axis—and try to push your business into the upper right quadrant of the chart. In fact, in this model, gunning for the coveted upper right quadrant, where a company tries to achieve both high fidelity and high convenience, can bring a company crashing down—exactly what happened to Starbucks in 2007 and 2008.

Jeff Bezos, founder of Amazon.com, gave me the best description of the value of the fidelity swap. He and I spent an hour talking about this trade-off in New York in 2008, as we argued about where Amazon’s e-book reader, the Kindle, fit in. Bezos said that the fidelity swap’s real value is that it creates labels and a language to understand a business phenomenon that a lot of people instinctively already know, but can’t quite articulate or express. The ensuing conversation will help companies and people work together to make better decisions.

That will be valuable in good times and bad. In the last stages of writing this book, the global economy dove into a recession. A difficult economy makes the fidelity swap even more vital, since companies have less room for mistakes. Yet in high-growth times, resources flow into new products and services, and the principles of the fidelity swap can help them succeed. The fidelity versus convenience trade-off happens in all economic conditions.
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