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    In Greek tragedy, the hero comes to grief because of a fatal character flaw. A seemingly virtuous trait - confidence, say - swells into overweening pride. In the end, the hero recognizes his or her error, but it is too late.
Leaders everywhere are vulnerable to the siren song of power. Typically, those who go astray have used their talents to great purpose - until virtue turns to vice that leads to disaster. The mistakes they make and the failures they endure nearly always trace to their own flawed habits of mind.
In 15 years of researching the subject of bad decisions and business failures, I have found that most are caused by seven specific errors - and leaders aren’t the only ones who fall prey to these fallacies. Anyone can slip into dangerous thought patterns. So, too, can all of us learn how to guard against the hazards and recognize the early warning signs before we stumble.
Here, I discuss the seven habits of spectacularly unsuccessful people, using the examples of the late Ken Lay at Enron to tastemaker Martha Stewart, Tyco’s Dennis Kozlowski, the Rigas clan of Adelphia, and, most recently, Tony Hayward of BP and Mark Hurd of Hewlett-Packard. Then I describe how you can avoid these seven habits.
I call the first bad habit the illusion of personal preeminence. It begins with the admirable trait of self-confidence, a requisite for success in just about any walk of life. Without self-confidence, none of us get anywhere. In business, especially, we need to feel confident of our ability to motivate employees, win customers, and generally make an impact on the world.
         
But if we allow ourselves to become too confident, it’s a short leap to becoming a domineering presence, the reigning majesty of our world. Believing ourselves to be beyond criticism, whatever we want to do is, therefore, the right thing to do.
Martha Stewart provides a classic example of overconfidence and its pitfalls. She was a highly touted tastemaker, the exemplar of perfection in homemaking, who built an empire from not much more than the knowledge she taught herself and her hard work. She made all her own rules and dominated everyone around her - until she went too far, traded stock on inside information, and lied about it for more than a year before a jury found her guilty.
But, unlike most of her similarly convicted peers, she accepted her situation, went to prison rather than appeal the verdict, and served five months as a model inmate. Her hubris having been dialed back to self-confidence, she began a successful comeback.
I am the proud possessor of a photograph of Martha Stewart before her fall. The picture was taken on the day her company’s stock first traded on the New York Stock Exchange, and she was invited to ring the opening bell. She’s holding a tray of brioche that she baked for the occasion, and beside her is Dick Grasso, then the chairman of the Big Board.
Grasso’s appearance makes the photo doubly significant since he himself came under fire when it was later disclosed that he had persuaded his handpicked compensation committee to give him a deferred pay package worth almost $140 million. Such largesse was considered out of line for a nonprofit institution, but Grasso thought he was entitled to it because he was, in his mind, the exceptional leader who kept the stock exchange running after the World Trade Center attack on September 11, 2001.
The same mindset genuinely convinced Wall Street traders that they deserved huge bonuses in spite of the devastating financial meltdown that nearly led to the collapse of the global banking system in 2008. Their reasoning, if you can call it that, came down to an exaggerated view of their own capabilities. They perceived themselves as terrific at their jobs, people who hit the numbers. Their departments had nothing to do with the disaster, they reasoned, so they deserved to be rewarded even as taxpayers were bailing out their companies.
John Thain, the CEO who managed to sell Merrill Lynch to Bank of America to forestall Merrill’s collapse, stuck the bank with $4 billion in bonuses for his traders just before the sale - and later asked for a $10 million bonus for himself. He got fired instead.
Shortly before Thain was let go, word leaked of his $1.2 million office-redecorating spree, not a positive development for the head of a loss-riddled company that was slashing jobs in its bid to survive. Perhaps Thain thought his $87,000 area rug and $68,000 credenza were irrelevant in the grand accounting of Merrill’s multi-billion-dollar losses. Or maybe his arrogance simply got the better of him. Masters of the Universe are seldom in close touch with reality.
The past decade saw many such imperial CEOs in startups and multinational mega-firms alike. In California, the talented young designer Mossimo Giannulli graduated from the University of Southern California and opened his own shop. Giannulli initially sold surfer shorts and beach gear before branching into women’s wear and men’s suits. His designs drew rave reviews and quick financial success.
But it was all too much, too soon. His rapid ascent went to his head, leading Giannulli to confuse his design genius with management talent. He expanded Mossimo Inc. in a rush, running headlong into a wall of production, distribution, and creditor problems. He was saved by the Target retail chain, which worked a deal that gave Giannulli much needed merchandising and distribution support.
In London, the leaders of what used to be British Petroleum redefined their entire company on the premise that its managers were not only good at finding, pumping, refining, and selling petroleum products; they were dedicated environmentalists as well. BP branded itself as the green oil company with the slogan “Beyond Petroleum.” The irony would be laughable if it weren’t so sad and painful.
As people the world over came to understand in the months following the Deepwater Horizon drilling-rig fire and explosion in April 2010, BP’s unbounded self-confidence - hubris, really - almost certainly colored the company’s behavior in the Gulf of Mexico. Hubris appears to have led it to ignore safety measures in the drilling process, and hubris certainly prompted CEO Tony Hayward to play down the extent of the catastrophe and exaggerate BP’s control over the rapidly deteriorating situation. It now seems that many of BP’s plans for controlling the oil flow were hasty improvisations designed mainly to buy time.
It’s My Company
Whereas the illusion of personal preeminence shows itself in feelings of power over the outside world, the second bad habit - the delusion of ownership - looks inward. The deluded individual has a sense of being so important within an organization that it becomes his or her personal playground.
         
As before, it’s a flaw that begins as a laudable ability to identify closely with a company and its goals. Businesses spend millions of dollars every year trying to persuade employees, managers, and leaders to feel ownership, to embrace the conviction that they aren’t just hired hands, but rather, dedicated troops in service to a larger cause.
If you are a leader, however, the embrace goes wrong when you start to believe that you’re not working for the company, the company is working for you. You’ve set foot on a slippery slope that leads to unethical or illegal behavior. A classic case of this fallacious attitude is Dennis Kozlowski, the onetime CEO of Tyco International, a global conglomerate once touted as the foremost exemplar of growth by merger.
In 2002, Kozlowski and Tyco’s CFO, Mark Swartz, went to jail after being convicted of defrauding the company of $600 million. Prosecutors showed jurors videos of lavish furnishings in Kozlowski’s company-owned Manhattan apartment, including his infamous $6,000 shower curtain. Even more damning was the video of a birthday party Kozlowski threw for his wife at a resort on the Mediterranean island of Sardinia, with entertainers dressed in togas and a performance by Jimmy Buffett. Half of the $2 million cost of the party was footed by Tyco, including the tab for flying all of the company’s senior executives to Sardinia on the corporate jet. Extravagant doesn’t begin to describe the Tyco-financed lifestyle that Kozlowski somehow decided he deserved.
In the corporate world, entitlement is a widespread contagion. Even icons like Jack Welch are at risk. The former CEO of General Electric was well paid and lavishly praised for his role in the company’s phenomenal prosperity. Yet, after Welch’s retirement, it came out that GE was paying for his continued use of the corporate jet and even for the fresh flowers adorning his apartment.
You might argue that Welch had earned his sense of entitlement. By that measure, so had Mark V. Hurd, who took over a bumbling, chaotic Hewlett Packard in 2005 and lifted it past mighty IBM to become the top performer in the high-technology industry. Hurd was fired in July, 2010, when the company’s board accused him of fudging his expense accounts to cover up his relationship with a marketing consultant.
Hurd’s five-year run at HP, one of the classiest in recent corporate history, began when he was hired to replace Carly Fiorina, a flashy CEO who won headlines regularly but never made the company perform consistently and presided over a seemingly disastrous merger with Compaq Computer. Hurd kept a low profile, cut costs, made the Compaq merger work, and raised both sales and profits, doubling the price of HP stock. He was negotiating a new contract, said to pay him $100 million over three years, when the scandal broke.
Hurd’s nemesis was Jodie Fisher, a consultant he had hired to set up marketing meetings with CEOs of prospective customers. She attended events, in the United States, Europe, and Asia, at fees ranging from $1,000 to $10,000 each, and afterward often dined alone with Hurd. Both Hurd and Ms. Fisher deny that they had a sexual relationship, and his friends say he simply enjoyed her company. But after HP discontinued the CEO gatherings in the fall of 2009, Ms. Fisher filed a claim charging Hurd with sexual harassment.
HP’s investigation found the charge was unjustified, but that Hurd’s expense reports had falsely claimed that he dined alone or with someone else. He settled the harassment claim privately for an undisclosed amount, leaving a certain murkiness at the center of the episode. And when the board decided that the charges had to be disclosed, Hurd agreed to resign.
He left with more than $12 million in severance pay and options on more than 1 million shares of HP stock - an ample cushion, but hardly consolation for the ignominious end of an admirable career. Whatever the truth of the relationship, Hurd had clearly felt entitled to play by his own rules in a company he had made his own. As he himself put it, “As the investigation progressed, I realized there were instances in which I did not live up to the standards and principles of trust, respect, and integrity that I have espoused at HP and which guided me throughout my career.”
A leader’s sense of entitlement only grows when his or her name is shared with the company, as in Martha Stewart Living Omnimedia. The same holds true when a company goes public after prospering under family control. That was the case at the cable company, Adelphia Communications, when John and Timothy Rigas, a father-and-son team, were convicted of fraud and conspiracy for looting the company of more than $100 million and hiding some $2 billion in debt that the family had borrowed in the company’s name.
Founder John Rigas clearly viewed Adelphia as his personal ATM long after he took the company public. Rigas and his relatives used it as a source of perks and paychecks, flying a Christmas tree to New York City on the company plane at a cost of $6,000, for instance, and putting a masseuse on the payroll for $40,000 a year. Among other treasury-looting perquisites, a Rigas daughter-in-law with a landscaping business was given an inflated contract to tidy the grounds at Adelphia’s headquarters.
In addition, Adelphia executives testified that they routinely made up the numbers they furnished to investors and lenders. At age 80, John Rigas was sentenced to 15 years in federal prison. His son Timothy, Adelphia’s CFO, got 20 years.
Here’s What We’ll Do
The illusion of omniscience, the third fallacy, begins as a laudable talent for solving problems and making decisions. Danger arrives on the heels of continued success. As one good decision and correct solution follows another, it becomes easier and easier to think you have a special gift for divining the answer to every problem, even those outside your bailiwick.
         
No one is always right, of course. But when the self-proclaimed gifted among us make mistakes, they quickly learn to shrug them off. Psychologists call it attribution theory: People have a tendency to attribute success to their own actions, while failure is due to circumstances beyond their control. Conveniently for the deluded, being wrong never gets in the way of their conviction that they have all the answers.
Wolfgang Schmitt, the former CEO of Rubbermaid, was a textbook case. Under his predecessor, Stanley Gault, a celebrated whiz from the GE school, Rubbermaid grew at 15 percent annually. The company went from being a fairly pedestrian maker of toys and household items to head Fortune magazine’s list of most-admired companies. Rubbermaid beat out the likes of GE, Microsoft, and McKinsey largely on the strength of its reputation as an incredible engine of innovation. On average, Fortune reported, Rubbermaid introduced one new product every day.
         
Then Schmitt took control. It didn’t take long for his name to trigger snickers from his management team. Wolfgang, they joked, knows everything about everything. Schmitt’s performance at one all-day conference at an airport hotel says it all.
Senior Rubbermaid executives had come from all over the country to discuss an important decision regarding a complex acquisition. The scene was typical of such meetings - papers strewn around a coffee-stained table, executives in rolled-up shirtsleeves, and flipcharts scribbled with possible actions and comments. But the leader wasn’t there; he had other meetings that took precedence that day.
Schmitt walked in at about 6:30 P.M. He looked around, greeted the executives from out of town, and flipped through the charts. Then he turned to the group and announced, “Okay, here is what we are going to do.” He laid out his decision and all necessary steps. Then he turned around and walked out, saying he was due at a dinner event. He had been in the room less than five minutes.
If a single person could really size up a complex situation and come up with a plan better than any other all in five minutes, then everyone else in the room was a cipher. That was not the case, of course; Schmitt merely thought he had all the answers. Events would soon prove that many of his answers were deficient.
Even if Schmitt’s solution had been right, his behavior would have had the same devastating effect on his team. How did the people who had spent all day discussing a complex set of problems feel about him and his utter disregard for them? In such an atmosphere, any talented executive who wants to make a difference is soon going to find a more fulfilling job.
During Schmitt’s tenure, Rubbermaid’s growth slowed and its margins began eroding. When he sold the corporation for just $5.8 billion to the Newell Company in 1999, he conceded that the stockholders had a right to be disappointed. His six years as CEO had reduced Rubbermaid to what one analyst called “one of the most grossly mismanaged companies in the industry.”
True to form, Schmitt had the answer to the company’s demise, too: It was no one’s fault. Rubbermaid was caught between the proverbial rock and the hard place, he explained, buying raw materials from large suppliers that could keep prices high, but selling its products to huge retailers (read Wal-Mart) that could demand low prices. According to the man who knew everything, the predicament was beyond anyone’s control. Finally, a problem even Schmitt couldn’t solve.
Don’t Tell Me – I Know
The fourth bad habit of unsuccessful leaders is a refusal to learn. As with other defeating tendencies, this one is often a product of previous success. In the run-up to becoming a senior executive, you’ve hit at least one home run. So every time you go to the plate, you concentrate on swinging the bat exactly as you did when you connected for your fence-clearing triumph. Trouble is, you’re not compensating for the pitching changes. Whether it’s a curveball, a slider, or a change-up, you’re swinging at a fast ball coming straight down the middle of the plate.
         
The Schwinn Bicycle Company, a brand that loomed large in many a child’s memories, is a prime example of how a learning disability can kill a company. Studies of well-known brands of 40 or 50 years ago almost always list Schwinn as number three, behind only Coke and Marlboro. When I survey an audience, at least eight out of 10 will say they rode a Schwinn growing up. Back then, Schwinn was a synonym for bicycle. The company knew everything there was to know about its business.
A faint warning bell could be detected in the late 1960s, when lighter, imported bikes started showing up on city streets and playgrounds. A dismissive Schwinn executive was quoted as saying: “Why does anyone need a lighter bike? People aren’t going to carry the thing, they’re going to ride it.” So much for that enlightening response.
Then came Gary Fisher, a familiar name among cycling enthusiasts. In the 70s, Fisher was a young guy in northern California whose hobby was riding (or should I say rocketing?) his bicycle down mountain trails with his friends. What they did came to be known as mountain biking or off-road biking, and it changed the bicycle business.
One day Fisher came across an old Schwinn bicycle frame left for junk on the street. It was solid, so he took it home and fitted it with oversized tires to make it more stable, which cut down on his falls. His friends noticed and asked him to make bikes for them, too. By the mid-70s, demand for Fisher’s modified bikes had risen into the hundreds, and Fisher came to the attention of mighty Schwinn. But when the company’s senior executives went to Marin County to see him, they dismissed him as a long-haired bum. (By the way, British Airways officials had the same reaction to the long-haired, scraggly-bearded Richard Branson when he first proposed Virgin Airways.)
Was it a mistake to ignore Fisher? To give Schwinn’s leaders the benefit of the doubt, mountain biking might have been a passing fad. But, at a minimum, they should have kept an eye on him. They didn’t.
By 1979, five years after Schwinn first heard about Fisher, his business was taking off. Mountain biking was the fastest-growing segment of the industry, and all of Schwinn’s traditional competitors had already entered the field. But it took Schwinn another two years to put out a mountain bike.
Schwinn was just being Schwinn, the leader of the peloton, the company that would teach everyone else how the biking world worked. It thought there was nothing new to learn - and that attitude proved fatal. Unable to adjust to a rapidly changing market, the company went bankrupt in 1992. The brand survives as one of three marketed by a company called Pacific Cycle.
Ignoring past missteps and acting as if nothing has gone wrong is a highly dangerous mistake. It keeps you from acquiring valuable knowledge that could prevent future problems, which was another factor in BP’s catastrophe. BP failed to connect the dots, and now it’s paying a huge price.
In 2005, one of its refineries blew up in Texas City, Texas, killing 15 workers. The subsequent investigation, led by former U.S. Secretary of State James Baker, concluded that BP’s excessive cost-cutting was to blame. Only a year later, that lesson was underlined when a BP pipeline in Alaska, corroded by lack of maintenance, spilled oil into Prudhoe Bay. There was clearly a pattern of cutting corners in those failures, but BP wasn’t learning from its mistakes.
In an even more prescient foretaste of the Deepwater Horizon disaster, BP’s newest and most advanced drilling platform, Thunder Horse, nearly sank in a hurricane in 2005 because someone had installed a valve backward. That misfortune became a blessing when its repairers uncovered the fact that the platform’s undersea pipeline to shore had been so carelessly welded that it was full of cracks, and could have caused a spill rivaling the 2010 catastrophe.
Now, as BP faces financial calamity and a wrecked reputation in the wake of the largest oil disaster in U.S. history. Its leaders surely must wish they had paid attention to the warning signs. Instead, they were determined to keep the Deepwater Horizon project in the Gulf of Mexico on budget and on schedule.
Damn the Torpedoes. Full Speed Ahead!
When Admiral David Farragut gave his famous order, it was a calculated risk that won the battle of Mobile Bay - a turning point for the Union forces in the Civil War and an inspiration for battle commanders ever since. Without Farragut’s fierce willingness to speed through a minefield (mines were called torpedoes in those days) that had already claimed one of his ships, the history of the United States might have been different.
Persistence, resilience, and determination are indisputable virtues. Without a willingness to overcome obstacles, we could never reach our goals. Problems arise when determination hardens into obstinacy and we develop the delusion that we can overcome anything, no matter how numerous the warnings or how strong the evidence that we are on the wrong track.
         
Many an entrepreneur has birthed a successful start-up only to meet his or her Waterloo in the pursuit of exponential growth. Certain decisions must be delegated to others, and the founder balks when told that a proposed project is too ambitious or an acquisition is a bad fit. If you take that tack and disregard all the obstacles, you may make a little headway at first, but, in the long run, you’re going to fail.
The Iridium satellite phone, a project started by Motorola in the late 1980s, was a product of this bad habit. What we now regard as conventional cell-phone technology was still in its infancy, so the concept of satellite-connected mobile phones was arguably legitimate. But as the obstacles kept mounting, the enthusiasts championing the idea became fanatics who refused to give up. In fact, the phone is still alive today, which makes this cockeyed story even more interesting.
Iridium’s main attraction was its ability to connect people no matter where in the world they were - a feature that tower technology couldn’t promise at that time. And, in remote corners of the globe, satellite technology is still trumps. When I made my case against the Iridium phone during a speech in Australia, a man in the audience raised his hand and told me I was all wrong; he and his mates loved it. He was a ranger in the outback, he told me, and his colleagues were a crew of three. I responded that these four fellows accounted for a large chunk of Iridium’s market share.
Size was one of the phone’s early drawbacks. Users had to carry a transmitter pack along with the suitcase-size phone. Even the slimmed-down version still had a lot of bulk, especially compared to cell phones. And if that weren’t problem enough, the phone wouldn’t work indoors. You had to be outside, with a direct line of sight to a satellite. So, in addition to outback rangers, the rest of the market was pretty much limited to oil-drilling platforms, Antarctic scientists, and archaeologists in the desert.
I’m exaggerating somewhat, but clearly, the potential market couldn’t justify the $5 billion in capital needed to get the Iridium and its 72 satellites up and running. Nonetheless, when a colleague of mine visited the company in 1997, just after it announced it was filing for bankruptcy, the engineers still couldn’t understand why the phone had failed. They had total faith in their product and blamed the lack of sales on customers who couldn’t understand its value.
After the bankruptcy, a private equity group bought all of Iridium’s assets, including the 72 satellites, for half a cent on the dollar, which made the capital cost manageable. But, at its peak, the market never amounted to more than 50,000 customers, and it’s less than that now. The new backers recently announced a plan to raise more money to replace the aging satellites. That means the capital cost will be bumped back up, and there will never be enough customers to support it.
Did You See Me in the Commercial?
The sixth bad habit describes leaders (and, in turn, their companies) who become obsessed with their public image. Concern for reputation is vital for all leaders and the public relations of their enterprises, but when image begins to interfere with managing the business, trouble is assured. Leaders captivated by their press clippings can’t bear to admit to anything that could conceivably undermine their image. In short order, they begin spinning unfavorable news and fudging financial statements.
         
The effect is similar to the Sports Illustrated curse, which supposes that an athlete who appears on the magazine’s cover is in for a lousy season. An executive featured in Fortune, Forbes, or Business Week similarly puts herself or himself in danger. Dennis Kozlowski was hailed as a genius on a Business Week cover less than two years before the troubles at Tyco surfaced.
         
Here’s what happens: The chosen subject agrees to the cover shoot, takes the time to do it, and finds that he enjoys it. The article is favorable, maybe even fawning. The executive’s friends are impressed, and his college may give him an honorary degree. He stars in his company’s new advertising campaign. And before long, he is devoting more time to updating his Facebook page and Twitter feed than he spends on running his business. By many accounts, that’s the story of Carly Fiorina during her time as CEO of Hewlett Packard.
Corporations can fall into this bad habit, too. It’s often a bad sign when they spend vast sums to build elaborate new headquarters or buy naming rights to sports stadiums, rather than returning money to shareholders or investing in new value-creating ventures. Shortly before its 2008 financial debacle, Citigroup spent $400 million to put its name on the Mets’ new baseball stadium in New York. A new corporate campus in Connecticut marked the beginning of the end of good times for General Foods, and AT&T’s 1984 Manhattan building, its trademark pediment top designed by the famed Philip Johnson, sent the same signal. Goldman Sachs had just moved into its sleek, new Wall Street Taj Mahal when its reputation came under attack in 2010.
Sometimes concern over the public’s perception is an afterthought, emerging only after it becomes painfully apparent that you can’t keep running your business as if the law or common decency are of no consequence to you. Yet again, BP offers a case in point: The blitzkrieg of publicity orchestrated on behalf of the hapless Tony Hayward, and additional ads designed to shore up the company’s image, provide a potent example of hindsight concern for reputation.
The blunderbuss Hayward was under constant media pressure - and incautiously blurted, “I’d like my life back.” Critics pounced on this as a self-centered remark. What about the 11 people killed in the rig explosion and their grieving families, not to mention the tens of thousands of people who had lost their livelihoods because of BP’s mistakes? “It’s not all about you, Tony,” was a common rejoinder.
In early June, the company trotted out television and newspaper ads promising, “We will get this done. We will make this right. . . .” But the campaign was panned as too little, too late. BP followed up with a massive press offensive that included an op-ed piece in The Wall Street Journal under Hayward’s byline, confidence-building e-mails disseminated throughout the company and assured of being “leaked” to the press, and COO Doug Suttles’s appearances on TV’s morning talk shows. Coincidentally, on that same day, June 4, The New York Times ran a front-page story questioning how much longer Hayward would occupy the CEO seat at BP (answer: not long).
         
BP and every other company must realize that the best image any company or leader can have is the appearance of authenticity. You achieve that not by worrying about what others think of you, but by staying clearly focused on your own goals and values.
It’s My Way or No Way
Effective leaders need support, and they prize loyalty. Success depends on your ability to inspire people to get behind your strategies. This talent becomes a fault when you equate dissent with disloyalty and begin firing or disregarding the opinions of anyone who disputes your decisions or suggests that trouble might be brewing.
         
It’s surprising how many times people come up to me after hearing me describe the seventh bad habit. Invariably, they say they know exactly what I’m talking about, because it’s happening in their companies. One executive told me it was almost a badge of honor to be fired by his CEO, because it proved that the victim was both smart and brave.
Enron is the hands-down best example I know of this very destructive behavior. You may recall that the longtime CEO, Ken Lay, and his successor, Jeffrey Skilling, were playing shell games with the company’s books to inflate income and hide colossal debts in obscure off-the-books enterprises. When Sherron Watkins, the vice president for corporate development, warned Lay in August 2001 that the company might “implode in a wave of accounting scandals,” he promised that the company’s law firm would review the issues. She protested that Lay’s plan amounted to a conflict of interests. Other Enron executives wanted to fire her, but Lay vetoed that response - not because he respected her view, but in order to avoid a lawsuit and damaging publicity.
Lay wasn’t shy, however, about wanting other critics fired, even outsiders. Enron was already under scrutiny before Watkins’ warning. Bethany McLean, a writer for Fortune, had been working on a piece about the company when she became mystified by its arcane accounting. She went to its Texas headquarters and confronted Enron executives with the problems. They brushed her off. But when she flew back to New York, she was followed by the Enron corporate jet and CFO Andrew Fastow, who tried to persuade McLean and her editors that the company was solid and the obscurity of its accounting was essential to preserve legitimate secrets.
         
Fortune stuck with McLean’s story, which appeared on March 5, 2001, under the headline, “Is Enron Overpriced?” Reading it in Houston, a furious Lay called Gerald Levin, CEO of the recently merged AOL-Time Warner, which owned Fortune. He demanded that “that woman” be fired. After checking with McLean and her editors, he called back to tell Lay that the magazine wouldn’t retract the story or issue any corrections, and that McLean would keep her job.
         
That was the turning point for Enron. Sensing disaster, Skilling resigned as CEO on August 14. Lay got Watkins’ warning the next day. He accepted his lawyers’ predictable assurance that nothing was wrong, but fired Fastow to appease the investment community. Then, when analysts kept besieging him with questions, Lay told them he was no accounting expert and “[y]ou’re getting way over my head,” which was anything but soothing. In December, Enron collapsed in the largest bankruptcy in U.S. history.
A blizzard of indictments followed. Fastow pleaded guilty to two counts of conspiracy and agreed to testify against Skilling and Lay in return for a sentence of only 10 years. Lay argued that he had been misled by his people, but was convicted on six counts of conspiracy and wire fraud. He died unexpectedly of a heart attack before he could be sentenced. Skilling was convicted on 19 counts and is serving 24 years in prison.
Would things have turned out differently if Lay had been willing to listen to Sherron Watkins? Maybe so if you believe that he truly didn’t know what was going on. It’s not easy to credit Lay’s story, but the point remains: When your people start issuing warnings, pay attention.
Avoiding the Seven Bad Habits
What are the early warning signs of these habits and how can you avoid falling into them?
The seven bad habits are interconnected, as you can see, and all fit into the mind-set of the stereotypical imperial CEO. In these cases, success has gone to leaders’ heads, leading them to hubris and, eventually, failure.
What makes a leader susceptible to obstinacy, puffery, and all the rest? The catalyst is simply an abundance of success, and anyone can get swept away by their own accomplishments. There is no infallible signal or character trait that marks the vulnerable, and many of the world’s most successful leaders never succumb. Take Warren Buffett. No one would argue that he is on the road to disaster.
A leader might even fall into one of the seven habits without being judged a failure. Consider the self-promotion of Lee Iacocca, or the retirement indulgences of Jack Welch. There is no hard-and-fast measurement that signals a leader’s or a company’s encroaching decay. To some extent, Supreme Court Justice Potter Stewart’s definition of pornography pertains: We’ll know it when we see it.
Nevertheless, there are behavioral clues, both positive and negative, that point in one direction or another, including:

    
            	Does a leader encourage his or her people to speak up when they disagree, or put them down as not being with the program? Is yes-saying and group-thinking rewarded?

    
            	When mistakes are made, are they acknowledged and analyzed? Or is failure seen as a result of factors beyond control?

    
            	Are new projects fully hashed out and alternatives explored? In the process, are past failures considered?

    
            	When new challenges arise, does the leader ask whether the market is changing, or does he or she automatically turn to solutions that have worked in the past?

    
            	When major obstacles appear, are they addressed head on or dismissed as unimportant?

    
            	Are there clear rules for conducting meetings, and clear standards of executive performance?

    
            	How luxurious are the company quarters? How tight are the expense-account standards?

    
            	Are senior people spending a lot of time talking to the media, stroking Wall Street analysts, and tending to the corporate image?

    
            	Are key people leaving for jobs elsewhere?


         
Stay on the alert. Making your own list of the seven bad habits won’t do any harm. Every six months or so, go through your list, item by item, asking how your recent performance measures up.
Every leader has at least a trace or two of the seven habits. If they didn’t, they wouldn’t be successful in the first place. But time and again, we’ve all seen people who allow their successes to convince them that they know more than anyone else. Guard against that happening to you.
That brings me to the power of self-awareness. There’s a lot to be said for cultivating that power both as a leader and as a person. Falling prey to destructive habits is not preordained. We can avoid them if we know what tell-tale actions to look for, while also working to acquire the necessary discipline to ask the tough questions. Only then can you hope to become the best leader you can be.
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