Most of the companies get into trouble just as we do individually by not taking good care of our health.  There are five principles to avoid a corporate turnaround situation.  Today, I will discuss the first principle in corporate turnaround

Principle 1 :  A company needs rest in order to rejuvenate itself.

One of the most effective ways to improve mental and physical health is rest.  People also produce their best results when they are relaxed and comfortable at their workplace.  The first concept of rest in the corporate context is stability.  There is a paradox here.  To cope with the rapid changes, the company needs to change.  However, in the quest for growth-inducing changes, the company needs to have rest and stability.  It is the same with the human body.  The body needs rest for it to re-charge and repair itself but at the same time, it needs to be active in order to achieve optimal body functions and good health.  This is why the turnaround manager has to master the art of preserving stability amidst change as well as spurring change during stability.

It is therefore abhorrent to hear a manager say:  “Firing shall continue till morale improves.”  Some companies hire and fire whenever they like.  This is binge-and-purge staffing or corporate bulimia, an illness in which there is a great and uncontrollable desire to eat, usually followed by vomiting in order not to gain weight.  Such frequent changes in management and staff not only breed suspicion and disloyalty among the staff but also rip off the innovative heart and fabric of corporate cohesion.  Frequent changes through downsizing exercises have proven to be a corporate cultural disaster.  Self-interest will replace corporate interest, as loyalty and trust are lost.  Rest, you cannot afford not to.  The time to rest is when you do not have time for it. 

I am Dr Michael Teng with Positive Business Minutes on News Radio 938.

Today, I will discuss the second principle in corporate turnaround

Principle 2 :  Tradition and past business assumptions may be the root causes of the disease in the ailing company.

For a troubled company, it is prudent to challenge all “sacred cows” or sacrosanct and old business assumptions.  It is probable that some of these old “sacred cows” which were based on some erroneous perceptions and assumptions got the company into trouble. 

In times of rapid change, a strategic failure is often caused by an incorrect or false perception.  We console ourselves by telling ourselves that we have gone through the present problem before, or falsely assuming that this change is temporary, or the impact would be limited and hence can be ignored.

Many of these old and obsolete assumptions happen in large and well-known companies whose traditional cash cow businesses have become sacred cows and end up as sacrificial cows or mad cows when market forces overwhelm them.

Time and again, some wrong business assumptions and perceptions by experts have led many companies astray.  For example, Ken Olson, president of Digital Equipment said in 1977: “There is no reason anyone would want a computer in his or her home.”  Chairman of IBM, John Akers added in 1983: “The world market for computers is about 275,000.”  Because of these erroneous assumptions and perceptions, it is no wonder both Digital Equipment and IBM were late in entering the personal computer market.

To ensure its effective and successful implementation, the troubled company must critically re-examine and re-visit every business assumption.
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Today, I will discuss the third principle in corporate turnaround

Principle 3 :  A sick company’s internal energy “qi” is usually blocked or obstructed.

In traditional Chinese medicine, ill health is often associated with the blockage of one’s internal energy, “qi”.  If one is ill, such clearance will result in the normalisation and re-establishment of optimal functioning of one’s body and most diseases should disappear.  If one is not ill, the free flow of “qi” will further enhance the existing sense of wellness and well-being.

In the corporate context, “qi” is the human spirit, drive, passion and energy.  It is the same “qi” that keeps you awake when you are watching the World Cup matches.  It is also the same “qi” that impelled Walt Disney to risk his reputation by creating Disneyland and Epcot Centre without any market data on their viability.  It is the same passion and drive that saw Bill Gates gave up his Harvard University study in pursuit of his dream of establishing Microsoft. You do not create Disneyland or build personal computers because the outside environment demands it.  These things arose out of the inner urge for progress: the drive to go further to do better, to create new possibilities without any external justification.

Jack Welch, the former chairman of General Electric US recognised the power of energy in his later years. Welch indicated that he would hire people with the two energies: those with energy and the ability to energise others. 

To compete effectively in the future, companies need to maximise the energy of their staff as well as exploit and tap the energy of their customers.
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Today, I will discuss the fourth principle in corporate turnaround

Principle 4 :  As a medical doctor is required to take the noble Hippocratic oath, a manager has to live by the ethical code of  “walk the talk.”

If you throw out perks and corporate benefits of the managers, you also need to lead by example.  For instance, you will lose credibility if you continue to fly business class when you have decided that the staff must downgrade to economy class or you continue to wine and dine in expensive restaurants when your people are fired to save costs.  Once you don’t walk the talk, people can see that you are inconsistent. You will lose total respect from your team members.
The non-verbal aspects of business communication are often more important than the verbal ones..  If you want to promote flat and informal management style, you cannot close your door every day.  If you tell your people to come in punctually, make sure that you come in punctually too.  If you want your people to be customer oriented, make sure that you also meet up with the customers.  What you do speaks so loudly that others cannot hear what you say.

We are in difficult times and it must start with us.  If you want others to take a salary cut, volunteer to cut your own salary first.  If you want your staff to work long hours, make sure that you first work even longer hours.  This is why it is abhorrent to hear the manager who said that “do what I preach, but do not  practise what I do.” If you do not practise what you preach, the loss of your personal credibility is detrimental to all your subsequent turnaround endeavours.
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Today, I will discuss the fifth principle in corporate turnaround

Principle 5 :  Training and development generate endorphins that give a sense of well-being for the company.

Training and development are like physical exercises that help the body to generate endorphins. These are substances produced by the brain that have a similar effect as morphine.  Endorphins give a sense of well-being, helping the body to cope with stress and other ailments.

Employees need to be motivated to make contribution to the unit that transcends their job descriptions.  Fostering such behaviour requires not only the right culture of trust but also training and development.  Everyone has untapped potential that can be nurtured within the right environment with appropriate training and development, which releases endorphins in the company.

Some managers feel that training and development are expensive as trained staff may eventually resign.  However, there is a fallacy in such an argument as companies really cannot afford not to train these staff.  If you think training is expensive, then try ignorance, which will definitely be more costly.  Training and development are not welfare activities.

Some companies will invest millions on machinery and equipment yet fail to invest in their most important assets, their people.  Investing in people pays dividends. Companies that encourage training and development are the best bets in the future because they bet on people.
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Do you know that there are panaceas that will turnaround a critically ill organization into a healthy one?  Today, I will discuss the sixth principle.
Principle 6 :  To understand the disease, learn to be the patient.

There is an old saying in Spain: “To be a bullfighter, you must first learn to be like a bull.”

In business, a manager needs to be on the ground – talk and interact with the various people: staff, suppliers, customers, business partners and even competitors.  Through these channels, the manager is able to acquire better knowledge of the industry and feel of the market. The manager does not operate in a vacuum and is better equipped to make sound decisions and take timely action.  This will not only check or halt declining trends but also hopefully improve them in the near future.  This is why the worse place for a manager is inside his air-conditioned room, where he is cut off from the marketplace.

Lou Gertsner, the turnaround CEO of IBM became IBM’s most hardworking salesperson – logging thousands of miles to visit key customers and prospects.  His approach sent an unmistakable message to every employee to be hands-on and gave IBM a new image.  By staying in contact with the market, Gertsner was able to make the right decision to turn troubled IBM around.

Sun Tzu, in the art of war also advocated a “staying on the ground” policy.  “Generally, in the case of armies you wish to strike, cities you wish to attack, and people you wish to assassinate, you must know the names of the garrison commander, the staff officers, the ushers, gatekeepers and the bodyguards.  You must instruct your agents to inquire into these matters in minute detail.” 
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Today, I will discuss the seventh principle in corporate turnaround.
Principle 7 :  You can have wealth and wisdom, but you better have health.  Similarly, you can have performance and quality but you better have pricing.

It is rather common for companies selling in Asian markets to encounter the following problem: Why is it that their high-margin, good-quality products, which are the rage in the United States and Europe, cannot fetch high prices here?

Having the right products does not always guarantee successes in Asia as the markets are heavily biased towards pricing.  This is what many mothers would term the “cheap and good” mentality.  Mother always knows best.  Therefore, in order to penetrate the Asian market, companies must not neglect the right pricing for their products.

Henry Ford knew about pricing.  He said: “There is only one rule of business and that is: Make the best quality at the lowest cost possible.”  The early Ford Motor Company was a paragon of lowest possible price.  This is because the founder’s business model was tuned to a single purpose: delivering an acceptable product at lowest possible price.  As Ford’s costs fell, the retail price of its model T car fell too.

There are many ways of lowering cost without compromising quality.  For example, costs can be reduced by manufacturing or sourcing for parts and components in some low-cost countries.  The company can still maintain its brand names and produce the desired products at the right price as nowadays most customers do not really bother where the components and parts are coming from.  Other ways may include franchising, teaming up with other local partners etc.  
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Today, I will discuss the eighth principle in corporate turnaround.
Principle 8 :  Laughter and fun are the best medicine for companies.

The correct use of laughter and fun in the workplace facilitates learning, and changes people’s behaviour as it helps them feel less threatened by the prospect of change.  Laughter and fun have been found to be the best tools for giving the corporate identity a human face.  Laughter and fun have been recognised for centuries to be the best medicine.

People like doing business with people who are fun.  Look at Disney World, the fun place for kids and many adults who want to be kids.  It attracted millions of visitors.  Many of them have patronised the place several times.  Another example is MacDonald’s. Its philosophy is that going to MacDonald’s is fun.  The MacDonald’s clown is the comic icon representing fun and laughter, the kind of place where you go to enjoy yourself.

Also a fun working environment is more productive than a routine one. People who enjoy their work will come up with more and better ideas.  Fun is contagious.

Therefore, to have a really happy workforce, you got to do more than pass out bonuses and angpows. You need to make work fun.  Science opens to us the book of nature, while laughter and fun open the mind of human creativity.
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Today, I will discuss the ninth principle in corporate turnaround.
Principle 9 : There are two types of dysfunctional personnel in sick companies – benign and malignant tumours

The benign tumour group consists of the demotivated staff who are unable to find alternative employment.  The situation is not healthy and is counter-productive as some of them may complain excessively, spread rumours and even sabotage the operations by slowing down.  In the handling of benign cases, fire them up first rather than firing them.  Try motivation and training/development to elicit peak performance if possible.  If all these do not work, some of these benign tumours may become malignant and harmful and need careful monitoring.

The malignant tumour cases are the more harmful. Just like in the case of malignant carcinoma or cancer cells, such staff are working against the company all the time.  Therefore, attempts must be made to eliminate this group as soon as possible.

An example of malignant tumour is staff with integrity problems taking bribes from suppliers, distributors or competitors.  Malignant tumours are not only a physical disease, they are also a negative state of mind.  Other malignant tumour cases include staff who have bad attitude or consistently  incompetent in managing the affairs of the company.

Some companies put these malignant tumour cases into “cold storage”.  They hope that these dysfunctional staff will be under pressure to resign rather than to be fired.  However, the lesson I have learnt is that it is better to suffer briefly the initial pain of quickly cutting off the malignant tumour than to incur lingering pain and irreversible damage by allowing the cancer to spread uncontrollably. 
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Today, I will discuss the tenth principle in corporate turnaround.
Principle 10 : Company can alter their financial health by changing their mental attitudes.

It is often said: “the difference between heaven and hell is not the altitude but the attitude.”  Medical science has generally found that in psychosomatic ailments, a person’s mental attitude, mindset and psyche can have a tremendous impact on his physical health.  When your mental attitude is negative, you may feel chronically depressed and hopeless, which will drive the immune system into a “self-destructive” mode where viruses can easily establish a foothold.

Particularly, in sick company, there is a tendency for the staff to wallow in self-pity, licking their own wounds or playing the game of shame and blame.  They may place blame on everything conceivable – the competition is too intense, the customers are too demanding, the former bosses did not do a good job and so on.  A suitable description would be: “We have met the enemies and they are us.”

In times of negative mental attitudes, it is always best to keep busy, to plough your staff’s energy into something positive.  Small changes in the staff’s mindset can go a long way in building a healthy corporate culture.  You should recognise, commend and celebrate every little success.  Once people start to achieve success, it spurs them on to greater efforts.  Credit is accorded to staff when due, such as public recognition, awarding certificates of appreciation and plaques.  Such little gestures and encouragement produce the glue that cements the fabric of corporate culture.  Mental attitudes are contagious. Is yours worth catching? 
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Many companies are falling sick due to economic slowdown, competition and incompetent management.  However, there are workable diagnostic and therapeutic steps to cure sick company and restore health. Today, I will discuss the eleventh principle:

Principle 11 :  There is a strong parallel between physical and fiscal health.  Companies fall sick just as people do. 

There is a strong parallel between corporations and medical science.  Contrary to the common view, a company is not an inanimate object.  Rather, it is a community of people, a living organism and an entity with its own distinctive personality and attitudes.  Therefore, without proper care, a company, which has a life of its own, will perish.

A healthy and living person is much like a profitable company, full of vitality, whereas a patient or sick person is akin to a company plagued by financial problems.

The hospital is the bank, private investor or venture capitalist who provides vital financing and cash flow for the sick company to sustain itself.  The surgery is known by a host of corporate euphemisms such as restructuring, rationalising, downsizing and re-engineering.  They all mean the same thing.  If you have been a victim of re-engineering, it basically means that you have been fired. When the company is healed, it is successfully turned around; otherwise, death in the form of financial collapse or bankruptcy ensues.  Company also has its own undertaker, it is known as the liquidator, spelling its demise or death.

Finally, the keys to healing a sick person and a troubled company are the same, namely, prevention, early diagnosis and proper treatment.
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Today, I will discuss the twelve principle in corporate turnaround.

Principle 12 :  Companies should go for annual health check.

Many companies have annual medical examinations and health screening for their employees but are negligent when it comes to their own check-ups.  Poor management and financial information systems typically get blamed for management’s inability to “see it coming.” The traditional accounting methods such as balance sheets and profit and loss statements only capture the measurable financial aspects of the company at a certain point in time and period.  Accounting irregularities happening at Enron, Worldcom can further mask the financial health of companies. By the time the sickness is clearly manifested in the company’s accounts, it may already be too late to take corrective action to reverse the situation. There are many other non-quantifiable financial factors that may impinge upon the health of the company.  These may include high staff attrition, low morale or an incompetent CEO.

Usually, there are ample warning signs or symptoms of impending trouble.  However, these warning signals are often ignored or suppressed; hence the onset of a crisis comes as a surprise.

It is also tragic that many companies fail, not solely due to the irrevocable downward spiral of their financial health, but because of management’s inability or unwillingness to face those serious problems squarely and take appropriate timely action.  Sometimes, top executives fall into the denial trap as acknowledging the problem is tantamount to admission of failure, exposing them to criticism by the company’s shareholders.

It is important to pre-empt any problems from arising by looking out for warning signals.  Therefore, a proverb that says: “The superior doctor prevents sickness.  The mediocre doctor attends to impending sickness.  The inferior doctor treats the actual sickness.” 
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Today, I will discuss the thirteenth principle in corporate turnaround.

Principle 13 : Knowing the disease is half the cure; therefore it pays to know the type of viruses that are plaguing the company.

The troubled company usually gets attacked by two types of problems – internal and external viruses.  

Many of the internal viruses are generated by the company and are actually within the company’s control.  They are usually associated with weak management and poor financial system. The onslaught of this form of viral attack can lead to bad or untimely business decisions, poor financial control and other related problems.  The medical analogy for eliminating internal viruses may merit the use of surgery such as downsizing, restructuring or change of management.

External viruses being macro in nature are often beyond the company’s control.  The entire industry or marketplace or even the whole country may be stricken by the same type of external viruses.  The attacks can be silent, swift and often appear non-threatening at the beginning.  Examples of external viruses can include economic recession, changes in consumer behaviour, natural disasters, political turmoil and terrorist attacks.  

Such viruses external to the company are harder to eliminate and predict. Sometimes, even having a strong management team is inadequate to cope with external viruses because the corporate culture is not able to manage change. The remedy is to foster a strong and healthy corporate culture, which is the immune system of the company.  The immune system produces antibodies to get rid of viruses, which is even better than taking drugs, as drugs sometimes create negative side effects.  Similarly, a strong and healthy corporate culture can help to respond quickly to changes and shocks in the marketplace. 

The best prescription is to know the viruses, predict and eradicate them before they attack your system.
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Today, I will discuss the fourteenth principle in corporate turnaround

Principle 14 :  Just as heart ailment is a major killer, competition is the major cause of corporate failures.

The management mantra in the 1970s and 1980s was product quality, and activities involving Quality Control (QC) circles, Total Quality Management (TQM) and ISO 9000 were the order of the day.  Back then, consumers were willing to spend enormous sums for quality products.  However, product quality has improved and today having a good quality product is a mandatory requirement for the company to participate effectively and survive in the marketplace.

Subsequently, the management slogan in the 1980s and 1990s embraced technology as the cure-all.  Companies then tried to distinguish themselves from their competitors through the use of technology, by offering better and more sophisticated features, use of the Internet and communication systems.  Huge sums were channeled into technology to build a better mousetrap with more superior state-of-the-art features.  Today, the world does not beat down the door of the better mousetrap developer.  The collapse of the high tech stocks on Nasdaq in the early part of 2001 shows that technology is not foolproof.

The thrust in the new millennium is competition. Competition intensifies with the emergence of a better range of products that are often of more superior quality with even more attractive pricing. In such a scenario, many products become marginalized, and like commodities, pricing becomes a key determinant in a shrinking market.

Competition is a silent and sudden killer like heart attack, which creep up on you. It is however also a highly preventable disease for the individual through healthy life styles and for the company to be always alert and have strategies to combat competition.  When you are faced with increasing competition, you may still survive, prosper and succeed, but it cannot be business as usual. 
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Today, I will discuss the fifteenth principle in corporate turnaround

Principle 15 :  In surgery, the surgeon operates on only one patient at a time. Similarly, a sick company needs to concentrate on its core competence.

During the turnaround phase when the company is on the brink of bankruptcy, there is time and resource constraint.  The company needs to concentrate all its resources on doing a few major things right.  You should have a laser-sharp focus just as a surgeon focuses on only one operative field during surgery. If you are a patient, you will be worried if your surgeon operates on you and another patient simultaneously.  Similarly, an ailing company needs to concentrate only on its core competence and try to rid itself of businesses that do not help the bottom-line or immediately improve its cash flow.  In such critical situation, you often can succeed at far lower cost by ensuring that you do a better job with the businesses and skills you already have.

In order to release resources for its core business, the ailing company has to divest any unprofitable or non-related businesses.  Quite often, in their bid to bolster sales performance, troubled companies clinch lots of sales contracts, that have roar profit margin.  This is tantamount to buying sales and they often turned into subsequent financial losses.  Such a scenario is equivalent to having a lot of sizzle but no steak.

It is better to amputate all loss-making ventures and unprofitable sales whenever possible.  According to the standard surgical procedure if there is pus, get it out.  In fact, the famous Chinese military strategist Sun Tzu believed in the principle of concentration to fight a war.  He said: “The strength of an army does not depend on large forces.  Do not advance relying on sheer numbers.  Rather, one must concentrate one’s forces and anticipate correctly the movement of the enemy in order to capture him.”
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Why is my company sick or not growing?  Why do companies fall sick, recover and subsequently succumb to the same ailments?  Today, I will discuss the sixteenth principle.

Principle 16 :  Corporate egotism is the anaesthetic that dulls the business sense

Successes can bring forth the ego trap if companies are not careful.  The long period of prosperity, coupled with low inflation during the Asian miracle era, lulled businesses and consumers into a false sense of security and euphoria.  As credit was readily available, businesses and consumers borrowed to the hilt to feed the frenzy of activities, as investments, assets and stock prices soared.  When the Asian currencies crashed in 1997/98, these businesses and consumers were caught in ballooning debts.

Many big companies let success go to their head.  These successful companies started to think they know the right answers and everything.  This is always fatal because there are no right answers and no one knows everything.  If you deal with contemporary art, you will learn that there are many answers and some of them are right and wrong at the same time.

Thus, when euphoria soars, the company must exercise more care not to fall into the ego trap.  This can cause the companies to be over-zealous in accomplishing the corporate expansion objectives and impair their sense of perspective.  The CEO’s ego-driven acquisition was justified with fanciful labelling such as “Synergy” and “Growth”.  These can degenerate into corporate bulimia by over-leveraging, massive losses and bruised egos.  This is why somebody said, “Ego equals time to go.”
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Today, I will discuss the seventeenth principle in corporate turnaround.

Principle 17:  Everybody wants to go to heaven, nobody wants to die.  Everybody wants to succeed, nobody wants to fail.

Today’s business environment is very competitive and fraught with many changes.  Failure is an inevitable step to success. The key to corporate success is learning to fail faster than your competitor and not to repeat the failures.  Failure is not the worst thing in the world.  The worst is not trying.

The famous inventor Thomas Edison is a classic illustration of the need to fail in order to succeed.  He performed several thousand experiments before finally discovering the right filament to be used in the light bulb.  He was ridiculed by a university professor who said: “Thomas, don’t be a fool, light does not come from wire, it comes from fire.”  Fire was the norm of providing light in those days.  Nevertheless, Edison was not discouraged by this remark and continued relentlessly with his experiments using wires.  He found the right filament a few months after this incident.  Many of life’s failures were men who did not realise how close they were to success at the point when they gave up.

When Edison was interviewed by a reporter on his success, he was asked: “Sir, how did you persevere after a few thousand times of failure?  Edison’s reply was that it was not a few thousand times of failure but rather few thousand steps to the right solution.  Edison taught us that genius was 1 percent inspiration and 99 percent perspiration.  He later became the founder of modern day General Electric (US).  Henry Ford went bankrupt a few times trying to automate the motor vehicle.  Walt Disney went bankrupt in his first business endeavour, but died one of the richest men in the Unites States. Sadly, the corporate culture of many modern corporations does not permit failure, not to mention embracing or even tolerating it.  
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 Today, I will discuss the eighteenth principle in corporate turnaround.

Principle 18 :  Cost control is an important antidote or effective remedy to administer in desperate turnaround situations.

Unnecessary cost is always your number one enemy.  You must attack it, and justify and challenge every expense that you incur. Whether your company is in trouble or not, cost will kill you even if you come up with better products.  If your cost to make something is your competitor’s selling price you cannot stay in business for long.

Any first-year business student will know how to cut costs.  The key here is how the costs can be cut to restore financial health in the short term without hurting the ailing company in the long term.  The turnaround manager should discuss the relevant details with the respective department managers, soliciting their advice as this can improve remarkably the chance for full cooperation and success.  Sometimes, staff can offer valuable suggestions to save time or money or both for the company.  Remember, this is not the time to create unnecessary stress by finger pointing.  The key is to foster a conducive environment for problem solving, establish solidarity and put everybody’s self-interest to work for future gains.

Sometimes, cost reduction can be achieved through streamlining procedures and operations.  Through this, duplication and inefficient methodologies can be pared down to a minimum.  In some instances, similar or more superior results are achieved through outsourcing.  Outsourcing provides you with the advantage of being able to focus on those areas that are vital to the company’s operations, instead of being distracted by things that have little impact on the company’s success.  People-related expenses can be reduced remarkably through cross-fertilisation of multi-disciplinary skills.  Productivity can be improved by deploying staff to perform high value-added duties.
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Today, I will discuss the nineteenth principle in corporate turnaround.

Principle 19 :  To treat the symptoms, know your competitors and customers.  To eliminate the root cause, know the market.

Sun Tzu, the strategist in the Art of War said: “If you know yourself and the enemy, you need not fear the result of a hundred battles.”  Though it is important to know your competition, one should not do so at the expense of neglecting the customers.  By merely knowing the competitor, it is like a person driving a car and constantly looking out for the competitor’s car at his side.  He is so pre-occupied with the competitor that he fails to look at the road ahead and may run into hazards further.

Knowing the customer’s present needs is also merely treating the symptom and not the ailment.  Today’s customers are more demanding, they want more of those things they value.  If they value cheaper prices, they want even lower ones.  If they value convenience or speed at the time of purchase, they want it even easier or faster.  Hence, companies’ efforts may yield temporary results if they only deliver what the customers want now. These attempts may not sustain the company’s long-term growth, as they are unable to optimise on profitability, resource allocation and opportunities.

To ensure vibrant business and continued long-term growth, companies must strive to drive the market.  They need to pre-empt both the customers’ and competitors’ present and future development.  3M’s Post It notes are now one of the most commonly used office products, which nobody had asked for previously.  Microsoft’s operating software Window came not from responding to customers’ demands or competitors’ threat, but from anticipating them.  The 1980 launch of CNN by Ted Turner was ridiculed by TV veterans CBS, NBC and ABC.  They failed to tap a niche that no one had yet asked for: a 24-hour news service.  Other great innovations of our time including the personal computer, jetliner and Internet were created without any customers or competitors in sight.  Therefore, better understand the market, otherwise it may destroy you.
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Today, I will discuss the twentieth principle in corporate turnaround.

Principle 20 :  Clone your successes by planning your succession.

Many countries have fallen because of poor leadership succession.  Yugoslavia plunged into civil war with the demise of President Tito in 1980 who was all-powerful and had no intention of passing control to anybody.  Former President Suharto tried to perpetuate his powers too by surrounding himself with weak subordinates.  This brought about his downfall and the economic disaster in Indonesia when the Asian economic crisis hit in 1997.

Similarly, many once successful companies have failed because of poor succession planning.  Many entrepreneurs want their children who may not be the best people, to take over.  In the long run, it is more beneficial to the company, the entrepreneur, and his children to have the best outside professional manager or managers to run the business.  Hence, there is a saying: “The first generation builds the business, the second generation enjoys the prosperity and growth, the third generation brings about the downfall.”  

There is a fear among some managers that if their subordinates are better than they, such subordinates can pose a threat, eventually taking over their jobs.  As a result, we often see managers stifling good subordinates and bringing in incompetent ones. To encourage succession planning, companies should introduce the policy that one is not promotable if one does not have a capable successor to take over one’s existing portfolio.  Succession planning can also become a part of the company’s performance appraisal measurement.  
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