The Death Spiral 

By Paul Herbig 

“Old Institutions (Companies) never die, they just fade away.”


Paraphrasing Douglas MacArthur

AT&T, American Telephone and Telegraph, Ma Bell, the Bell System,  The ONLY stock for orphans and widows, one of the mightiest companies of the twentieth century.  Tens of Billions of Dollars in annual Revenue.  Hundreds of Thousands of Employees.  The most famous research institution—Bell Labs—in the world.  It was deemed so powerful that in 1984, the U.S. government by decree broke the company up into tinier pieces so others could compete.  Within a decade, the new competitive world of telecommunications along with the staid, bureaucratic methods of AT&T had suborned the company into a second-class existence.  It had died but no one could tell it yet. Over the next ten years it would spend literally billions on consultants to tell it what strategy would lead to success; a new strategy every year or so and like a fad, when it did not work immediately,  it was sent to the junkyard and the consultants were called in to create another one.  Nothing seemed to work yet the monolithic company kept right on going, like a tanker at sea which needs miles to finally stop after the order has been given.  Like a chicken with its head cut off, it was dead but kept on living for quite a while. Another decade and it was finally put out of its mercy, finally bought out by one of its own children, literally  eaten by one of  its young.

Institutions are like that.  They can be brain dead but having a momentum of their  own, the body  can live for many more years.  People thrive on habit.  They will continue to buy a product or service or continue to hold a stock long after they should have sold it.  Perhaps it is the psychological equivalent of not admitting a mistake or continuing to put money in a project after you should have pulled the plug—an emotional attachment once made is hard to stop.  But eventually, even the most diehard fan admits defeat and leaves.

The Death Spiral is the most obvious sign of an institution that is all but dead but still going on about its business.  In this scenario, after a period of losses or goals not met, the existing management (or the new managers if the old unsuccessful ones have been sent to the showers) decides they must cut costs.  The surest and quickest way to do so is to eliminate all “overhead” and “nonessential” services. (e.g.,  advertising, training, research and development, public relations,  employee benefits such as Christmas parties, employee lunches, etc.) and then to lower the quality of the product by  such an “insignificant” amount that would  allow monies  to be saved but no so much the customer  would know the difference.  This is the beginning of the end of the brand pact between the customer and the product/company:  I will continue to buy the product/brand from your company as long as you continue to provide the product you promised.  Many customers will continue to buy even though they do (despite the company’s hopes) detect a difference in the product quality because of habit or loyalty or even hope that this is only a hiccup in the product’s performance.  Others will rebel and leave, once the promise has been broken their obligations to the company/product are now null and void. 

 The company finds its sales down (for obvious reasons) and goes through another iteration of cost cutting and quality reduction (surprisingly most of the time all the cost cuts are at the bottom of the worker pyramid with upper management continuing to pay themselves well, giving out bonuses and raises with gusto while the workers suffer).  More customers defect and the expected savings and gains do not materialize.  This becomes an ever-increasing spiral and just like a plane out of control, eventually spirals to the ground in a loud crash (or if few customers and stockholders are left, more likely a soft thud that no one hears or cares about).  Another company has bit the dust.

How can you tell a company/institution in a death spiral?   Sales are down and becoming harder and harder to increase.  Formerly loyal customers defect in ever increasing numbers.  New customers avoid the company/product in droves.  The workers are demoralized, depressed, and appear helpless in face of the inevitable. Management wears a false smile that no one, either inside or outside believes any more and the top manager surrounds himself with cronies/yes men that tell him what he wants to hear.  The rats start leaving the ship—the good people, the skilled, even those lifers eventually desert the sinking ship to go to more stable and growing concerns. And the rotting hulk of a ship continues to move along on its own momentum until it finally crumples to nature’s  inevitable forces and sinks under its own weight—another casualty of the death spiral.

Where is your company/institution?  Is it a growing concern or in the midst of a death spiral of its own making?  Just like a pilot has a small window of opportunity to pull out of a spiral, so does a company.  If it does not act in time, no force of nature  (or man) will save it from the long spiral towards destruction. 

Where is your institution?  Can you act in time to save the ship?
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