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SIGN OF THE TIMES
A closed Sears
location in Nanuet,
N.Y., in January.

SEVEN
DECADES
OF SELFDESTRUCTION
Sears’ bankruptcy ﬁling
last year sparked torrents
of criticism for its current
leaders. But the problems
that brought down this
former Fortune 500 stalwart
date way back to the
Eisenhower era. Here’s what
leaders can learn from an
icon’s slow-motion collapse.
By GEOFF COLVIN with PHIL WAHBA
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SEVEN DECADES OF SELF-DESTRUCTION

has attracted in years arrived
in April, when the company
announced it was opening three
small stores. “The start of a new
Sears era? The retailer announces
openings, not closings,” read
USA Today’s hopeful headline,
which echoed others nationwide.
But viewed through a longer
lens, the coverage was more pathetic than upbeat. This is what
now passes for good news at the onetime colossus of global retailing: three stores, one of them in Alaska, each smaller than owner
Eddie Lampert’s house, offering a somewhat puzzling product line
consisting mostly of appliances and mattresses. Sears insists this
tiny event is the leading edge of a new strategy for becoming “a
stronger, more proﬁtable business.” No one else in retailing seems
to think it has a chance. “Lampert has never initiated a format that
didn’t fail,” notes longtime retail consultant Burt Flickinger. The
verdict of consultant Steve Dennis, a former Sears executive: “It
will almost certainly amount to zilch, plus or minus bubkes.”
After closing more than 3,500 stores over the past 14 years
and ﬁling for bankruptcy last fall, Sears could use some genuine
good news. A Sears spokesman says the post-bankruptcy business
“has many assets and advantages that position the company for
BUILDING A BOOM
Shoppers in a Sears tool department in 1943 (left); a Sears in Jackson,
Miss., in 1949. Sears’ decision to expand its store network during the
1940s was key to its dominance during the post–World War II expansion.
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success.” But virtually no one other than
Lampert expects a reversal of fortune, and
he has taught the world not to believe the
happy talk he has been dispensing since
ESL Investments, his hedge fund, bought
Sears in 2005 and merged it with Kmart.
Despite Lampert’s predictions of a “strategic transformation” that would make Sears
“a truly great retail business,” the company
hasn’t managed a single year of revenue
growth since then, or earned a dime of
proﬁt since 2010. The latest twist: Sears
Holdings, the bankrupt entity that sold its
assets to Lampert, is suing him and others for stripping the company of billions
when he was CEO. Lampert and ESL have
denied any wrongdoing.
Still, even today, sheer inertia may enable
the Sears brand to linger. Despite its mortal
wounds, the company brought in $13.2 billion of revenue in the 12 months through
last Oct. 31. But the only signiﬁcant question about Sears is how long it can hang on.
Dennis’s bottom-line take: “There’s nothing
in the portfolio with any viability.” Allstate
CEO Tom Wilson, a Sears executive in the
1980s and 1990s, says Lampert “is the janitor cleaning up the ashes. There’s no way it’s
going to come back.”
The Lampert era has played out in a
continual drumbeat of catastrophic num-

bers and negative headlines, during which
Sears squandered intrinsic advantages and
opportunities for reinvention. (See our
sidebars for examples of those missteps.)
But for students of management and
leadership, today’s death throes are merely
the denouement of the Sears drama.
The truly epic conﬂicts that doomed the
company happened long ago, when Sears
was dominant and its demise was unthinkable. That’s where to look for the lessons
for today’s leaders. Sears’ story is unique, of
course, and the decisive events took place
in an era much different from ours. But a
close examination shows that its critical
mistakes are universal and as contemporary as tomorrow’s news.
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SEARS

S LATE AS 1991, Sears was the

world’s largest retailer by revenue. So it’s sobering to see that
its market value, calculated in
constant dollars, peaked on May 4, 1965,
according to data from the Center for
Research in Security Prices at the University of Chicago’s Booth School of Business.
Sears has never been more valuable than it
was on that spring day—worth $92.1 billion in today’s money. Sears’ own analysts
would later determine that its domination
of retailing reached its apex in 1969. That
year, its sales were 1% of the entire U.S.
economy; two-thirds of Americans shopped
there in any given quarter; and half the nation’s households had a Sears credit card.
From then till now—for 50 years—Sears
has been ﬁghting and losing a war to save
itself. Nothing as large as the demise of the
world’s biggest retailer happens for a single
reason or all at once. But looking back, two
major errors stand out as turning points,
unrecognized at the time.
Almost every corporate demise can be
traced to a blown CEO succession, and
that was Sears’ ﬁrst decisive error. Indeed,
it could be regarded as ﬁve or six bad successions because the board perpetuated its
error for 20 years. This error permitted a
gradual accumulation of weaknesses that
became almost insurmountable.
The second decisive error was a bad strategic choice: to diversify heavily into ﬁnancial services. The plan didn’t look bad at the

Eddie Lampert at a Sears in Yonkers, photographed for a 2006 Fortune story.

STORES: SEARS’ SINKING FLEET
The retailer’s portfolio of aging mall stores
put the “ick” in “brick-and-mortar.”
AFTER ENGINEERING

the 2005 merger of
Kmart and Sears,
Sears Holdings CEO
Eddie Lampert made
it clear that he would
prioritize e-commerce over department stores. He
followed through—
so much so that both
sides of the business
suﬀered. “When
you’re a $50 billion
brick-and-mortar
retailer, you can’t
just ignore your
brick-and-mortar
portfolio,” says
Mark Cohen, director
of retail studies at
Columbia Business
School and a former
CEO of Sears Canada.
Between 2005
and 2012, Sears
spent only about
$3.3 billion on capital improvements
to stores. (Sears

bought back $6 billion in shares over
that time frame.)
Its immediate rivals,
including Walmart
and Target, outspent
Sears ﬁve to one on
a per-square-foot
basis, according to
analyst estimates.
Cutting oﬀ funds
for even basic
upkeep created a vicious cycle in which
stores grew shabbier
and shabbier, making them less likely
to generate revenue
that could be used
to spruce them up.
But closing decaying
stores didn’t drive
traﬃc to Sears.com;
nor did closures
help the stores that
remained. Indeed,
Sears Holdings never
enjoyed a single year
of comparable sales
growth, a metric

that strips out the
impact of newly
closed stores.
Lampert and
his predecessors
experimented with
stores modeled after
nimbler competitors.
In 2003 the company
launched the Sears
Grand prototype—
smaller, “oﬀ mall” locations with food and
pharmacy oﬀerings.
Former CEO Alan
Lacy says the typical
Sears Grand pulled
in between $45 million and $65 million
a year—more than
twice as much as
some mall-based
stores of double that
size. But Sears ultimately opened only
12 Grands—too few
to blunt the impact
of red ink and peeling
paint elsewhere.
—P.W.
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STEVE DENNIS :
Former Sears executive

APPLIANCES: SQUANDERING
A HOME-FIELD ADVANTAGE
Why homeowners stopped building their
kitchens and their credit histories at Sears.
FOR DECADES, Sears
was homeowners’
go-to place for bigticket appliances like
washing machines
and ovens. In 2001
it commanded 41%
of the U.S. appliance
market; as recently as 2013, that
$12 billion business
gave Sears a 29%
market share.
Appliance revenue
today is a fraction
of what it was in its
glory days. And Kenmore, Sears’ former
crown-jewel brand,
has been spun oﬀ
into a separate holding company whose
products, ironically
enough, you can buy
on Amazon.
What went wrong?
Sears built its dominance in appliances
in part on its credit
card business. As re-
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cently as the 1970s,
legions of consumers built their credit
ratings by buying
appliances with
Sears store cards.
But the growth of
Visa and Mastercard
loosened Sears’ grip
on that channel.
More crucially,
big-box competitors Home Depot
and Lowe’s started
spreading in strip
malls more convenient for shoppers.
Strip centers had
fewer restrictions on
loading docks than
traditional malls did,
enabling the new
players to oﬀer more
large goods like
lumber and making it
easier for customers
to cart them away.
Stuck in mall stores,
Sears could never
seriously counteract

their incursions.
Alan Lacy, Sears
CEO from 2000 to
2005, notes that
Sears looked very
hard at buying
Lowe’s during his
tenure. “That is the
one that got away,”
he laments.
As recently as
2015, Sears technicians were visiting
8 million homes a
year for appliance
deliveries and repairs,
gathering valuable
customer info. This
oﬀered Sears a head
start in the smarthome and smartappliance markets.
But worsening
ﬁnancial woes kept
Sears from following
through in “home
services,” and Best
Buy and Amazon now
dominate that arena.
—P.W.
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A Sears appliance-service repairman in Temple City, Calif., circa 1958.

time, and for a few years, it seemed to succeed. But in fact, it was disastrous. When
the strategy was adopted in 1981, Sears
was the king of retailing. By the time it was
fully abandoned 12 years later, Sears was in
decline, no longer the world’s or America’s
largest retailer, and it had forever lost any
chance of regaining the title.
The succession blunder began in 1954
with the Sears board of directors in the
thrall of a Great Man. You couldn’t blame
them. Gen. Robert E. Wood, the chairman,
had been the driving force behind what
remain the three most successful decisions
in the company’s history. The ﬁrst was the
strategy in 1925 to move beyond being a
catalog-only retailer and establish stores.
Next was the creation of Allstate auto insurance in 1931. The third was Wood’s idea
at the end of World War II to add stores
aggressively, especially in the suburbs
and in the West. (Archrival Montgomery
Ward made the opposite decision, pulling
back in the postwar recession, and never
recovered.)
Now, at age 75, Wood had decided it was
time to step down. This was the board’s
chance to name a worthy successor, some
hungry young manager who could lead
Sears into a new future. But Wood had
held on so long that several aging potential
successors were lined up at the turnstile.
Instead of looking past them, the directors decided each deserved a shot. There
followed four CEOs who on average served
barely over three years, with each stepping
down at the company’s newly mandated
retirement age of 65.
These blandly competent managers
steered Sears on a steady course through
the rest of the 1950s and the 1960s. The
company grew, the stock boomed. But the

COURTESY SE ARS ARCHIVE

SEARS’ NEW STORES
“WILL ALMOST CERTAINLY
AMOUNT TO ZILCH,
PLUS OR MINUS BUBKES.”

world was changing, and Sears leaders
didn’t see, perhaps didn’t want to see, that
their business model—based on broad
selection, high service, and periodic steepdiscount sales—was becoming an antique.
Sears had grown into a towering American institution during the period that
Northwestern University economist Robert
J. Gordon dubs “the special century” of
U.S. economic expansion, 1870 to 1970,
which Gordon calls “a singular interval of
rapid growth that will not be repeated.” For
Sears, founded in 1886, the special century
was the only reality the company had ever
known. It rode that fast growth and its
human essence, young blue-collar families,
to greatness. But as the special century
faded in the 1960s, fewer new blue-collar
families were being formed, and those that
remained had less to spend.
At the same time, consumers were
enthusiastically embracing a new way of
buying: the discount store, built on low
prices, minimal service, and high merchandise turnover. In 1962, a miracle year for
retailing, Walmart, Kmart, and Target all
opened their doors; all three would surpass
Sears in annual revenue by the time Lampert took over in 2005. Sears leaders were
aware of the phenomenon but felt serenely
unthreatened. After all, they told themselves, Sears was the monarch of discounters. They seemed not to grasp that this
new breed was fundamentally different,
offering much lower prices in relatively
bare-bones settings. But customers noticed
the difference.
Sears was doing so well that its leaders
apparently saw no need to update its control and cost-accounting systems, leaving
managers shockingly ignorant of how well
or poorly they were performing. So many
costs—merchandise, logistics, capital, and
more—were averaged across the company
that deciphering where money was being
made and lost was virtually impossible.
Though Walmart veterans recall that
“damncomputer” was one word, not
two, in founder Sam Walton’s vocabulary,
he put the company far ahead of the
ﬁeld in using IT to manage logistics and
analyze operations. By failing to adapt
when it ﬁrst could have, Sears trailed

From left: Kris Jenner and Kim and Khloé Kardashian promote their
clothing line at a Sears in Schaumburg, Ill., in 2012.

APPAREL AND HOME GOODS:
THE SO-SO SIDE OF SEARS
When shoppers prefer thrift stores to
your mall stores, you’ve got a problem.
SEARS’ HUGE appliance and tools businesses distinguished
it from rivals like
J.C. Penney and
Macy’s, which were
best known for apparel. The problem:
People buy a fridge
or power drill only
once every few years,
while they stock up
on clothing three or
four times a year.
In the 1990s,
then-CEO Arthur
Martinez tackled the
dilemma by committing Sears to selling
higher-quality
apparel and home
goods, supported by
the clever “Softer
Side of Sears” ad
campaign. But the
retailer never caught
on with consumers
in those categories.
“Sears struggled with
brands not wanting

to be associated
with it,” says Chad
Bright, a former
Sears online apparel
executive and a sector leader for big-box
stores at Gartner L2.
Penney’s and Macy’s
pressured betterknown vendors
that sold in their
stores, urging them
not to overexpose
themselves by selling through another
chain. The fact that
Sears simply wasn’t
known for fashion
scared others away.
Even when Sears
did lure desirable
brands, its increasingly dumpy stores
hurt momentum. A
2010 partnership
with fast-fashion
retailer Forever 21
didn’t go far; in
2011, even peak
Kardashian mania

couldn’t keep the
Kardashian Kollection from ﬂopping.
Things got so bad
that in a 2016 survey,
female shoppers said
they preferred thrift
store Goodwill over
Sears for clothing.
Bad timing undid
one “what if” partnership. Former CEO
Alan Lacy says that
in 2004, he was in
talks with Martha
Stewart, who had a
successful product
line at Kmart, to
create home goods
for Sears. The talks
were scotched by
Stewart’s conviction
on charges related
to an insider-trading
case. “We were darn
close to getting that
done—then Martha
goes to jail,” Lacy
says. “That was a bit
of a snag.” —P.W.
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Pages from the 1957 fall/winter Sears catalog.

HOW THE WEB WAS LOST
Sears could have been an e-commerce
contender; here’s why it fell behind.
A MASSIVE customer

base. A vast distribution network.
Enormous clout
with vendors. That
describes Amazon
today—and Sears
30 years ago. Thanks
to those advantages,
e-commerce dominance was arguably
Sears’ to lose.
Sears was a
catalog-only retailer
for decades before it
opened its ﬁrst store
in 1925. At its peak
in the 1980s, the
catalog division was
a $4-billion-a-year
business, perched
atop a huge trove of
customer information. But by then, the
cost of mailing a
1,500-page catalog,
known as the Big
Book, along with the
catalog’s emphasis
on low-margin prod-
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ucts, had made the
business unproﬁtable. It was losing as
much as $1 million
a day.
In 1993, Sears
pulled the plug—
and dismantled
the distribution
infrastructure while
failing to keep updated customer lists.
When Sears ﬁnally
launched an e-commerce site in 1997, it
had to rebuild many
fundamental elements from scratch,
a time-consuming
and expensive
undertaking.
Despite the slow
start, Sears became
something of a
digital-retail pioneer.
Sears.com oﬀered
in-store pickup for
e-commerce orders
years before Macy’s
or Target did. The

site boasted great
search functions
and even oﬀered
“virtual models” to
help customers try
on clothes online.
But Sears.com,
alas, was still part
of Sears. By the
late 2000s, Sears’
merchandise assortment was so
lackluster that no
amount of online
wizardry could lure
new customers. And
the closing of scores
of stores deprived
Sears of the visibility
that sustains retailers’ “bricks and
clicks” strategies.
Between 2013 and
2017, as Sears’ ﬂeet
shrank from 828 to
570, e-commerce
sales fell 50%, to
$1.3 billion, according to eMarketer.
—P.W.

competitors on cost-efficiency for decades.
Sears’ prosperous complacency of the
1960s, compounded by the board’s failure
to ﬁnd the next Robert E. Wood, set the
stage for trouble. By 1967 the company
realized it needed to shift strategy. Its new
plan—stocking higher-priced goods to
attract more affluent shoppers—worked
brieﬂy. Gross margins peaked near 40% in
1969. But the strategy undermined Sears’
long-built-up foundation as America’s great
supplier to the masses. Then a recession
hit, followed a few years later by a deeper
recession and double-digit inﬂation. The
special century was over, and Sears’ new
strategy was exactly wrong. Consumers
wanted cheap, and all those discounters
were perfectly positioned to serve them.
By the mid-1970s Sears could no longer
ignore these problems, so it moved to the
next stage of denial: insisting its declining
performance was not the company’s fault.
It’s the economy, said Sears’ researchers.
Also, there are just too many stores in the
U.S. Plus, proﬁt margins are shrinking
across the industry. And the population is
getting older. Bottom line: It’s everything
except us. “As night follows day, no matter
how good we are, it’s just going to be more
difficult to make money” is how Donald
Katz summarized the 1970s internal view
in his book The Big Store, for which he was
granted nearly unlimited access to company meetings from 1983 to 1987.
The ultimate conclusion: Trying to
revive what the world knew as Sears—its
retailing business—was futile. Edward
Telling, who became CEO in 1978, believed
that “the Sears empire could not retain
its incomparable position above almost
all other companies by relying solely on
existing businesses,” Katz reported. “Telling
believed Sears needed entirely new reasons
for being … if that meant changing Sears so
profoundly that it looked like something
else when he was through, then that was
what they would do.”

T

HUS BEGAN SEARS’ second de-

cisive error, relegating the
retail business to second-class
status (without ever saying so, of
course) while seeking gilded new prospects

for a merger far aﬁeld—very far aﬁeld. An
initial wish list of merger partners included
AT&T, Chevron, John Deere, IBM, and
Walt Disney. All those candidates got shot
down internally or when Sears approached
the target. Eventually the strategic planners
concluded that the new business must be
one that would beneﬁt heavily from Sears’
existing strengths. A Roper poll had recently declared Sears to be America’s most
trusted corporation. In what industry was
trust most valuable? The answer, the planners determined, was ﬁnancial services.
Having located El Dorado, Sears began
acquiring portions of it. The company
bought the Coldwell Banker residential
real estate ﬁrm and the Dean Witter
Reynolds brokerage ﬁrm in 1981. Combining these with Allstate made Sears suddenly the largest ﬁnancial services company in America by revenue. The elements
of a grand strategy were in place.
In retrospect, signs of a debacle were
apparent. The company’s planning masterminds, like many big-picture strategists,
regarded the company’s customers not
as humans to be served but as a natural
resource to be mined. After the acquisi-

tions were announced, vice chairman Donald Craib explained
the rationale: “We’re going to allow Dean Witter and Coldwell
Banker exposure to this tremendous customer base.” It was a classic example of a strategy derived from the company’s needs, not
customers’ needs.
Another ominous sign was Sears’ justiﬁcation to investors for
buying these companies, which leaned heavily on synergies and
cross-selling. Almost all acquirers invoke those two blessings, and
nearly all overestimate them. Sears certainly did so. Dean Witter
offices in Sears stores did less business than freestanding offices.
Four years into the new strategy, the Sears Financial Centers,
which combined Allstate, Coldwell Banker, and Dean Witter in
various permutations at 312 Sears stores, were still unproﬁtable
overall. Merging customer data for effective cross-selling proved
extremely difficult. Some initiatives succeeded. Dean Witter
launched a credit card, the Discover card, which became highly
successful—even more so after Dean Witter was spun off from
Sears in 1992 and other retailers could accept the card without
supporting the competition. But overall, says John Pittinger, a
consultant to Sears at the time, “there was almost no synergy with
the other companies.”
By diversifying, Sears got the worst of both worlds. It didn’t
achieve the synergies it had counted on from ﬁnancial services.
And for the ﬁrst time in Sears history, retailing was not the company’s central focus. “I don’t think they set out not to be focused
on the merchandise group,” says Allstate’s Wilson, “but that’s what
happened.” It was a terrible time for a retailer to take its eye off the
ball, with big-box category killers—Home Depot, Staples, Best Buy,

TWENTY-FIVE YEARS OF MARKDOWNS

When retail businesses joined the Fortune 500 index in 1995, Sears was still one of the country’s 10 largest companies by revenue.
But managerial mistakes and debts left over from a doomed merger with Kmart have whittled the Sears empire down to a shell of its
former self.
2005: Kmart acquires Sears, Roebuck
and changes name to Sears Holdings
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Bed Bath & Beyond—transforming the industry, and Walmart becoming a giant. “The board viewed the stores as a cash cow, which
they were,” says Pittinger. “The directors were planning to milk the
retail operation until it stopped.”
The effect on performance was stark. In 1981, when the diversiﬁcation was announced, the Sears retail group’s return on sales was
already an appalling 36% worse than the retail industry median;
during the period when Sears also owned the ﬁnancial ﬁrms, it
averaged 49% worse. Combining an underperforming ﬁnance
business with a cratering retail business produced an unthinkable
result: By 1988, Sears’ market value had plunged 66% in constant
dollars from its 1965 peak, and Wall Street had Sears pegged as a
takeover target.
Sears ﬁnally pulled the plug on its ﬁnancial services strategy
in 1992, announcing it would sell or spin off not just Coldwell
Banker and Dean Witter but also Allstate, which had been part of
the company for 61 years. It was the best thing that ever happened
to those three businesses. Liberated from Sears, all of them blossomed and thrived.
But it was too late for the retail operation—what most people
meant by the word Sears—to return to glory. In early 1991, after
its worst holiday season in 15 years, new ﬁgures showed that Sears
had been surpassed as North America’s largest retailer by Walmart,
“a onetime backwoods bargain barn,” as Time called it in a story
announcing the new king. Sears, characteristically, dismissed the
comparison as meaningless: “We compete with Walmart on only
30% of the goods we sell,” sniffed a spokesman. It seems, in hindsight, an unwitting admission that Sears was selling only 30% of
the goods consumers wanted most.
With Walmart’s revenue rocketing while Sears’ was essentially
stagnant, Sears couldn’t plot any path to regaining the throne. “By
the early ’90s, the game was over,” says Pittinger. “The most important part of strategy is being on the right side of history, and they
were on the wrong side of history.”
survives, barely. It regained
momentum brieﬂy in the 1990s when top executives
and the board became so desperate that they broke with
a century of tradition and hired an outsider to run the
place—Saks Fifth Avenue executive Arthur Martinez. He found an
organization still in its dysfunctional mode. “It was inward-looking
and upward-looking,” he recalls. “Everything rose to the top. There
was no accountability.” He brought in his own team of outsiders,
quickly elevating sales, operating proﬁt, the stock price, and morale. But when he left in 2000, the stock was right back where it
had been when he took over.
His successor, former CFO Alan Lacy, tried hard to move Sears
out of its mall locations because those stores “had a service-based
model that our customers weren’t willing to pay for,” he says. He
tried a Walmart-like, off-mall style of store called Sears Grand, but
it didn’t take. The stock swung wildly. When Eddie Lampert came
along in 2004, the board decided his buyout offer was the best option they faced.

N
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Sears, once a credit card powerhouse, spun oﬀ
its ﬁnancial services business in the 1990s.

SEARS SURVIVORS
Several national brands
that spent time in the
Sears empire are now
faring better than their
former parent company,
either on their own or
with other parents.
ALLSTATE

Sears launched the
auto insurer in 1931
but spun it oﬀ in the
early 1990s when it
gave up on its ﬁnancial services strategy.
Now ranked No. 82
on the Fortune 500,
Allstate brought in
almost $40 billion in
revenue in 2018.
CRAFTSMAN

This 92-year-old tool
brand is still sold at
Sears stores, but it’s
now owned by Stanley
Black & Decker (No.
228), which bought
it from Sears for
$900 million in 2017.
(Sears gets a royalty
on Craftsman sales.)
DEAN WITTER

Sears acquired this
brokerage in 1981,
but it never truly
took oﬀ with Sears
customers. Still, its
stable base of smallinvestor clients made
it an appealing part-

ner for white-shoe
Wall Street ﬁrm Morgan Stanley (No. 63),
which merged with it
in 1997.
DISCOVER FINANCIAL
SERVICES

The Discover card,
launched in 1985, left
the Sears family as
part of Dean Witter
in the early 1990s.
Morgan Stanley spun
oﬀ the Discover unit
as its own company in
2007; it’s now No. 253
on the Fortune 500.
LANDS’ END

Sears acquired this
catalog-driven clothing retailer in 2002.
The brand’s cachet
eroded along with its
parent company’s,
however, and Sears
spun it oﬀ in 2014.
Lands’ End, now a
$1.5 billion company,
registered earnings
growth over the past
year after a long
decline.
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IN 1969, TWO-THIRDS OF AMERICANS
SHOPPED AT SEARS IN ANY GIVEN
QUARTER, AND ITS SALES WERE
1% OF THE ENTIRE U.S. ECONOMY.
What lessons should we distill from this long, sorry tale? Jim
Collins, author or coauthor of business mega-sellers Built to Last,
Good to Great, and Great by Choice, also wrote a slimmer, less famous book called How the Mighty Fall. Collins describes analyzing
and writing about decline as a far tougher task than writing about
success. “To become a great company is a narrow path,” he says.
“There are things you have to do. But it’s so hard to get a framework of decline. It’s like a pool table—there are only a few ways to
rack the balls but an inﬁnite number of ways to disorder them.”
Collins didn’t study Sears for his book, but the framework he
identiﬁed, and on which he elaborated in recent interviews, ﬁts
Sears’ demise almost precisely. It begins with arrogance, which
Sears developed at mammoth scale. Until the troubles of the 1970s,
Sears’ retail operations had never hired a consultant, believing no
outsider could possibly tell them anything of value. “Searsmen”
didn’t attend retail industry conferences, considering themselves
members of a higher caste. The loudest expression of arrogance
was the 110-story Sears Tower in Chicago, commissioned in the
1960s. “Being the largest retailer in the world, we thought we
should have the largest headquarters in the world,” then-CEO
Gordon Metcalf explained to Time. By 2000, the company forecast, Sears employees would occupy all 110 ﬂoors. In reality, Sears
shrank rather than grew and had vacated the building by 1995. It’s
now known as the Willis Tower.
Arrogance erodes discipline, and discipline is central to Collins’s analysis of decline. Cost discipline is often the ﬁrst to go; it
certainly went at Sears. Outsiders long assumed that economies
of scale would forever give Sears an unassailable cost advantage in
pricing merchandise, but it wasn’t true. The company could indeed
buy goods for less than anyone else—but its proﬂigate corporate
overhead was so massive (think of that building) that its total costs
were bloated far beyond the industry average.
Success creates growth, which spawns bureaucracy, which
subverts discipline. “The what replaces the why,” Collins says. “You
have to make sure not just 10 or a hundred or a thousand people
can do something, so you give everyone the recipe book. The
irony is that all those people don’t know why they do it this way. It
becomes dogma rather than understanding.” At Sears, the problem
was as big as the company; the employee manual reportedly ran to
29,000 pages.
In the next stage of decline, leaders externalize the blame for
what’s going wrong, Collins says; Sears certainly did that in the
1970s. A related pathology is neglect of “the fundamental ﬂywheel,”
the basic business idea on which the company is built. “People often
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underestimate how far a great ﬂywheel can
go,” Collins says. Sears’ leaders bet on ﬁnancial services because they thought that retail,
their own ﬂywheel, had run out of growth 40
years ago. Home Depot, Lowe’s, Walmart,
and others showed how wrong they were.
As leaders cast about for solutions,
they typically reorganize the company,
sometimes obsessively, and Sears checks
that box. At various times in the 1970s
and 1980s, it adopted a holding company
structure and shuffled bits and pieces of its
ﬁnancial services empire among shapeshifting ﬁefdoms overseen by warring
executives. None of it helped. In the late
stages of decline, companies may invest
their hopes in an outsider as savior-leader,
under whom an initial upswing is common, followed by disappointment. The
Arthur Martinez era ﬁts that bill.
The ﬁnal stage can be literal corporate
death—insolvency and disappearance—or
it can just be irrelevance, which the company has already reached. An entity bearing
the Sears name could persist for years. But
as an element of today’s American culture,
and as a retailer with plausible prospects
for long-term growth, Sears is done.
It’s astonishing how long it has taken.
By virtue of its tremendous success at its
height, Sears extended its decline much
longer than most. But even for lesser companies, failure is almost always a deceptively slow process. “Greatness gets built very
slowly—think of Walmart or Southwest
Airlines,” says Collins. “Decline is just like
ascent, a cumulative process. The decline
of a great company only looks instantaneous because you notice it when it’s acute.
That’s what’s so dangerous about it.”
As we mourn Sears, maybe we shouldn’t
weep too long over its demise. No company
lives forever, and it has had a long, laudable, productive life. But the Sears story
should scare us. It shows every business
leader that no matter how celebrated or
dominant his or her business may be, the
forces of destruction could be at work right
now, unnoticed, caused by success but also
hidden by success, undermining all the
work the leader has done. Rare indeed is
the executive who can spot those forces
before they lead to an ugly end.
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