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Managing the
Dark Side of Growth

By M. JULIA PRATS and MARC SOSNA

“ he company today is like a
catapult, with the elastic
being pulled farther and

farther back. Either the ball
is going to go for miles, or we are going to get
anasty slap in the face.” This is howa CEO of
an innovative technology firm described the
experience of pursuing a high-growth strat-
egy. And his words ring true for many such
firms: There is extreme tension between suc-
cessand failure, and similar actions may bring
soaring results or simply backfire.

In business, growth is trumpeted as the
ultimate objective and the key measure of
success. Growth signals a company’s vitality
and seems to confirm that the right strategy
has been chosen. It is often taken as proof
of effective leadership. Furthermore, a good

growth history makes it easier for a company
to attract not only additional capital but also
suppliers, customers and strategic alliance
partners, who are more willing to put their
faith in a big and growing organization.

But we forget that growth is not a linear
path. A “success story” can hide severe pe-
riods of downsizing, the loss of crucial cli-
ents, product failure or other complications
brought about byinternal or external events,
as one British technology firm that we stud-
iedillustrates.

The story began well: Elpmax Technolo-
gies (name changed at the company’s re-
quest), a start-up in the telecommunications
industry, was able to secure significant ven-
ture capital financing and looked set for rapid
growth and a promising future. Suddenly, the
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situation changed dramatically when opera-
tors had to pay off the huge price tags after
obtaining 3G licenses, whichled to significant
cutsininvestmentsand created very competi-
tive market conditions for small companies
trying to secure projects.

Then, a ray of hope: The company man-
aged tonegotiate amega-contract with AT&T
Cable, the largest cable company in the Unit-
ed States. But justas that deal was about to go
through, a competing cable company, Com-
cast,acquired AT&T Cable, reducing that con-
tractto scrap paper and sending the company
back into crisis.

Shortly thereafter, the company managed
toland another deal, this time with Time War-
ner Cable, the second largest cable company
in the United States. But just before the de-
tails were finalized, Time Warner acquired
AOL, once again scuppering another deal.

Losing both these contracts meant the
firm had to swallow considerable costs, which
had been sunk into winning what was ulti-
mately nonexistent business. The firm was
forced into survival mode. The pressure on

% EXECUTIVE SUMMARY

Growth is not linear, but a
rollercoaster ride of adrena-
line highs and stomach-
churning lows. Business
leaders need both the stamina
and ability to shift their ap-
proach when necessary to
keep their companies on a
sustainable growth path in
the long term. The authors
tracked more than 110 CEOs
of young, innovative compa-
nies from more than 20 dif-
ferent countries and several
industries for more than five
years. Their research high-
lights an important paradox in
managing growth: The same
behaviors that are necessary
or beneficial to grow a firm
in the good times can easily
become traps in the bad. Be-
ing aware of this, and having
the capabilities to manage it,
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notably increases the probabil-
ity of success.

Specifically, the authors
identify four shifts of mindset
that leaders in volatile work
environments need to make if
they are to be effective: from
sticking to their guns, to col-
laborating with their critics;
from being the protagonist,
to becoming an enabler; from
always being one step ahead,
to making sure everyone is on
the same page; from living with
extremes, to staying firmly on
track. Above all, CEOs need to
remain grounded in a strong
set of personal values, such as
humility, kindness, patience
and fair treatment, which will
ultimately help organizations
deal better with the storms and
bounce back more rapidly to
the sunny days of growth.

Managing the Dark Side of Growth

the founder became so intense that the board
and investors eventually decided to replace
him with an outside CEO, although thisis not
the end of the story, as we shall see later.

Four Mindset Shifts

When attempts to grow fail, and situations
turn sour, an unknown face emerges. Manag-
ing these moments correctly is what makes
the difference between sudden death and
long-term survival. This oft-forgotten dark
side of growth affects the firm as well as the
CEO, who is under pressure from all sides.
Setbacks are par for the course.

Though our research applies to many
firms, in this article we focus on CEOs of
young, innovative, high-growth companies,
because managing for growth at the fron-
tiers of technology and innovation usually in-
volves navigating a seemingly endless string
of crises — and by “crises,” we do not mean
exceptional economic downturns, but sig-
nificant business challenges. These ventures
with no slack offer useful lessons for manag-
ing crises as they arise, before they become
life-threatening.

Anecdotal evidence suggests that CEOs,
even though they may have gotten a venture
off the ground through sheer determination,
oftenbottle out when confronted with adver-
sity, leading to negative consequences inside
and outside the company. Most leaders sel-
dom reflect on how high-growth strategies
and the lack of achieved growth targets can
affect them personally and how they can best
cope with them.

To deepen our understanding of this and
other issues, we tracked more than 110 CEOs
of young, innovative companies from more
than 2o different countries and several indus-
triesfor more than five years. We investigated
positive as well as negative outcomes.

Not surprisingly, we observed that growth
is never linear. Instead, it is highly volatile,
with extreme highs and lows. Deep crises are
almost always present along growth paths.
Most important to understand is that there
is a paradox in managing growth: The same
behaviors that are necessary or beneficial to
grow a firm in the good times can easily be-
come traps in the bad. Being aware of thisand
having the capabilities to manage it notably
increases the probability of success.
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Successfully managing the ups and downs
of growth depends on more than luck. The
ability to shift from growing mode to crisis
mode and back again requires a strong set
of personal competencies. Specifically, we
identified four shifts of mindset that lead-
ers in volatile work environments needed
to make if they were to be effective; if not,
it could easily lead to undesired outcomes.
Some of these are intuitive, others are not.
Underlying these four mindset shifts was the
ability to remain grounded in a strong value
system. Here we will consider these four
mindset shifts more closely.

From Fighting Non-Believers to
Collaborating With Attackers

Itis oftenthought,and in some senseitistrue,
that entrepreneurs need thick skins in order
to pursue their goals fearlessly, particularly
when confronting those who doubt the vi-
ability of their ideas. To grow, entrepreneurs
need to be persistent and fight against non-
believers — early customers, investors, part-
ners and others.

One of the female entrepreneurs in our
study described what she was up against when
planning tolaunchanew IT venture in the re-
cruitment industry: “VCs or banks were not
eagertoinvestinanotherIT project, especial-
ly related to HR, which is not a hot business
area and already had a lot of money-losing
competitors.”

Despite her attempts to raise money, not
oneinvestor stumped up the capital. Unfazed,
shewentonto participate in several entrepre-
neurship competitions to get herself in front
of more investors, both to convince them of
herideaandalsotoreceive valuable feedback.

Eventually, she won prizes for “best entre-
preneurial idea” and “best elevator pitch” in
contests sponsored by a European business
school and the global HR provider Adecco,
among others. That same year, she estab-
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Successfully managing the ups and downs of growth
depends on more than luck. The ability to shift from
growing mode to crisis mode and back again requires a
strong set of personal competencies.

lished herfirmasanindependent venture and
was able to secure VC financing. In the end,
she was living proof of Winston Churchill’s
line: “Never give in.”

In the early stages, this uphill battle for
growth is often difficult. But so long as one
feels one is on the right track, it is easier to
remain resilient and listen to feedback for
improving one’s product, service or busi-
ness model.

However, when things take a wrong turn
and a firm finds itself spiraling down into a
severe crisis, there is a strong temptation to
shut down or isolate oneself in a seemingly
safe place. This is especially true when con-
centrated pressure from clients, investors
and other stakeholders intensifies.

Whileitisasimportantasbefore toremain
persistent and goal-oriented, it is vital to be
opento outside input and embrace those who
attack instead of hidingin a shell. The danger-
ous trap is that persistence is misunderstood
and turns into stubbornness and defensive-
ness. When this happens, the CEO may be
unable to recognize his or her own mistakes
and be less open to valuable and necessary
feedback from stakeholders.

In such times, those who were successful
were willing and able to listen to the criti-
cisms of others and keep working in close
collaboration with investors and stakehold-
ers, even when being attacked by them. This
isworth doing, as solutions sometimes come
from detractors or those who question one’s
abilities as a leader. Furthermore, these peo-
ple often wield significant power over the
company’s future.

Alternatively, one may expend energy jus-
tifying past actions or in personal confronta-
tions, only believing in one’s own opinion and
disregarding any external advice. But these
are dangerous reactions, as one CEO learned
the hard way. When his strategy yielded poor
results, he simply chose to ignore his board’s
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