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The Blancpain Gambit

n 1983, Jean-Claude Biver bought the dormant Blancpain watch brand for the inflation-adjusted
I equivalent of sixteen thousand dollars. Blancpain had produced mechanical watches since 1735 and
had gone bankrupt for the obvious reason: quartz watches, introduced by Seiko in 1969, were more
accurate, cheaper to produce, and required almost no maintenance. By the early 1980s, the Swiss me-
chanical watch industry was in freefall. Hundreds of manufacturers had closed. The survivors were cut-
ting prices and laying off watchmakers. Conventional wisdom was unanimous. Mechanical watchmak-

ing was a dead art, killed by Japanese technology.

Biver’s first act was to announce a positioning statement the industry found somewhere between delu-
sional and offensive: “Since 1735 there has never been a quartz Blancpain watch and there never will
be.”

Biver reframed every liability of mechanical watches as a selling point, the imprecision that came from
hand-assembly, the cost that came from scarcity, the obsolescence that signaled two and a half centuries
of heritage. The entire positioning was an act of jujitsu, and it carried a vicious secondary effect: every
efficiency improvement quartz manufacturers achieved, every reduction in unit cost, every increase in
accuracy, made Blancpain more desirable by contrast. The better quartz watches got, the more obviously
they were mass-produced commodities. And the more obviously they were commodities, the more a cer-

tain kind of buyer would pay to own something that was not.

Now consider a bankrupt soda company in 1934. Pepsi had survived two bankruptcies in fifteen years
and was being run by Charles Guth, a candy store owner who had bought the brand’s assets out of re-
ceivership for twelve thousand dollars. Coca-Cola dominated with a six-ounce bottle sold for a nickel.
The contour design, patented in 1915, was recognizable in the dark, by touch alone. Coke’s distribution

network covered every corner store, soda fountain, and filling station in America.["!

MECHANISM

The Competitor Trap

Seiko was locked out. Its manufacturing infrastructure, its pricing strategy, its distribution network, its
brand promise of affordable precision , all of it depended on quartz. For Seiko to follow Biver would mean
unwinding decades of capital investment and abandoning the customers who valued what Seiko actually
sold. Biver's position worked precisely because his competitors had no path to it.
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Guth’s team found a different set of terms. Prohibition had just ended, and breweries were dumping
their old inventory, which meant recycled twelve-ounce beer bottles were available in enormous quanti-

ties for almost nothing. The cost of the liquid itself was, as David Rosenthal put it, “approximately free.

Whether you're serving six ounces of liquid per bottle, or twelve ounces of liquid per bottle, it’s not going

to impact your margins that much.”"!
So Pepsi started selling twelve-ounce bottles for a nickel. Twice the product, same price.

Pepsi’s Depression-era jingle drove the point home with nursery-rhyme simplicity. The genius was
mathematical, not creative. Pepsi had found a cost structure that Coca-Cola could not adopt without
detonating decades of capital investment and brand positioning. Each of those hundreds of millions of
contour bottles, the ones Coke’s executives displayed so proudly in their boardrooms, was a reason the

company could not move.

STRATEGIC
The Glass Prison

Hundreds of millions of six-ounce contour bottles in circulation. Vending machines, coolers, display racks ,
an entire physical infrastructure designed around a six-ounce format. Switching to twelve ounces would
require replacing every piece of it. Cutting the price per ounce in half would cut revenue per serving in half.

The most iconic asset in American consumer goods had become a tiny glass prison.

Hamilton Helmer would later formalize this dynamic in his 7 Powers framework, calling it the asymmet-

ric dilemma: a challenger adopts a business model that works for the challenger but would destroy value
for any incumbent who tried to copy it. The incumbent is not stupid. The incumbent sees what is hap-

pening. The incumbent simply cannot respond without committing a form of corporate suicide.

Biver moved upmarket, reframing obsolescence as luxury. Guth moved downmarket, reframing bank-
ruptcy as value. Opposite directions. Same structure. The dominant player could not follow either of

them without abandoning the position that made it dominant.

That structure, and the wreckage it produces when the bet is wrong, is the subject of this volume.
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The Asymmetric Dilemma

enry Ford’s decision to build only the Model T is one of the most documented moments in
business history, and the documentation mostly misses the point. Ford’s decision was a bet

that his own organization opposed.

He described the internal resistance with a candor that makes clear how alone he was: “I cannot say that
any one agreed with me. The selling people could not of course see the advantages that a single model
would bring about in production. More than that, they did not particularly care. They thought that our
production was good enough as it was and there was a very decided opinion that lowering the sales price

would hurt sales.”

Read that last clause again. Lower prices would hurt sales. This is the business equivalent of a fire de-
partment arguing that better fire prevention would reduce fire department revenue. The logic is circular,
the reasoning is self-serving, and by the standards of the existing automobile business in 1907, it was
entirely correct. The industry made money by selling expensive cars to rich people. Offering a single
model at a low price meant competing not with other automobiles but with horse-drawn transportation
and bicycles. It meant betting that a market existed for cheap cars when no such market had ever been

proven at scale.

Ford bet anyway. Every other manufacturer offered multiple models at various price points, with facto-
ries designed for variety, workers who shifted between assembly tasks, and suppliers who provided dif-
ferent components for different cars. To copy Ford meant dismantling their own factories bolt by bolt on
the theory that the mass market he imagined would actually show up. They watched his prices drop
from $850 in 1908 to $360 in 1916 to $260 in 1924, and they stood paralyzed, because following re-

quired destroying every piece of infrastructure they had spent decades assembling.!?!

The dynamic has a name in ecology: competitive exclusion. Gause’s principle holds that two species
competing for exactly the same niche cannot coexist indefinitely, one will drive the other to extinction or
force it into a different niche entirely. Ford occupied the low-cost, high-volume automobile niche so
completely that no competitor could survive in it. His rivals were not outcompeted on the merits of any
single decision. They were excluded from the niche itself, because the niche demanded a production sys-
tem none of them possessed and none could build without first demolishing the system they already
had.
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QUANTITATIVE
Ford's Self-Reinforcing Spiral

Ford articulated the economic logic with characteristic bluntness. Lower prices required higher volumes,
higher volumes required lower unit costs, lower unit costs required single-model production, and single-
model production required lower prices. Once the flywheel started turning, it pulled Ford further from

every competitor with each rotation.

Hiring produces the same asymmetry. John Connaughton, one of Bain Capital’s managing directors, ex-

plained why the firm recruited from consulting rather than investment banking: “We hire from consul-
tants who are risk averse. They probably went into consulting because they didn’t want to take the kinds
of risk that one would take in an investment business. And the rest of the industry was hiring from in-
vestment banks, which are about getting fees for transactions, not for making returns on investment. So

it’s probably the worst possible place to hire from.”!

Investment bankers are trained to close deals. The fee arrives when the deal closes, regardless of
whether the deal turns out to be a good investment. A banker who kills a bad deal earns no fee. A con-
sultant is trained to analyze a business and deliver a recommendation, which creates an institutional
bias toward understanding how businesses work rather than toward completing transactions. The rest
of the private equity industry hired from investment banks. Bain hired from McKinsey and Bain &
Company. The quality that made consultants “unsuitable” for private equity, their caution, turned out to
be the single most important skill in investing. Saying no is how you avoid losing money. Bankers are

trained to never say no.

Michael Ovitz pushed the same logic further when he hired Glenn Lowry to run the Museum of Modern
Art. Lowry held a PhD in Islamic Art. He knew nothing about contemporary art. “Everyone that was de-
bating it was saying, well, he doesn’t know anything about art,” Ovitz recalled. “Well, that’s true, but nei-
ther did I when I started and you learn.” Lowry ran MoMA for nearly three decades and transformed it

into the most visited museum in the United States.['*]

In 1989, Jorge Paulo Lemann told his partners at Garantia, then Brazil’s most profitable investment

bank, that he had bought Brahma, the country’s second-largest brewer. Sixty million dollars. His chiet

economist thought he had lost his mind. “You're mad,” Claudio Haddad said. “How are we going to

pay? ”»
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HISTORICAL
The PSD System

The Brahma acquisition began a compounding sequence that would eventually produce AB InBev, the
largest beer company in the world. Lemann and his partners had already developed what they called the
'PSD' system: pobre (poor, as in low-cost operations), simples (simple, as in minimal hierarchy), and
determinado (determined, as in aggressive targets). Within three years, Brahma's margins had doubled.

Lemann did not build a financial model. He looked sideways. “Who was the richest man in Venezuela? A
brewer. The richest in Colombia? A brewer. Argentina? A brewer. These guys can’t all be geniuses. It

must be the business.”

If beer produced billionaires in every country on the continent regardless of who ran the company, then
the business itself had properties, pricing power, brand loyalty, captive distribution, low input costs,

that generated wealth almost automatically. The operator’s job was simple: do not get in the way.

Lemann’s deeper bet was temporal. He and his partners saw that Brazil’s hyperinflation would eventual-
ly end, and when it did, consumer spending would stabilize and grow. They bought Brahma not for the
business as it existed in 1989 but for the business it would become when macroeconomic conditions

normalized. Martin Escobari later described the timing: “They were owners of the number one invest-

ment bank in Brazil, making money from volatility and inflation, but they knew inflation would end one
day. They said, ‘We want to buy a company that will benefit from low inflation rising consumption.’

They waited five years for Brahma to come for sale.”!?!

His partners called him mad because in 1989 Brazil it was mad to sink sixty million dollars into any-
thing other than financial speculation. Lemann saw it the other way. The speculation was the madness.

The real opportunity was in businesses that would still exist when the speculation ended.
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The Patience Tax

n the third quarter of 2006, a Citigroup analyst published a note recommending clients overweight
I Citigroup and underweight JPMorgan Chase. The reasoning was direct. Citigroup had delivered a
thirty-one percent return on equity. JPMorgan had delivered seventeen. The gap had persisted for
five consecutive quarters. The analyst’s conclusion was technically impeccable. Jamie Dimon was leav-

ing money on the table.

Dimon did not dispute the numbers. He explained the logic without hedging: “If you look at the history
of banks from up until 2007, a lot of banks were earning 30% return on equity. Most of them went bank-
rupt. We never did that much. But in 2008 and 2009, we were fine and they weren’t. You want to build a
real strong company with real margins, real clients, conservative accounting, where you're not relying

on leverage.”l

Dimon was not smarter than Dick Fuld at Lehman or Jimmy Cayne at Bear Stearns. He was playing a
different game on a different clock. His competitors optimized for quarterly returns. He optimized for
decadal survival. An analyst covering JPMorgan in 2006 would have written, correctly, that the bank
was underperforming its peers. The analyst would have remained correct by every measure that mat-
tered to the analyst’s clients right up until the morning of October 2008, when correctness became irrel-

evant and survival became the only metric.

Every quarter for five years, Dimon had to explain to shareholders why JPMorgan earned less than
Citigroup. Every board meeting, he defended a conservative posture against directors who watched
competitors gorge themselves on leveraged returns. His defense was pattern recognition. He catalogued
financial crises the way an epidemiologist catalogues plagues: “In 1972, the stock market hit 1,000. It
had hit 1,000 in 1968. By 1974, it was down 45%. In 1980, you had a recession. In 1982, another reces-
sion. It was lower than in 1968. In 1987, the market was down 25% in one day.”* The catalogue was ar-
mor against the amnesia that defines financial markets, where every boom produces the conviction that

this time is different and every bust proves that it never is.

Ross Perot demonstrated the patience tax from the investor’s side, though he failed the test. In 1978,
Bernie Marcus and Arthur Blank had just been fired from Handy Dan Home Improvement Centers. No
money, no stores, no plan. What they had was the idea for a new kind of home improvement warehouse.
Perot offered them two million dollars for seventy percent of the company that would become Home

Depot.F*!
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CONTRARIAN
The Survival Premium

Other banks traded survival for short-term performance. Their thirty percent returns were achieved
through borrowing enormous sums and deploying them in positions that produced gains as long as the
market kept rising. Lehman Brothers, Bear Stearns, Wachovia, Washington Mutual: all outperformed

Dimon in the boom years. None survived to compete in the recovery.

Then the deal collapsed over a car.

Marcus drove a four-year-old Cadillac. Perot asked what kind. Marcus told him. “My people don’t drive
Cadillacs,” Perot said. “My guys at EDS drive Chevrolets.” Marcus pointed out that his used Cadillac had
cost less than a new Chevrolet. Perot said it again. Marcus explained the economics a second time. Perot

said it a third time.!

Marcus walked away. “If this guy is going to be bothered about what kind of car I'm driving, how much
aggravation are we going to have when we have to make a really big decision? I would rather starve to
death.”®!

Home Depot grew into the largest home improvement retailer in the world. The most expensive vehicle
in American business history turned out to be the Chevrolet that Ross Perot demanded a man drive in-
stead of his used Cadillac. Perot’s two million dollars, had the deal closed, would have been worth tens

of billions at peak. One imagines he does not bring up the Cadillac story at dinner parties.

PATTERN
The Control Signal

The Cadillac was about control, not transportation. Perot's insistence signaled that he would extend his
management philosophy into every corner of the business, regardless of whether the philosophy produced
better outcomes. The used Cadillac cost less than the new Chevrolet, but Perot's objection had nothing to do
with cost. It had to do with conformity.

Sol Price, the FedMart and Price Club founder, taught Marcus the same lesson from bitter experience.
After losing control of FedMart to a German investor, Price showed Marcus a room piled floor to ceiling
with legal depositions. “These are depositions. This is what I've spent the last 3 years of my life going

through.” Even when you win the lawsuit, Price told him, you lose. Only the lawyers make money.!

Henry Singleton built Teledyne during the 1960s conglomerate boom by acquiring 130 companies, using

stock that traded at twenty-five times earnings to buy solid businesses at ten times earnings. Issue ex-
. Written bil!\/lartin Mach . . ALAMO RESEARCH LAB
pensive paper, buy cheap assets, watch per-share earnings climb.



Then 1972 arrived. The market crashed. Conglomerates fell from favor. Teledyne’s stock collapsed.

Singleton reversed the trade. He walked into his office and told his colleague George Roberts: “George,
we’re going to make a bid for our stock at twenty dollars a share.” Nobody did buybacks in 1972. Wall
Street recoiled. The conventional wisdom held that companies should issue stock when prices were high
and conserve cash when prices were low. Singleton had issued stock when it was expensive. Now he
bought it back when it was cheap. Same analytical framework, same comparison of price to intrinsic val-
ue, opposite action. His competitors had spent their cash on acquisitions that were now worth less than
they had paid.

QUANTITATIVE
Ninety Percent Repurchased

Over the next decade, Singleton repurchased ninety percent of Teledyne's outstanding shares through eight
separate tender offers. He did not need the businesses to grow. He just needed them to maintain their

earnings while the share count shrank. The per-share value rose mechanically.

Henry Clay Frick operated the same logic at a cruder scale. He arrived in the coke business during the

Panic of 1873, walking the ridgelines of the Connellsville seam in southwestern Pennsylvania where bee-
hive coke ovens dotted the hills and prices had fallen from five dollars to ninety cents a ton. His partners
were ruined. Competitors across the region were desperate to sell their coal lands and ovens at any

price.

Frick bought. He gauged the depression, as one biographer put it, as being “of a tidal character” that
would eventually carry the business to higher levels. While everyone else liquidated, Frick accumulated.
When the depression ended, coke prices rose to four and five dollars per ton. Frick controlled eighty

percent of the Connellsville supply. He was a millionaire at thirty.['”]

Carnegie applied the same principle to steel. During the lean years between 1893 and 1898, he “proceed-
ed to use cheap labor and cheap material in order to double the size of his plant.”['3] Rockefeller prac-
ticed the same discipline at Standard Oil, building extreme operational efficiency that generated profits

even when oil prices crashed.!"%

The thread connecting Singleton, Frick, Carnegie, and Rockefeller: you cannot decide to buy cheap dur-
ing a panic. You must decide, years before the panic arrives, to accumulate the reserves that make cheap
buying possible. The decision to save during a boom, when everyone else is spending, is itself the bet. It
looks timid in the good times. It looks brilliant in the bad times. Carnegie put it with characteristic

bluntness: “The man who has money during a panic is the wise and valuable citizen.”
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1V
The Frozen Architecture

n 1997, Larry Page and Sergey Brin tried to sell their search algorithm to Excite, the leading search
engine of the era. The results were demonstrably better. Type a query into Excite and you got a
page of loosely relevant links. Type the same query into BackRub, as Page and Brin called their sys-

tem, and you got exactly what you were looking for.!®!

Excite said no. The search results were too good.

Excite’s business model depended on users staying on the site, clicking around, navigating back, trying
new searches, browsing content. Every additional minute spent on Excite was another ad impression
served. The CEO could not see that a business model existed in which better search results produced
more revenue rather than less, and that this model would make his entire company obsolete regardless
of what he did.

Two graduate students walked into an office and offered a man the technology that would become worth
two trillion dollars. He turned them down because it worked too well. This is not a parable about short-
sightedness. The CEO correctly identified that adopting BackRub would reduce time-on-site, reduce ad

impressions, reduce revenue. His analysis was flawless. His error was existential.

Google solved the problem Excite could not even perceive. Advertising tied to search intent rather than
to time spent browsing. When a user typed “buy running shoes,” Google showed ads for running shoes.
The faster and more accurately Google delivered results, the more clearly users revealed commercial in-
tent, and the more valuable the advertising became. Speed and accuracy, the features that would have

destroyed Excite, became the engine that built Google.['®

CONTRARIAN
Rational Self-Destruction

Excite's rejection was rational within the logic of its business model. No CEO adopts a technology that
reduces revenue, no matter how much it improves the product.

Twenty years later, the same architecture trap reappeared at planetary scale. When TikTok began grow-
ing in 2018, Facebook, Twitter, and LinkedIn all faced a common threat: each had been built on the
premise that the social graph, your network of friends and acquaintances, was the core asset. TikTok
abandoned the social graph entirely. Its algorithm showed content from strangers based on what it pre-

dicted you wouldenjoy;without reference to who you knew or who yowfollowedicArcH LAB



Both Excite and Facebook responded the same way: bolt the challenger’s features onto the existing ar-
chitecture. The result was a hybrid inferior to the challenger because the existing architecture had been

designed for a different purpose. Reels is not TikTok. It is Facebook wearing TikTok’s clothes.

The semiconductor industry in the 1980s assumed chip design and manufacturing were inseparable, be-
cause they always had been. Morris Chang built TSMC on the recognition that the assumption had be-
come false. Manufacturing technology had advanced to the point where a specialist could produce chips
as well as or better than a company that divided its attention. The cost of building a state-of-the-art fab
had risen so high that only the largest companies could afford one. Hundreds of brilliant chip designers
with no manufacturing capability were locked out of the market. Chang let them in. Intel and Texas
Instruments would have had to write off billions in fabrication capacity and dismantle the vertical inte-

gration they had spent decades building.[™

Reed Hastings exploited a temporal version of the same freeze. In the late 1990s, every media company
was chasing internet delivery, which the infrastructure could not yet support. “Everyone was excited by
internet delivery,” Hastings recalled. “And I'm like, but it’s not even close. And we had a contrarian the-
sis that we could build a business with DVD and then transition it to streaming. And it’s precisely be-

cause of that contrarian thesis that we didn’t have much competition.”®!

STRATEGIC
The Social Graph Depreciation

Facebook could not become TikTok because doing so would mean admitting that the social graph , the asset
it had spent fifteen years and hundreds of billions of dollars constructing , was no longer the primary driver
of engagement. Adopting TikTok's model fully would be a public confession that the company's core asset
had depreciated.

The market’s enthusiasm for the future had created a vacuum in the present. Nobody bothered building
a DVD-by-mail business at scale because DVDs were, in the minds of investors, already obsolete.
Hastings filled the vacuum with a technology the market considered beneath its attention: the United

States Postal Service.

Charlie Munger told a story about Berkshire Hathaway’s textile business that captures why frozen archi-

tecture is so difficult to escape even when you can see it. “One day, the people came to Warren and said,
‘They’ve invented a new loom that we think will do twice as much work as our old ones.” And Warren

said, ‘Gee, I hope this doesn’t work because if it does, I'm going to close the mill.”[®!
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A CEO hoping that a technological breakthrough fails. The reaction sounds insane until you do the
arithmetic. A new loom doubles output. But every competitor buys the same loom. Total industry output
doubles. Prices fall. The efficiency gains flow entirely to customers. The factory owner spends millions
on new equipment and ends up earning the same return on a much larger capital base. Munger and
Buffett eventually closed the mill and redeployed the capital into insurance, banking, and candy. Some

businesses cannot be improved. The only winning move is to leave.[!

If you work at a company older than ten years, you are sitting inside a frozen architecture right now. The
question is not whether your company’s assumptions have calcified. They have. The question is whether

you can name which ones.
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The Invisible Position

hen Roman Emperor Augustus sent his prefect Aelius Gallus to explore southern Arabia in
W 25 BCE, the Nabataeans faced annihilation. For centuries, their kingdom had controlled the
overland incense trade between Arabia and the Mediterranean, their cities carved into desert
rock at oases spaced precisely one day’s camel march apart, each one a chokepoint that extracted tolls
from every merchant who passed. A Roman expedition that successfully mapped a direct route would

eliminate the Nabataean middleman permanently.

Rome’s legions had crushed every army in the Mediterranean. Open opposition would end the same way

it had ended for the Gauls, the Egyptians, the Macedonians. So the Nabataeans offered to help.

They sent a guide named Syllaeus, described by the Roman historian Strabo as “a cunning politician.”
Syllaeus appeared to cooperate. He led the Roman force on a deliberately circuitous route through wa-
terless desert, guided them away from oases and toward hostile tribal territories, provided inaccurate in-
formation about distances and terrain. The expedition stalled. Disease and dehydration did what the
Nabataean army could not. The Romans retreated without establishing any trade route. The monopoly

survived another generation.

HISTORICAL
Syllaeus's Sabotage

Emperor Maurice of Byzantium would later codify Syllaeus's approach as military doctrine: avoid engaging
in pitched battles, especially in the early stages. Instead, make use of well-planned ambushes, sneak attacks,
and stratagems. The Romans had the strongest army in the world. The Nabataeans had the desert, and they
knew it better.

James C. Scott, the political scientist, spent decades studying a vast mountainous region of Southeast
Asia he called Zomia, stretching across parts of Vietnam, Laos, Thailand, Myanmar, and southwestern
China. For centuries, the populations living in these mountains practiced what Scott termed escape agri-

culture. They grew crops that made them invisible to the state.

States extract wealth through taxation. Taxation requires legibility: the state must see what its subjects
produce, measure it, and claim a share. Rice and wheat are ideal for extraction. They ripen at pre-
dictable times, grow in visible fields, can be measured and stored. A government that controls a rice-
growing population knows when the harvest comes, how large it will be, and how much to take. The
Zomia populations plaritéd cassava, which grows underground and “¢dr( be~feft in' thé soil until the



farmer chooses to dig it up. They planted potatoes. Neither crop announces its presence the way a field
of standing rice does. Both can be harvested a few tubers at a time. Picture a tax collector arriving at a
hillside clearing where the soil has been turned but nothing is visible. No harvest to count. No granary to
inventory. The empire’s machinery of extraction, designed for flatland agriculture and written records,
simply could not gain purchase on people who grew their wealth underground and kept their knowledge

in their heads.

HISTORICAL
Invisible Wealth

Scott argued that entire ethnic identities were strategic decisions about visibility: oral rather than written
cultures, decentralized social structures, shifting rather than settled agriculture. A people without written
records cannot be catalogued. A people who move cannot be mapped. A people who grow food underground
cannot be taxed.

Philip IT of Macedon learned the inverse lesson. Held hostage in Thebes as a teenager in the 360s BCE,

he observed Greek democracy from the inside and catalogued its weaknesses like a jewel thief casing a
vault. Historian Peter Green described what Philip saw: “constant party intrigue, lack of a strong execu-
tive power, the inability to force quick decisions, the unpredictable vagaries of the assembly at voting

time, the system of annual elections which made any serious long-term planning almost impossible.”

Philip returned to Macedonia and built a system calibrated to exploit every weakness he had recorded.
Permanent rule against annual elections. A professional standing army against amateur militias.
Autocratic decision-making against assembly debates. By the time the Athenian assembly had voted on
whether to send troops, Philip’s army had already marched three hundred miles and taken the objective.
His son Alexander inherited these structural advantages and used them to conquer an empire from

Libya to India.

PATTERN
Speed Against Deliberation

Speed against deliberation. Professionalism against amateurism. Continuity against disruption. Unity
against faction. Philip did not beat the Greeks by being braver or more numerous. He beat them by
operating on a decision cycle that the Greek political system could not match.

But Philip’s autocratic system also produced a single point of failure. When he was assassinated, his
strategic vision nearly died with him. Only Alexander’s exceptional ability preserved the system.

Democracies, forcalbtheir iiraddening slowness, survive the loss of individitakleaders: Aitocracies often



do not. The same trade-off haunts every founder-led company: speed and decisiveness in exchange for

fragility at the top.

The deepest positions are the ones competitors cannot see clearly enough to copy. Syllaeus used infor-
mation the Romans could not acquire. The Zomia farmers chose crops that made measurement impossi-
ble. Philip built speed that was invisible until the army arrived at the gates. Costco’s membership data
reveals exactly which products each member buys, how often, and in what combinations, information
invisible to competitors who can see Costco’s prices but not the purchasing behavior driving Costco’s de-
cisions.®! TSMC’s manufacturing knowledge, accumulated over millions of production runs, lives in the
hands and instincts of engineers, not in documents that can be stolen or patents that can be read.[”? The

best moat is the one your competitor does not know exists.

Written by Martin Mach ALAMO RESEARCH LAB



Vi

The Forbidden Position

n 2005, Novo Nordisk’s CEO Lars Sorensen stepped to a podium and made a public declaration
about obesity: “Obesity is primarily a social and cultural problem. It should be solved by means of a

radical restructuring of society. There is no business for Novo Nordisk in that area.”!%

Inside the building, a scientist named Lotte Bjerre Knudsen was working on liraglutide, a GLP-1 recep-

tor agonist that had shown dramatic effects on weight loss during diabetes trials. Patients taking the
drug for blood sugar were losing significant weight as a side effect. Knudsen wanted to develop it specifi-

cally as an obesity treatment.

She was working against everyone. The pharmaceutical industry had been burned by previous obesity
drugs: fenfluramine pulled for heart valve damage, sibutramine pulled for cardiovascular risk, rimona-
bant pulled for psychiatric side effects. Every previous attempt to medicate obesity had ended in recall,
litigation, or both. The FDA was hostile. Insurers refused coverage. And her own CEO had just stood on

a stage and publicly declared there was no business here.!'%

STRATEGIC
Betting Against Yourself

Knudsen was positioned against her own company's economic interests. Novo Nordisk was the world's
largest insulin manufacturer. An effective obesity drug would prevent some cases of type 2 diabetes from
developing, potentially shrinking Novo Nordisk's core market. Pursuing the drug meant betting against the

company's own largest revenue stream.

The CEO of the world’s largest insulin company, publicly announcing that the disease most directly up-
stream of insulin dependency had “no business” for Novo Nordisk. A physician who treats broken legs
declaring there is no business in preventing falls. Knudsen spent nearly two decades on a program the
company’s leadership had publicly disavowed, in a therapeutic area the industry considered radioactive,
for a condition the medical establishment did not fully accept as a disease. The program produced
semaglutide, sold as Ozempic for diabetes and Wegovy for weight loss, and by 2024 it had made Novo

Nordisk the most valuable company in Europe.!'%

The uncomfortable lesson: some of the most valuable bets require working against the explicit instruc-
tions of your own organization. Knudsen did not have support. She had tolerance, barely, and the per-

sistence to keep producing data until the data became impossible to ignore.
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David Heinemeier Hansson, known as DHH, built Basecamp and Hey.com on the same principle of pro-

ductive self-denial. He rejected venture capital. He rejected the separation of front-end and back-end
engineering. He rejected the assumption that software companies needed to grow as fast as possible or
die. “I fiercely fought splitting front end and back end apart,” he wrote. “This was one of the great crimes

against web development that we are still atoning for.”!""]

QUANTITATIVE
Seven Hundred to One

Hey.com shipped forty kilobytes of JavaScript to the browser. Gmail shipped twenty-eight megabytes
uncompressed. A seven-hundred-fold difference. Not a difference in features, a difference in philosophy.
Gmail's separation of concerns resulted in an application that shipped orders of magnitude more code than
necessary.

When investors told DHH that avoiding venture capital would limit his company’s potential, he agreed
cheerfully. He was not building the largest company. He was building the best product. When Silicon
Valley heard that and dismissed him, they were responding rationally by their standards. Their stan-
dards required growth at all costs. His required that costs stay below revenue. The two worldviews are

incompatible, which is precisely what made his position defensible.['!]

But the cautionary note cannot be deferred. Ford’s refusal to borrow worked spectacularly during the
Model T era. When the market shifted and customers demanded variety, the same rigidity that had pro-
duced cost discipline prevented adaptation. General Motors, which embraced the variety and financing
Ford rejected, overtook him and never looked back. A position that forbids adaptation cannot survive a

world that changes.
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The Structural Mirror

n January 5, 1914, Henry Ford posted a notice at the Highland Park plant that every worker’s
minimum wage would rise to five dollars a day, more than double the prevailing rate. The next

morning, ten thousand men lined up outside the factory gates in the January cold, stretching
down Manchester Avenue and around the block, hoping to be hired. The Detroit Free Press ran the story

above the fold. Ford’s competitors called him a socialist. His own shareholders questioned his sanity./!

Andrew Carnegie, two decades earlier, had solved the same problem from the opposite direction. After

crushing the Amalgamated Association at Homestead in 1892, Carnegie compressed wages for twenty

years. He eliminated the union, hired non-union workers, and paid as little as the market would bear.!'”]

Both strategies worked.

Carnegie’s cost compression produced the lowest per-unit steel costs in the industry. Ford’s wage premi-
um produced the lowest employee turnover, the most experienced workforce, and a line of applicants
that stretched around the block every morning. Carnegie created labor peace through domination:
workers with no alternative accepted whatever they were offered. Ford created it through saturation:

workers who earned more than they could earn anywhere else had no reason to organize.

PATTERN
Opposite Strategies, Same Destination

Opposite strategies. Identical outcomes. The mechanism was the same: the elimination of labor's
bargaining power. Carnegie destroyed it by crushing the union. Ford rendered it unnecessary by making the
union's promise redundant. Two men, same industry, same era, opposite approaches, same destination.

Ford explained himself with a bluntness that startled his competitors: “Cutting wages does not reduce
costs, it increases them. The only way to get a low-cost product is to pay a high price for a high grade ot
human service and to see to it through management that you get that service.”/? The Ford-Carnegie mir-
ror demolishes the comforting idea that any given problem has one correct solution. Carnegie’s ap-
proach worked in an era of surplus labor, weak unions, and no minimum wage laws. Ford’s worked in
an era of rapid expansion, skilled labor shortages, and a product whose market depended on the pur-
chasing power of the working class. Apply either strategy in the wrong conditions and it fails

catastrophically.
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Costco operates Ford’s logic at retail scale. Lowest prices in the industry. Wealthiest customers.[®! The
paradox dissolves when you examine the mechanism: the sixty-dollar membership fee selects for cus-
tomers with disposable income who plan purchases in bulk, and the psychological commitment of hav-

ing paid to enter drives repeat visits.

Sol Price, who invented the warehouse club model before Costco adopted it, articulated the philosophy
in five words that contain more strategic insight than most business books: “the intelligent loss of sales.”
Every hardware store stocked 3-in-1 oil in small, medium, and large sizes. Price did the math. The eight-
ounce bottle offered the best value. So that was the only one FedMart carried. When asked about cus-

tomers who wanted two ounces: “That’s the intelligent loss of sales.”®!

QUANTITATIVE

Four Thousand vs. Fifty Thousand

The average supermarket carries fifty thousand SKUs. Walmart carries a hundred and fifty thousand.
Trader Joe's carries four thousand. But Trader Joe's achieves over two thousand dollars in sales per square
foot, twice Whole Foods and four times the industry average. Scale economies achieved per-SKU, not per-
store.

He chose to lose that sale. The simplicity gained by refusing to carry multiple sizes, the reduced invento-

ry, the better negotiating position with suppliers, exceeded the revenue lost. Charlie Munger, who stud-

ied this model for decades, quoted Price directly: “Sol Price used to say a business should be careful in

the business it deliberately does without.”[®!

E.H. Harriman, in 1901, demonstrated that even locked structures have back doors. He wanted the
Burlington Railroad, but its stock was held by James J. Hill and J.P. Morgan in two holding companies.
The front door was shut. So Harriman launched a campaign to acquire the Northern Pacific itself. The
resulting stock battle drove Northern Pacific from $110 to over $1,000 in days and caused a one-day
market crash. Harriman ultimately failed; Morgan and Hill negotiated a hasty compromise. But the

principle survived: the lock on the front door means nothing if the building itself is for sale.

Siegmund Warburg proved the same point about social structures in 1958, when he launched the first

hostile takeover in postwar British history. The City of London operated on gentlemen’s agreements.
Mergers were arranged over lunch at White’s or Boodle’s, between men who had attended the same
schools and belonged to the same clubs. Going directly to a company’s shareholders without manage-

ment’s blessing violated every norm.
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HISTORICAL
The Outsider's Advantage

British Aluminium's defense rested on a claim of national sovereignty that was transparently fraudulent.
The establishment rallied behind British Aluminium not because its management was competent but
because the alternative , a world where outsiders could bypass management and appeal directly to

shareholders , threatened the entire system of quiet arrangement.

Warburg was a German-Jewish immigrant who had fled Hamburg in 1934. He did not belong to the
clubs. He had not attended the schools. The gentlemen’s agreements were agreements from which he
had been excluded by birth and circumstance, which meant the social sanctions that enforced con-
formity had no power over him. He had no network to lose. He had nothing to violate but rules that

were never written for his benefit.

Warburg won, and the victory changed British finance permanently. The hostile takeover became a stan-
dard tool. The principle that shareholders, not managers, owned the company became the governing as-
sumption of the market. Warburg had attacked something larger than one aluminum company. He had
attacked the system that protected incumbents from accountability to their own owners. Outsiders do

this kind of damage precisely because they have no stake in the system they are dismantling.
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The Self-Consuming Bet

n the morning of February 19, 1945, United States Marines began landing on Iwo Jima. The is-
O land was eight square miles of volcanic rock, garrisoned by twenty-one thousand Japanese sol-
diers under General Tadamichi Kuribayashi. Over the next thirty-six days, nearly every one of
those soldiers would die. Kuribayashi had ordered his men to fight to the last, and they did, in tunnels
and caves and fortified positions designed to exact the maximum cost for every yard of ground. The

Americans took the island, but at a cost of nearly seven thousand dead and twenty thousand wounded.

The engagement was a distillation of the asymmetry that defined the Pacific War. Western doctrine held
that soldiers should risk their lives but should not throw them away. Retreat was not dishonorable.
Surrender, when resistance became futile, was accepted. Japanese doctrine inverted every assumption.
Death in battle was the highest honor. Surrender the deepest shame. An officer who ordered his men to

fight to the last round and charge with bayonets was fulfilling his duty, not violating it.

The Japanese approach worked brilliantly at first. The shock alone produced tactical advantages
American commanders could not counter with conventional playbooks. But the doctrine contained a fa-
tal structural flaw: it consumed the people who practiced it. A military built on death rather than sur-
vival cannot replenish its forces. Every battle, win or lose, reduced Japanese combat strength perma-
nently. American forces retreated when necessary, surrendered when overwhelmed, and preserved
trained soldiers who fought again with accumulated knowledge. By 1944, Japan’s most experienced
combat leaders were dead. America’s most experienced forces were still learning, still adapting, and get-

ting more lethal with each engagement.

The parallel to business is exact. Strategies that require the destruction of the company’s own resources,
burning cash, exhausting employees, sacrificing profitability, can produce stunning short-term results
and then collapse when the resources run out. The startup offering its product for free is practicing a
version of the Japanese doctrine: consuming capital in a bet that the incumbent will break before the

money does.

MECHANISM
Replacing the Trading Floor

Peterffy bet against the human infrastructure of Wall Street itself. Every brokerage employed people whose
job was to translate information into action. Peterffy's system made those people unnecessary. A Goldman
Sachs partner could not walk onto the trading floor and announce that a computer would be replacing the
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Orlando Bravo built Thoma Bravo into the largest software-focused private equity firm by betting
against the assumption that growth requires losses. “Public investors who are extremely smart, creative,
highly-educated, and great, for some reason they believe that investing in growth is the same and goes
hand-in-hand with losing money and having a negative margin. Those two concepts are completely

different.”

Profitability funds growth. Bravo looked at the same data as the venture establishment and reached the
opposite conclusion: a company that cannot generate profits at its current scale will not magically be-

come profitable at a larger one. Scale amplifies what already exists. Including dysfunction.

In 1987, a Nasdaq employee making a routine visit to Thomas Peterffy’s trading office froze in the door-

way. A computer was placing trades on its own. No human in sight. The office that every other firm on
Wall Street would have staffed with thirty people in rolled sleeves and loosened ties, shouting at screens
and each other, contained one machine, humming. Peterffy, a Hungarian immigrant who had taught
himself programming when few traders on Wall Street could spell the word, had hijacked the data line
running into his Nasdaq terminal and connected it to a system that read incoming data, calculated posi-

tions, and executed orders without human intervention.

HISTORICAL

The Cult of Oblivion

Military historian Eric Bergerud described the gap: the extreme veneration of death of the Japanese was
unique and came dangerously close to becoming a cult of oblivion. It struck at the very nature of the warrior

code as understood in the West. In the West, death in war had value only if it had purpose.

What remains, decades later, is Interactive Brokers: four million customers, over seven hundred billion
dollars in client assets, three thousand employees, most of them engineers. In 2024, the firm generated
3.7 billion in profits on 5.2 billion in revenue. Fees so low that competitors stopped trying to compete on

price.

Bravo’s software companies generate the cash that funds their own growth. Peterffy’s automated sys-
tems improve with every trade, reducing costs and attracting more volume. Neither strategy consumes

itself. Neither requires continuous external infusions. Neither practices the Japanese doctrine.

The startup raising a Series B to cover the losses from its Series A, then a Series C to cover the losses
from its Series B, is practicing it. The question is not whether the strategy is bold. The question is
whether it feeds itself or eats itself. Most founders cannot tell the difference from the inside, because

both feel identical in the early years: exciting, dangerous, and just barely working.
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The Survivorship Problem

l E very example in this volume is a winner. Biver, Ford, Hastings, Dimon, Lemann, all vindicated,

all proof that betting against the consensus can produce spectacular returns.
The structure of the argument is the structure of survivorship bias itself.

For every Biver who bet on mechanical watches and built a luxury empire, dozens of Swiss watchmakers
also refused to adopt quartz. They went bankrupt. The difference between Biver and the bankrupt
watchmaker is not visible in the strategy. It is visible only in the outcome. For every Dimon who main-
tained a conservative balance sheet and was vindicated by a crisis, risk officers at other banks advocated

the same conservatism, were overruled, and were proven right only after they had been fired.

In November 2011, Ron Johnson stood on a stage and announced the reinvention of JCPenney. Johnson
had built the Apple Store, the most profitable retail operation per square foot in history, and his creden-
tials were impeccable. His thesis was structurally identical to several bets in this volume: the depart-
ment store model was a calcified system built on perpetual markdowns, and a challenger who offered
honest pricing, clean design, and a superior shopping experience could counter-position against the en-
tire industry. He eliminated coupons. He removed clearance racks. He redesigned stores. He hired ar-
chitects and designers. He was, by every strategic measure this volume would endorse, making the right

bet against a calcified industry.

JCPenney’s revenue fell twenty-five percent in his first year. It fell another thirteen percent in his sec-
ond. Johnson was fired seventeen months after his announcement. The stock, which had traded at forty-
two dollars on his first day, was at fifteen when he left. He had applied the logic of counter-positioning
with precision, against the right kind of calcified architecture, in the wrong set of conditions. JCPenney’s
customers were not Apple’s customers. They had been trained by decades of coupons and clearance
sales to measure value in discounts. Removing the discounts did not reveal the product’s worth. It re-

moved the reason to shop. The strategic logic was sound. The market did not cooperate.

This volume cannot help you with the only question that matters: whether your specific bet will be the

one that pays off.

If you just read thirty case studies of successful bets without once asking “but how many people tried

this and failed,” you have demonstrated the bias that makes this strategy look more reliable than it is.

Most contrarian bets are simply wrong. The market is usually right. The consensus usually holds. The

person who disagrees, with,eyeryone is usually mistaken, not visionary, The defining characteristic of a
successful bet is identical to the defining characteristic of delusion: absolute conviction in a position that



everyone else considers incorrect. The difference between the two is visible only after the fact, which

means it is useless as a guide.

The volume’s evidence reveals a second uncomfortable truth. Successful bets harden into their own or-
thodoxy. Ford’s single-model strategy was brilliant until the market wanted variety. Netflix’s DVD thesis
was brilliant until streaming arrived. The person who successfully bets against a hardened architecture
eventually builds a new architecture that hardens in turn. The challenger becomes the incumbent. A

new challenger bets against them. The cycle rotates.

Sit with that. If you were advising Ford in 1914, would you tell him to hold his position more loosely?
His rigidity was his genius. It was also, ten years later, his blindness. The quality that makes a bet suc-
ceed is the quality that prevents the bettor from knowing when to abandon it. No framework resolves

this.
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The Portable Playbook

he conventional advice on competitive strategy is to find your competitive advantage and defend
T it. Every MBA curriculum teaches Porter’s Five Forces, SWOT analysis, the resource-based view.
This advice tells you how to compete within an existing game. It does not tell you how to recog-
nize the moment when the game itself has turned against you, when the shared assumptions that define

your industry are the assumptions that will destroy everyone who holds them.

You cannot think your way out of a frozen architecture. You cannot introspect your way out of a self-
consuming bet. The tools prescribed by business schools operate at the individual level, and the condi-
tions described in this volume operate at the systemic level. The following five practices are derived
from operators who actually navigated these dynamics. Each addresses a specific failure that no amount

of strategic planning could have caught.

The Lemann Observation. Lemann did not build a financial model before buying Brahma. He
looked sideways. The richest person in Venezuela was a brewer. Colombia, a brewer. Argentina, a brew-
er. If beer produced billionaires in every country regardless of who ran the company, then the business
itself had structural properties that mattered more than execution. Lemann’s method was to study out-
comes across analogous markets before opening a spreadsheet. If the same type of business produces
wealth everywhere regardless of operator talent, the structure is doing the work and your job is to not
get in the way. If different operators produce wildly different outcomes, execution is what matters, and
you are making a bet on your own talent, which is a different kind of bet entirely. Test it simply: name
three markets where your type of business exists and identify the wealthiest person in each. If the an-
swer is always someone in your industry, the structure favors you. If the answer varies, you are betting

on yourself. Know which bet you are making.

The Frick Pre-Position. Frick walked the ridgelines of the Connellsville seam during the Panic of
1873 and bought coke ovens from desperate men who could not imagine prices rising again. He could
buy because he had cash. He had cash because he had saved during the preceding boom when saving
looked foolish. Carnegie doubled his steel capacity during the depression of the 1890s for the same rea-
son: reserves accumulated when his competitors were spending their profits on dividends.['® The visible
act is the purchase at distress prices. The invisible act, the one that makes it possible, is the years of dis-
ciplined accumulation that preceded it. The crisis is the opportunity. The operational structure that gen-
erates surplus in a boom is the weapon. Without the second, the first is a spectacle you watch from the

sidelines.
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The Excite Inversion. Excite’s CEO rejected a search engine that worked too well. Coca-Cola could
not match Pepsi’s twelve-ounce bottle without dismantling its entire physical infrastructure. Facebook
could not become TikTok without confessing that the social graph had depreciated. Each incumbent
identified the specific improvement that would damage its current business and chose not to adopt it.
The challenger built a company around that exact improvement. Sit down with a blank page and de-
scribe what a better version of your product would look like if you had no existing business to protect.
Be specific. Identify the improvement you have rejected because it would reduce current revenue, in-
crease current costs, or require abandoning current infrastructure. Now stare at what you have written,
because it is your attacker’s business plan. If someone builds a company around that sentence, can you

respond? If the answer is no, someone eventually will.

The Warburg Outsider Audit. Warburg broke the City of London’s gentlemen’s agreements because
he was not a gentleman by the City’s definition. He had been excluded from the norms that enforced
conformity, which meant the social sanctions that kept insiders in line had no grip on him. Bain Capital
hired consultants rather than bankers because the quality that made consultants “unsuitable,” their cau-
tion, was the advantage.®! Ovitz hired a scholar of Islamic Art to run MoMA because the absence of con-
temporary art assumptions was the credential. Insiders cannot see the assumptions they share because
those assumptions feel identical to common sense. Before any significant strategic decision, find some-
one from outside your industry, someone who has never worked in it and does not respect its conven-
tions, and ask them what seems strange about how your industry works. When they say “that’s weird” or
“why does everyone do it that way,” write it down. The calcified assumptions they identify are the ones a

challenger will exploit.

The Warrior Code Mortality Test. The Japanese warrior code produced fearsome initial results and
consumed the people who practiced it. By 1944, Japan’s most experienced soldiers were dead and
America’s most experienced forces were still learning and getting more lethal with each engagement.
Costco’s membership model, by contrast, replenishes: fees fund low prices, low prices drive renewals,
renewals fund next year’s fees.[®! Ford’s production replenished: every car sold funded the price reduc-
tion that created the next customer. For any bet you are making, map the resource flow. Does the bet
generate what it needs to continue, or does it consume resources that must be externally replaced? A
startup offering its product for free is consuming capital that must come from investors. A company cut-
ting prices to drive volume that funds further cuts is generating its own fuel. Both can work. But the self-
consuming strategy has a clock. The self-replenishing strategy has a flywheel. If all external capital van-
ished tomorrow, would your strategy keep running? If not, you need to know precisely how long your
capital will last and precisely what must become true before it runs out. If you cannot answer both ques-

tions, you do not yet understand your own position.
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The Honest Coda

I t would be satisfying to end with five clean practices and the implication that applying them will

protect you.
The evidence does not support that conclusion.

The operators who succeeded at these bets share a trait that resists naming and defies instruction. Not
intelligence. Many intelligent people bet wrong. Not courage. Courage without judgment is recklessness.
Something closer to a tolerance for loneliness: the willingness to maintain a position that everyone
around you considers wrong, for as long as the evidence takes to accumulate. Dimon endured years of
analyst criticism. Ford endured years of sales force objections. Biver endured years of industry derision.

Knudsen endured nearly two decades of institutional indifference.
The loneliness was the price of the position. The willingness to pay it was the price of admission.

Charlie Munger described the asymmetry with a cigar metaphor. A mentor had told him that the

Graham value approach, buying assets worth more dead than alive, had a ceiling: you could buy a cigar
butt with one puff left, and you would get that one puff, but you could not grow the cigar. The real prize

was a business where the cigar got larger faster than you could smoke it.['®!

The growing cigar. A business that compounds in value while the market misunderstands its nature. The

gap between the market’s perception and the operator’s conviction is the source of the return.

But knowing this does not help. It does not tell you which cigar is growing and which is smoldering. It
does not tell you whether the next person who bets against the consensus will be vindicated or ruined.
And it does not give you the nerve to apply the five practices in this volume when applying them means
contradicting everyone you trust, risking capital you cannot afford to lose, and accepting the possibility

that you are not a visionary but a fool.

The practices give you lenses. They do not give you nerve. And the nerve is the part that the people
around you, your board, your investors, your analysts, your colleagues, your family, will try hardest to
take away. Not because they are your enemies. Because they are doing their job, which is to protect you

from the risk that your conviction is simply a mistake. Most of the time, they are right to try.

If your instinct after reading this volume is to schedule a meeting to discuss counter-positioning oppor-
tunities, you have demonstrated why most organizations cannot execute them. The meeting is the anti-

body. The consensus required to act on the meeting’s conclusions is the immune response that neutral-
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izes the bet before it begins. The operators in this volume did not hold meetings. They held positions.

Alone, often for years, often against the explicit advice of people they respected.
The question is not whether you understand the strategy.

The question is whether you can endure it.
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