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The costs of leadership failure and derailment are high for all stakeholders and the consequences considerable.  Yet, 
management failure, as opposed to success, has only been studied for the last thirty or so years.  In a report from the 
Institute of Policy Studies in 20131, researchers examined the performance of the 241 corporate chief executives who 
ranked among America’s 25 highest-paid CEOs in one or more of the past 20 years.  Their analysis revealed widespread 
seriously poor performance within America’s elite CEOs.  The report’s key finding: nearly 40% of the CEOs on these 
highest-paid lists were eventually “bailed out, booted, or busted.”  Naturally the question arises: how and why leadership 
failure occurs and what can be done to prevent it? 

Within the investment industry, fiduciaries are often led to believe that the selection and retention of an investment 
manager based on factors such as the performance track record, the manager’s experience and the size and reputation of 
the organisation alone should be sufficient to assess the prospect of future investment success.  However, we contend 
that such factors only paint a fraction of the picture, and it is often the case that highly regarded investment professionals 
who boast such credentials fail to outperform on a persistent basis over the long term.  We believe that personality and 
human behaviours are critical - yet widely under-analysed - drivers of investment decisions and outcomes, which is why 
for the last twenty years we have adopted what is possibly a unique approach of integrating the views of in-house 
psychologists into our assessment of investment managers and their environments.  In this article, we draw on 
observations and academic research from the wider corporate world that seek to explain why high-flying leaders 
frequently fail and reflect on parallels of those dynamics within the investment management industry. 

Three observations - all of which are surprising and counter-intuitive to many people - characterise this growing and 
important body of work. 

First, it is the large number of leaders who fail and derail.  The data from over a dozen studies suggest the number may be 
as high as 50%.  That is, failure of one sort or other is as common as success.  This finding has a parallel in the ongoing 
debate within the investment management industry over the merits or otherwise of active versus passive investment 
management; specifically, the widespread recognition that, on average, less than 50% of actively-managed portfolios fail 
to exceed their benchmarks over time (after fees).   

Second, failure and derailment comes as a shock to many because those that do have often been chosen for (and lauded 
with) particular talents and are regarded as high flyers.  There have been many such incidences in the investment 
management industry when so-called “star” portfolio managers that were followed religiously by many investors 
subsequently tripped up when their shortcomings were exposed.   

Third, failure is not exclusively due to personality and pathology.  Organisational culture and processes that can allow and 
even sow the seeds of management failure (as well as employees or followers who are prepared to go along with, and 
obey, the derailing leader) are also frequent contributors.  For fire you need heat, oxygen and fuel: for derailment you 
need personal pathology, willing followers and a poorly regulated and managed corporate culture (often characterised as 
“poor governance”). 

There are both bad apples (people) and bad barrels (organisations).  Many organisations that have experienced significant 
derailment in leaders prefer individualistic explanations for failure: that is, some sort of personal malfunctioning.  They 
quite naturally resist the explanation that it was predominantly organisational processes and procedures (and the 
decisions that evolved from them) that may have encouraged the derailment.  Within our investment manager 
assessment, we seek to mitigate this risk as far as possible by gaining a holistic understanding of the investment firm 
(including its organisational culture and processes) through frequent and multi-layered interactions with key personnel.   

Incompetent vs Derailment 

It is important to make the distinction between failure rising from leadership incompetence and derailment.  In the 
literature on this topic, the latter has come to mean the demise of an otherwise successful leader who seems to have had 
too much of a good thing such as self-confidence, boldness or courage which might have led to an autocratic style of 
governance.  Indeed the strengths for which leaders are often chosen can over time become weaknesses, possibly due to 
the way they were overused or were compensatory in the first place.  

                                                                 

1 Executive Excess 2013: Bailed Out, Booted, Busted – A 20-Year Review of America’s Top-Paid CEOs, Institute for Policy Studies, August 2013. 
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The incompetent leader is lacking something and may have simply been over-promoted.  There may have been 
favouritism or simply a bad selection process leading to an inappropriate appointment.  Whatever the reason, they do not 
have the skills, energy, courage or perhaps the insight to do that which is required of a good leader.  They fail rather than 
derail.  

Why are they selected? 

The central question for many is: how were these people ever selected in the first place?   

Characteristically, selectors are looking for strong behavioural evidence that candidates have certain competencies.  Yet 
this approach overlooks some key selection criteria. 

First, selection involves both select in and select out - i.e. those characteristics you want and those you don’t.  It is the 
failure to do good select-out work that often leads to potential derailers getting through.  Select-out criteria are often 
thought of as “not enough” of the select-in criteria, rather than something they do not want in an individual.  At Stamford, 
we are very clear on what we wish to avoid when providing clients with our investment manager recommendations.  For 
instance, select-out criteria for us would include a tendency towards overconfidence or narcissism, traits that we know can 
lead to poor decision making.  Equally, we are concerned with those who are likely to lose their “moral compass” when 
faced with ethical decisions. 

Second, when selecting for particular competencies (team work, innovativeness) it is assumed more is better.  However, a 
very high score on a healthy competency could also be a sign of potential derailment.  Thus being rated as a very strong 
team player may indicate someone who hides in teams and is dependent rather than independent.  A strong analytical 
thinker may easily suffer from “analysis paralysis”.  Equally, someone who is rated as a mover and shaker may be 
dysfunctionally impulsive and a bully.  

Third, a consistent yet surprising finding for many from the analyses of failed and derailed leaders is that there were many 
early biographical markers of the future failure; when looking back there were clear indicators of the traits that later 
proved so crucial in leading to derailment.  To help combat this, our rigorous investment manager monitoring discipline 
places a great deal of emphasis on examining the investment footprints within a portfolio, continually seeking evidence of 
such markers within a manager’s behaviour.   

Fourth, while the use of personal references has been shown to be problematic, a detailed and structured interview with 
various people who have known the candidate well can provide extremely quick, cheap and relevant information on such 
indicators as those listed below.   

Three Crucial Indicators 

The modern literature based on both psychological and psychiatric theory suggests there are three very fundamental 
markers underlying leader derailment, representing a useful and simple checklist during an investment manager selection 
process. 

1. Relationships.  Can the person to be entrusted with the investment of client assets establish and maintain 
healthy, happy, long-term relationships with various sorts of people?  While problems with interpersonal 
relationships can frequently lead to derailment, these are often complemented by a whole range of self-defeating 
behaviours such as inflexibility, hostility, defensiveness, over-commitment and suspicion. 

2. Self-Awareness.  Does such a person have insight into themselves, i.e. their strengths and weaknesses, 
vulnerabilities and passions, idiosyncrasies and normalness?  Do they understand the implications of these for 
their behaviour and impact on others?   

3. Adaptability, Learning and Transitioning.  It has frequently been observed that a derailed leader’s early career 
success was often responsible for his/her later failure because they failed to learn and adapt.  At various times in 
their work life, career-minded people have to learn to let go of old, odd, dysfunctional assumptions and beliefs.  
Furthermore, they need to acquire and transition to new skills and ideas.  This often means exposing oneself to 
learning about situations that can threaten the desired outcome and which have a greater chance of failure. 
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Conclusion 

It has long been argued that we learn more from failure than we do from success and this appears to be the case with how 
studies on leadership derailment inform our understanding of healthy leadership.   

A growing body of literature focused on management failures suggests that human and organisational behaviours play a 
pivotal role.  While managers may fail due to their own incompetence, they may equally derail as the over-indulgence of 
qualities initially regarded as strengths (such as self-confidence) eventually become weaknesses that lead to poor decision-
making.  Drawbacks in the selection process, in particular a lack of attention to “select-out” characteristics, are partly 
responsible and a greater focus on the fundamental markers of derailment, early biographical indicators and 
unconstrained personal references may help to minimise the risk of a poor selection decision.   

We see many parallels between findings on leadership failure and our own scrutiny of investment managers.  In particular, 
we consider an investment manager’s personality as a critical input impacting on eventual investment outcomes.  
Personality defines a range of investment behaviours (such as attitude to risk, information processing and 
conscientiousness) and influences the decision-making function as well as social interaction patterns.  Personality can also 
lead to dysfunctional investment strategies due to over-confident narcissism, self-delusion and the inability to form 
healthy and productive teams.  Therefore, we believe it remains critical to evaluate the behavioural aspects of investment 
professionals and firms, alongside a detailed analysis of the investment footprints, in our ongoing assessment of 
investment managers and their environments.   
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The information and opinions contained in this article are intended for general discussion and not a recommendation to 
act.  Past performance is no guide to future performance and you should seek independent investment advice before 
entering into any financial transaction. For professional investors only. This document is our copyright and may not be 
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