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Preface
This book represents the realization of a dream to embody and explain in a
constitutive manner a comprehensive vision of the evolution of social structures which has grown in my mind for many years.
In an essay about the ecological perspective of evolution, Gareth Morgan (1986) refers to evolution as an evolving "pattern of relations embracing organisms and their environment". It reminds me that this book could
not have been written without an 'embracing pattern of relations'.
I am greatly indebted to my mentor, Professor Dr. Jules van Dijck at
the University of Tilburg, for his meticulous advice. His guidance not only
ensured that this book would qualify as a doctoral dissertation but also, as I
observed, gave color and depth to my views. I am grateful to my co-mentor,
Professor Dr. Arno de Schepper, for his reflections and openness to my
ideas. I thank Professor Dr. Gilbert Probst, an authority on self-organizing
systems, for his spontaneous support and invitations to present, discuss, and
defend my ideas at the University of Geneva.
I am indebted to the KPMG organization. The European Management
Consultancy practice of KPMG has left no stone unturned to create conditions necessary for the successful completion of this book. I warmly thank
Richard Ebling, Graham Jones, Hugh Matthews, and Colin Sharman.
I am grateful to Digital Equipment Corporation and to many of its
people. For more than a decade, Digital has been a stimulating, and extremely innovative environment for me.
The energetic exchanges on the subject of evolution with my good
friend, Theodore Modis, himself a respected author on natural growth phenomena (1992), have stimulated my creativity.
I thank Kathryn Grant Butterworth-Heinemann's publishing director
of business books, for her constructive, and consistent help which led to the
publication of this book, my second with Buttenvorth-Heinemann. I thank
Diana Gradiska, a gifted journalist on human rights issues, for her superb
editorial work.
I am grateful to our children, Myrthe, Derk, and Fleur, for their understanding and silent support. I dedicate this book to my parents, who, together, represent one of the most stable intentional social structures I have
come across. I also dedicate this book to my wife, Karen. She has contributed to this book and doctoral dissertation in so many ways.

Marc van der Erve

Introduction
This book about the evolution and behavior of intentional social structures,
such as companies, is the culmination of dedicated thinking over a period
of approximately ten years. The roots of this book are in a career of
eighteen years in the rapidly changing electronics industry. This experience
in itself has made my confrontation with the phenomenon of 'change' inevitable. As every other manager, I have gone through the frustrations of
change, sometimes affected by it and sometimes instilling it. In most cases,
change seemed uncontrollable. It either emerged unexpectedly or caused us
to adjust our plans and expectations. Eventually, out of self-defence, I tried
to get a hold of'change' by studying and piercing the underlying processes.
Rather than trying to describe and classify change situations, I searched for
symmetries in the *namics of companies. As an engineer in applied physics, this was a natural thing to do. Helped by a strong sense for patterns, I
noticed that many companies change in certain dimensions. It gradually
dawned on me that what I observed were the images of evolution. Evolution
is the fundamental process of interactions which creates a continuous flow
of new, and distinguishing life forms. Its inherent unpredictability made my
control-oriented framework of thinking redundant. Without entirely disregarding classic management thinking, my mission became one focused on
how I could evolve the current framework of management into a new one.
The method I followed can be described as a dynamic balance between
analytical and holistic thinking. I have laid down the intermediate results in
two earlier books. Both books essentially represent practitioner reports.
They fed on my broadening experience as internal and, later, external consultant, specialized in business (re)construction. I coined the terms vision
and culture engineering (van der Erve, 1989) to give identity to processes
which focused on dynamic and 'woolly' matters. Eventually, the desire
emerged to consolidate the various theoretical concepts I developed. When I
discovered how they seemed to fit together, the urge to formally introduce
my views through a doctoral dissertation and book became irresistible.
The emphasis in this book is on making theory, i.e. on conceptualization. Although this book refers to many empirical cases, e.g. in Digital
Equipment, it does not aim to provide 'evidence' through a formally structured case-study. As an academic exercise, it can be classified as a postmodern contribution to management theoIY (Gergen, 1992). The book is
relevant to researchers, consultants, and managers because of the order it
creates in the new, dynamic system thinking. However theoretical the con-
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tribution in this book, the theories elaborated here have led to the design of
a comprehensive computer system (Evolution Management system) which
can be used to construct and reconstruct intentional social structures. The
'EM system' is used by managers and consultants for various purposes varying from business development to the implementation of alliances. Essentially a knowledge engineering tool, it is based on the models and processes
described in this book.
The following section contains a pictorial summary and flowchart of
the chapters in this book. Part one of this book provides an assessment of
dominating trends which affect our thinking in management. Part two deals
with what traditionally is referred to as the software, i.e. the social side of
the medal. However, its pecking order should remind the reader that the social dynamics determine our business decisions. Part three provides and explains models and processes which focus on business.

Practical workshop processes have been included in parts two and
three. They can be used by both managers and consultants.
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Part One

Evolution Management
Our society does not reflect the harmonious interrelatedness we
observe in nature. To achieve a state of dynamic balance, a radi-

cally dijIerent social and economic structure will be needed: a

cultural revolution in the true sense of the word. The survival of
our whole civilization may depend on whether we can bring about
such a change.

Fritjof Capra,

1982

1 The Evolution Paradox

The world and its paradigm shifts.

Managing Successful DiJIerentiation
A new context for 'change' is required if we are to improve our effectiveness and keep our sanity in a world which is increasingly more volatile in
almost every respect, i.e. politically, socially, economically, and technically.
Claiming that 'change is nice' or reminding organizations 'to change or
die' does not provide a new enough context because statements like these
are often perceived as superficial.
Evolution Management proposes to refer to 'evolution' rather than
'change' as the engine of corporate progress. It concerns the development
of theoretical as well as practical means of enabling us to understand the
waves of change, and to ride them. What we need to understand first is why
the concept of evolution, and what it represents, is only now being understood as a serious source for corporate progress. In addition, before developing a new view of how to achieve corporate success, we need to evaluate
which forces in our society have caused us to deal with corporate progress
the way we do today.

From Mutation To Making A Dilference
Evolution unfolds in an endless stream of differentiated 'life forms'. To differentiate is to become different or to cause something to become different.
Differentiation also concerns the processes by which cells, tissues, and
structures develop their specialized adult form and function.
Jean Baptiste Lamarck, the French scientist who coined the word
'biology', is remembered most for his theory of evolution. More than thirty
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years before Danvin published his findings, Lamarck was the first to observe that living beings evolve from simple to more complex forms through

differentiation.

In 1859, Charles Darwin, influenced by Lamarck's ideas, published
his famous book On the Origin of Species by Means of Natural Selection,
which was followed twelve years later by Die Descent OfMan. Based on a
wealth of facts gathered during his expeditions, Darwin developed the idea
of natural selection through the 'survival of the fittest'. Darwin observed
that animals and plants reproduce so rapidly and in such quantities that
they are forced to compete for food, space, and shelter. Young trees in a
forest, for example, compete for space and light, and animals compete for
food in the ecological system of which they are part. The struggle for survival selected those organisms with useful variations, but caused others to
die out. The price paid for successful life forms, such as humankind, is the
extinction of ninety-nine percent of all species that have ever lived.
Natural selection and the chance of Survival depend on the competitive potential of life forms. Friedrich von Hayek (1988) concludes that "differentiation, adaptation and competition are essentially the same kind of
process" and that "continuing competition is necessary even to preserve existing achievements". Life forms are bound to change, whether as a result
of competition or in response to the challenges of their environment.
Eventually, the pursuit of survival demands that all life forms be replaced
by forms which distinguish themselves from the old ones.
Theodore Modis (1992) in his book, Predictions, summarizes the process of natural selection as follows:

Evolution through natural selection can be reduced to three
words: mutation, selection and dijJusion. Mutations serve as reserves; the bigger their number the higher the chances for surviv-

al. The selection phase is governed by competition, which plays a
supreme role and deserves to be called the father of progress. Af-

ter selection, the dijfusion of the chosen mutant proceeds along
population curves smoothly filling the niche to capacity. Outside
the fast-growing period irregular oscillations may be heralds of a

new growth phase.

Differentiation also increases the survival chances of social systems,
such as companies. For example, 'the division of labor' or, in other words,
the differentiation of labor into various branches of expertise is identified by
Adam Smith as the 'engine of productivity growth and progress' in the first
three chapters of his first book, 77:e Wea/th €fNations (1776).
The need for differentiation affects every evolutionmy phenomenon in
our society, even those that are the result of it, such as 'growth'. Fritjof Capra (1982), for example, observes that our society's notion of "undifferen-
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tiated economic growth" as a measure of success is wrong. Excessive,
undifferentiated growth has a counter-productive impact on biological systems (e.g. cancers), ecological systems (algae in polluted water), and economic systems (core message of the Club ofRome; Meadows, 1972).
Differentiation, as the process of creating variations and mutations,
permeates all evolutionary events. Von Hayek reminds us: "All evolution,
biological as well as cultural, is a continuous adaptation to unforeseeable
events." Theodore Modis points to the cyclical process that underlies evolution. Mutation is followed by selection and selection is followed by diffusion during which "the chosen mutant proceeds along population curves
smoothly filling the niche to capacity".
Differentiation also affects companies. Companies, as 'corporate entities', are either transforming themselves or being replaced by other entities
in the process of societal evolution. Companies mutate in order to carve out
niches. By being entirely focused on 'making a difference', they will adapt
to fill to capacity the niches in which they are operating. During this seemingly endless path of differentiation, companies adjust in many ways:
through the creation of market niches, with their products and services, by
the uniqueness of their competencies, through their processes and means,
their employees and attitudes. As Gregory Bateson observes in his delightful book Mind and Nature (1979): "Any difference can serve as a nucleus of
change."

The Mystery OfAchieving Success
Helmut Maucher, the much respected chairman of Nestld, in an interview
about an internal shakeup and his plans to expand the company into drugs
and skin-care, summed it up in one sentence: "Be first, be daring, and be
different." The chairman of Bell Atlantic, Raymond Smith, stated that "the
diversity of America's labour pool is what gives the United States a competitive edge" (while talking about the threat of Japan and Japan's homogeneous work force).
Even so, despite all the books and articles which have been written
about it, the way differentiation is in practice achieved remains a mystery to
many. An article in Fortune magazine entitled Meet the New Revolutionaries (Magnet, 1992) summarizes a prescription for differentiation based on
the study of a number of business successes. To emphasize their ability to
break through traditional views and prejudices, the companies referred to
are characterized as 'revolutionary' rather than 'evolutionary'. Seven key
success factors were identified:

• Sensitivity to technological and market forces.

0 A clearly defined mission frequently communicated.

6 Evolution Management

0

The disciplined use

of computer technology.

D An Organi tion dedicated to the accomplishment ofgoals.

0 Teamwork.
•

The importance of corporate culture and its values.

0 Partnerships with customers.
These factors are consistent with the findings of others. Years ago, in
their famous book In Search Of ExceUence (1982), Peters and Waterman
summarized in a similar fashion how successful companies distinguished
themselves from less successful ones. They, too, talk about the management
of ambiguity, bias to action, closeness to customers, autonomy and entrepreneurship, people orientation, the importance of culture, the need to focus
on core competencies and 'keeping it simple'. A year later, in 1983, Rosabeth Moss Kanter brought out her book The Change Masters, a convincing
report on innovation and the role of corporate culture based on research
which focuses on how winning companies compare to others. In his book
71:riving on Chaos (1987), Tom Peters, after his successful coauthorship
with Waterman, explores an impressive spectrum of examples and measures which managers can use to create and sustain corporate success. Peters spells out detailed rules for success, based on the achievement of
differentiation. He starts off with the need for revolution and with a prescription for how to "specialize, create niches and differentiate". Finally, in
1987, Robert Waterman published 71,e Renewal Factor, a book which deals
with corporate change processes which bring about differentiation. Each
and every one of these works represents an extensive analysis of how corporate success can be accomplished by means of differentiation. The conclusions in In Search €fExcellence are based on the study of a wide range of
companies, covering Caterpillar, Digital, Dupont, Fluor, Hewlett Packard,
IBM, Procter & Gamble, and Wang, to name just a few. In The Change
Masters, Rosabeth Moss Kanter summarizes her findings in companies like
Digital, Polaroid, Honeywell. Waterman, in The Renewal Factor, deals
with the change process in the Ford Motor Company at the time the Ford
Taurus was being developed. Some of the companies mentioned in these
books are described as "definitely passing the hurdles for excellent performance", but have subsequently run into serious problems. At the beginning
of the 19905, more than a few were confronted with unforeseen realities.
Digital, quoted by several of the above studies as the ultimate example of
innovation and success, is facing dramatic losses in the order of billions of
dollars. Wang has been transformed from a hardware company into a software company and seemed to face extinction. The fow of earth moving
equipment out of Caterpillar has slowed down significantly. IBM is recu-
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perating from operating losses and, in pursuit of long term survival, is in
the process of breaking up its basic business structure.
Should these developments affect the credibility of the above studies?
And, apart from that, what has gone wrong in these companies? In spite of
the above developments subsequent to the publication of their books, the
endeavors of Moss-Kanter, Peters, Waterman, and others in this field remain invaluable because they have created a reservoir of ideas for doubleloop learning. Influenced by Gregory Bateson's work on the cybernetic aspects of learning, Chris Argyris and Donald Schon introduced the concepts
of single-loop and double-loop learning to explain organizational learning
processes. According to

Argyris and SchOn, "organizational learning involves the detection and correction of error". Single-loop learning occurs
when corrective actions are decided on and put into practice after a deviation from a pre-set goal has been detected. "Single-loop learning is like a
thermostat that learns when it is too hot or too cold and turns the heat on
and off." Double-loop learning, on the other hand, makes sure that errors
are corrected by adjusting an organization's underlying norms, policies,
and objectives. When errors prove impossible to correct, double-loop learning looks at assessing, and making changes to, the basic socioeconomic factors which are responsible for the way the organization functions.
The studies ofMoss-Kanter, Peters, Waterman, and others in this field
encourage double-loop learning by questioning the fundamental norms, policies and objectives of companies. Several models have been created which
summarize how double-loop learning may be achieved. The 7-S model in In
Search Of ErceHence combines seven essential elements which need to be
reviewed and adjusted in relation to each other: Structure, Skills, Shared
values, Symbolic behaviour, Staff, and Systems. Waterman expands the 7-S
model into what he calls "the renewal ring" by adding a 7-C model. The
elements in the 7-C model are Capability, Chance and information, Communication, Causes and commitment Crisis points, Control, and Culture.
In A Passion for Exce#ence, however, Peters concluded after hundreds of
seminars that "In Search OfErceHence didn't simplify enough!" Peters reduced the number of ultimate focus points to four: Care of customers, Constant innovation, People, and Leadership!
Although the above studies (and the models they produced) highlight
important keys to corporate success, they tend to focus on conditions rather
than the dynamics of corporate evolution. As result, they have been less effective in unlocking and perpetuating corporate success. Gilbert Probst
(1984) warns us that "evolutionary management is not only about raising
the 'blind variations', as Peters and Waterman put it very simply". Intellectually, we can accept that 'making a difference' unleashes evolution, but
real differentiation - i.e. continuously creating and implementing change turns out to be a continuous and overwhelming challenge for organizations.
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Argyris and Schon confirm the importance of this matter when they conclude: "Unless people acting as agents for organizations and societies are
able to learn to detect and correct double-loop errors, the survival of the society may be in doubt." So, what is missing, and what keeps business societies from using the findings in these studies?
The reason why the companies quoted might have declined as examof
success is that organizations do not easily accomplish double-loop
ples
learning. Admitting that the basic norms, policies, and objectives of a company are wrong is difficult, and often goes against the established power
base and leadership style. Norms, policies and objectives which have convincingly led to success in the past are not easily pushed aside. Hence, 'success breeds success' but when certain basic parameters in the environment
change, success also leads to deterioration if organizations hang on to old
ways of doing business. Argyris and Schon observed that the bias of organizations was to restrain double-loop learning: "processes to inhibit doubleloop learning exist in all modern organizational societies regardless of their
beliefs."
The emphasis on success in our society evokes discriminating notions
about the 'failure' of companies. The Cartesian belief in the need to distinguish the absolute truth from error in all fields of learning, instilled in us
by Rent Descartes, the founder of modern Western philosophy, has produced our fascination for success (see also the chapter Creating Breakthrough in Business - The Emerging Business Planning Paradigm). The
definition of business success has, over time, narrowed to measures such as
return on assets and (increasing) growth in profit and revenue. We hardly
realize that companies in the Far East have turned into formidable competitors, after years of not living up to Western standards of corporate success
and viability. As a result, 'failure' as the opposite of success has unfortunately come to be regarded as 'dysfunctional'.
We are in what Edward De Bono would call a 'thinking-pattern trap'.
De Bono, the inventor of the term Lateral 77,inking (1970), best demonstrates our situation when he explains how one can quickly work out the
minimum number of tennis matches needed in a singles knockout tournament with one hundred and eleven entrants. When faced with this problem
people either draw little diagrams or try to work it out using algebra. De
Bono suggests that one can approach the problem from an entirely different
point ofview:

To work it out one must shijl the attention from the winners of
each match to the losers. Since there can only be one winner
there must be one hundred and ten losers. Each loser can only
lose once so there must be one hundred and ten matches.

Evolution Paradox 9

Our tendency to isolate success examples, that is, giving bias to the
winners (see the above example of De Bono) when attempting to prescribe
how to become successful, has closed our mind's eye to the realities of
evolution. According to the evolutionary process of mutation, selection, and
diffusion, it may be quite natural and necessary that companies cease as examples of success in order to give birth to new life forms, by means of fundamental mutations. In other words, what we might at first sight identify as
a state of corporate 'failure', may well turn out to be the most important
phase in the evolution of a corporation: a phase during which double-loop
learning should take place, i.e. when the initial conditions - the basic pa-

of performance - of a corporate entity are being (re)set.
Our society, however, with its still widespread Cartesian beliefs, is
hungry for scientific principles and rules to help achieve corporate success.
As Fritjof Capra observes: "The Cartesian view of the universe as a mechanical system of discrete objects provided a scientific sanction for the manipulation and exploitation of nature that has become typical of Western
culture." This explains the significant demand for action-oriented studies
and books, or in the words of Argyris and Schon: 'theories of action'. Experts such as Hammer, Nadler, Peters, Stalk, Senge, and others provide
'concepts and tools' to induce innovation, re-engineer processes, reduce
cycle times, and turn our organizations into 'learning organizations'. These
prescriptions for success, however good they are, together appear as a 'barrage' of measures focused on the achievement of success, but without an
underlying framework to clarify the needs of companies during the various
phases of their evolution. Stanley Davis (1982) reminds us that organizational issues and needs are different at the various stages of evolution.
'Concepts and tools' could, therefore, be applied more frequently, and probably with greater success, if we were to improve our understanding of corporate evolution.
Edgar Schein in his classic work Organizational Culture and Leadership observes that there are many evolutionary models which describe "the
course of evolution from lower and simpler to higher and more complex
forms". In these models "bureaucracy always comes after some stage of autocracy, the nation-state always comes after feudalism, and so on". Schein
himself defines five stages of organizational evolution: birth, succession,
midlife, maturity, and destruction. Adam Smith (1776) identifies four
stages in the evolution of society: hunting, pasturage, farming, and commerce. Michael Porter in Tlle Competitive Advantage Of Nations (1990)
sees the evolution of nations during the postwar period as going through
stages that are factor-driven, investment-driven, innovation-driven, and
wealth-driven. Although they may disagree on the nature of the actual
stages, these and other models satisfy an implicit theoIY of growth toward
more complex forms. The discrete stages described in these models do not
rameters
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provide an insight into the underlying dynamics which cause evolution to
advance from stage to stage. They represent, instead, the classification of
the various phases of evolution as seen through the eyes of each of the observers. Edgar Schein concludes: "Organizational evolution models lack a
clear theory of what drives the process from one stage or form to another.
To put it in the words of Gregory Bateson, we need "a pattern which connects" the various evolutionary stages.
The idea of picturing organizations at different stages of their development is similar to the stroboscopic effect one can observe in some discotheques. When powerful lamps flash intermittently onto a group of people
dancing in the dark, one experiences the sensation of seeing the crowd in
slow motion. The contrast between darkness and the momentary flash of
the lamps creates an impression - for the dancers - of being photographed
continuously, which strengthens their feeling of 'presence' on the dance
floor. This, apparently, satisfies the needs of discotheque customers. The
music and the motion. however, which cause these 'series of images' are, in
fact, less important to them.
Likewise, companies and organizations are in the 'limelight' when
they are studied during the various phases of their development. Scientific
conclusions based on one-off case-study snapshots tend to focus on specific
conditions but overlook the 'music' and 'motion', i.e. the underlying dynamics of corporate evolution, which are causing the observed and future
states. This is why example companies sometimes develop contrary to expectations (as we discussed earlier). The endeavor of Bahlmann and Meesters (1988) seems to be an exception and an indication of a changing trend.
They have studied and evaluated the dynamics of six companies over a
longer period of time. 'Case-study based science', which is characterized by
a focus on classification of conditions, has developed from the dominance
of Cartesian thought in our Western society, visible in our efforts to distill
the'absolute truth: It is practiced across many scientific disciplines. Classification is useful when one wants to distinguish, for example, cultures and
companies at a given time, as Geert Hofstede demonstrated in his book Culture's Consequences. It is, however, less effective in bringing about change,
because it does not provide a full understanding of the underlying motion or
process. Gregory Bateson, in his book Mind and Nature, recognizes the
shortcomings of classification as a scientific means of uncovering a world
of mental and biological systems in flux. Bateson suggests that the very nature of perception follows an alternating focus on classification and process, and that our learning should be modeled on the same sort of
paradigm. Our focus, therefore, should be directed toward the 'motion' or
'dynamics' of strategies and on the related processes which cause evolution
to advance from stage to stage. By adding the dimension of time when studying 'music' and 'motion' in business societies, we may also improve our
''
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understanding of what causes organizations to 'pulsate', for example, as
highlighted in Alvin Tomer's book Power Shift (1990).

A pulsating organization expands and contracts in a regular
rhythm. Pulsing, however, isn't only a matter of size. Some com-

panies pulse back and forth between centralization and decentralization.
In conclusion, as Fritjof Capra put it: "a conceptual shift from structure to rhythm may be extremely useful in our attempts to find a unifying
description".

Dynamic Balance To Create Dijferentiation
Differentiation is an important phenomenon in the process of evolution. To
explore the essence of differentiation and how it can be accomplished, it is
necessary to review the characteristics of evolution as seen through the eyes
of experts in various disciplines. Some radically new views are uncovering
entirely different ideas about the process of evolution. We shall touch on
why evolution can be explained as a complexity-resonance continuum. or,
in the words of Francisco Varela, as "natural drift". (See also the chapter
The Dynamic Culture.)

Evolution As Natural Drijl
The flaw in Lamarck's theory about the evolution of species was in his assumption that the characteristics an organism develops during its lifetime
in response to its environment are inherited by, or passed on to, its offspring. Charles Darwin disproved the inheritance of biological adjustments
by demonstrating that they are the result of random mutations; as the fittest
mutated life forms survive, their chance of becoming the feeding ground of
subsequent mutations increases. Consequently, evolution unfolds in unpredictable mutations as the result of unpredictable phenomena which coincide
at certain points in time. As the renowned evolutionary biologist, Stephen
Jay Gould (1992), reminds us, random mutations are often minute changes.
(See also the section Perestroika or Paradigm Shift?, in particular, 1he re-

marks onthe Shift from Revolution to Evolution.)
Darwin's theory seems to have been most effective in providing an alternative perspective to assumptions in the bible about the beginning of
mankind. The Cartesian framework in Western society with its mechanistic
thinking of 'cause, process, and result' has prevented the appreciation of
Darwin's theory to its full extent. Regardless of Darwin's findings, there-
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fore, evolution ended up being interpreted as an optimizing process with
environmental events as inputs and adaptations as outputs, the latter resulting in the increasing complexity of the evolving system.
Three new and unique angles of view seem to come together in a consistent and updated concept of evolution: the chaotic perspective, the autopoietic perspective and the cultural perspective. Each of these perspectives
respects Darwin's notion ofchance mutation and is, by the way, used across
various disciplines.
Chaos theory, which originated in the domains of mathematics and
physics, describes the behavior of non-linear, chaotic systems. It has become famous for the hidden patterns of order it revealed in the seemingly
random fluctuations of complex systems, such as the weather. Chaotic
events are essentially unpredictable because they are the non-linear effects
of many causes. Chaotic behavior, however, is extremely sensitive to minute changes in the causes that create it. For example, theoretically, the fluctuations in air pressure caused by the flapping of a butterfly's wings could
affect the future weather thousands of miles away. Consequently, the study
of chaotic behavior produced an important contribution to the understanding of evolution and confirmed its unpredictability. It demonstrated that
minute changes in the initial conditions of chaotic systems (e.g. biological
or social systems) determine their future behavior and evolutionary potential.

The autopoietic perspective was developed from a study of selforganizing systems. Self-organizing systems are, for example, biological
systems, such as the brain, (Varela, 1984) or socioeconomic systems, such
as business societies, (Probst, 1987; Probst and Ulrich, 1988; see also the
chapter We: 77;e Corporate Entity) which somehow seem to adjust so as to
exist and survive. Francisco Varela (1984), the prominent Chilean biologist, refers to the working of the brain in order to illustrate how sclforganizing systems can be viewed as operationally either open or closed.
In a brain which is considered to function as an operationally open
system, whatever the eye observes is interpreted as an input, and this in
turn sets in motion an optimizing process leading to subtle adaptations in
the brain. These internal adaptations may cause, for example, a hand movement. In an operationally open system, a clear relationship exists between
the environment and the system. The environment functions, via receptors
such as the eye, as an instructive or prescriptive rule. The definition of operationally open systems matches the traditional, mechanistic, Cartesian
view: input drives optimizing processes, which in turn result in adaptation
as output.

If, however, a brain functions as an operationally closed system, the
images that the eye's retina records are mere perturbations which modulate
the internal dynamics of the brain. The brain, in other words, keeps on

Evolution Paradox 13

churning, influenced only by what the eyes see. As an operationally closed
system, the brain causes its own dynamic behavior by means of changes to
its structure, but these changes are constrained by the brain's internal organization, or identity. As Varela put it, "the organization is maintained invariant through changes of structure which do not violate constraints".
As early as the 195Os, Ashby and Von Foerster discovered that living
systems are not open, but informationally and operationally closed. Experiments also indicated that operationally closed systems manifest coherent
behavior. Varela (1984) observes that "once the closure of a system is
achieved, it automatically takes care of its internal coherences". Varela
calls such internal coherences eigen-behaviors. Eigen-behaviors are, in other words, changes of structure specified by the system itself, and constrained by the system's identity. Varela concludes, "in principle, there are
no self-organizing systems, only self-organizing behaviors".
Advancements in brain research seem to confirm the brain as a closed
system, in which the coherences determine its eigen-behavior (Blakeslee,
1992). Researchers at the Max Planck Institute in Germany discovered how
sets of neurons at sites widely separated in the brain would fire synchronously with each other in response to a particular stimulus or modulation.
Apparently, when clusters of brain cells oscillate in harmony, the brain
creates the sensation of sight smell, sound, or recognition. The synchro-

nous neuron oscillations match the coherences referred to by Varela. Coherences, in fact, represent situations of resonance when cells oscillate in

harmony.
The random path of (internally driven) structure changes in operationclosed
ally
systems such as the brain is identified by Varela as natural dri#.
Probst and Ulrich (1984) summarized Varela's idea ofevolution as "a natural process of random drift within distant (often physical) boundaries which
is not based operationally on direction or optimization. It is the selforganization of the organism which determines what happens in the course
of evolution". Alberto Maturana and Francisco Varela introduced the concept of autopoiesis, the literal meaning of which is seg-production, to identify operationally closed systems with the capacity to self-produce
delimitations. For example, 'business societies', such as companies, may
delimit themselves by redefining their business and organizational architectures within the distant boundaries of their invariant 'identity' or organization. (See the next section Gifts Of Nature.) Autopoiesis represents an
alternative framework for evolution which generates diversity rather than
adaptation.

The shift from open, optimizing systems to operationally closed, selforganizing systems requires us to reconsider the traditional notion of 'learning'. Learning cannot be regarded as adaptation because adaptation refers
to"optimization". In self-organizing systems, learning represents the inter-
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nally driven structural change process which produces the dynamic landscape of internal coherences or eigen-behaviors. Varela observes:
Given a system with operational closure, whose structure changes

slightly under a history of perturbations, to an observer it will
look as if it had learned.
The cultural perspective has been most impressively synthesized by
Friedrich von Hayek. Unlike biological evolution which is based on adjustment by random mutation rather than by 'inheritance', "cultural evolution
is brought about through transmission of habits and information not merely
from the individual's parents, but from an indefinite number of ancestors.
Cultural evolution, therefore, simulates Lamarckism". The transmission of
learning makes cultural evolution "incomparably faster than biological
evolution". Von Hayek's most incisive contribution, as Malik (1984) reminds us, is to define cultures as self-organizing, even autopoietic systems:
Cultures are spontaneous, self-generating, and self-maintaining
orders. the self-maintenance of which results from the behaviour
of millions of elements - individuals - acting according to rules
which they do not necessarily know following their own individual and local purposes, thereby giving rise to an order of relations

which they do not know, in any case not in its entirety and whose

only purpose, if we are allowed to use this word at all, is to en-

able the individuals to interact in an order-preserving way. the
result ofwhich we could also describe as survival of the order.

The transmission of learning or traditions via written and unwritten
rules does not turn (sub-) cultures into adapting, Cartesian, or input-type
systems. The multitude of influences from within and without a cultural
system create a 'natural drift' of coherences similar to that proposed by Vareta. Coherences appear in a cultural system when behaviors 'resonate'
within the constraints of the system's invariant identity and are driven by
modulations from outside. (Resonance occurs when behaviors, or waves, oscillate at the same rate and are coherent. Coherence refers to behaviors, or
waves, which reinforce one another.) This conclusion supports von Hayek's
observation that cultural evolution also leads to diversity. As Malik and
Probst argued in their essay on Evolutionag Management (1984), business
societies (e.g. companies) also behave as operationally closed, selforganizing systems. I shall further elaborate this assumption in the next
chapter We: The Corporate Entity.
The concepts of chaos, autopoiesis, and culture provide non-Cartesian
views on evolution which are still considered 'new' in today's thinking.
The adjective 'new', however, is not totally justified because the definition
of these concepts goes back as far as the fifties and sixties. In addition, we
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should not forget that Charles Darwin had already formulated their scientific and philosophical foundation at the end of the 19th century. These concepts are brought together not only because they represent the most
up-to-date ideas about the processes of evolution and differentiation, but
also because they tend to reinforce one another, in other words, they 'reso-

nate'.
0 Chaos

theory describes how initial conditions determine what Varela (1984) calls the "invariant identity" in the behavior of selforganizing systems.
0 The view of autopoiesis and operationally closed systems is that
self-organizing systems are characterized by eigen-behaviors
which in turn must have been caused by the initial conditions.
Eigen-behaviors are the result of internally driven structural
changes which do not violate the system's invariant identity.
0 The cultural perspective shows that the concept of autopoiesis applies not only to biological systems but also to behavioral order,
i.e. social systems.
There are still many questions attached to these concepts. If initial
conditions determine the eigen-behavior of self-organizing social systems
such as companies, what possibilities do we have to change course when
things go wrong? If the identity of self-organizing systems is invariant, to
what extent can we achieve double loop learning, i.e. effectively changing
the organization's underlying norms, policies, and objectives? And what is
the role of managers in operationally closed, self-organizing corporate entities if they are just another element or node in the networks of mutually interdependent employees?

Most of these questions arise because we subconsciously apply the
Cartesian rules of the game which are so ingrained in our thinking. Or, in
autopoietic terms, there are still too many Cartesian-type perturbations in
our society, creating cognitions of conflict in our minds. These questions
will only be resolved if the scale tips toward a new paradigm, an entirely
new way of thinking in our society. (See the next section Perestroika or
Paradigm Shi#7) Some of the answers we can think of already contain
signs of the dawning paradigm shift. For example, instead of trying to
change existing business societies, we may decide to grow new ones. In
these cases, the work of managers may have to be directed toward the incarnation and reincarnation of business societies. (We shall explore this in
more detail in the following chapter.) While managers take on the functions
of creation-catalysts, double-loop learning may come in through the back
door.
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To summarize, the combined perspectives of chaos, autopoiesis, and
culture lead to a more refined, albeit untraditional view of evolution. Evolution is a process driven by probabilities which seem difficult to comprea natural
hend. Only the 'distant boundaries' that determine evolution as
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the definition of operationally closed systems seems to relate consciousness
to cognition, coherences or 'resonance'. In the light of our interest in social
systems, I choose to refer to evolution as a 'Complexity-Resonance Continuum' in which an increase in both complexity and resonance situations
of
goes hand in hand. In the following chapters, the notions complexity and
resonance will be explored in more detail.
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ral molecules can exist in two mirror-image forms. When used in drugs,
each form may have very different effects. Von Hayek (1988) describes how
culture and tradition spring from a dynamic balance between reason and instinct. Adam Smith, recognized by some writers as the originator of cybernetics, introduced the metaphor of the 'invisible hand' to describe the
dynamic balance between supply and demand. Not surprisingly, entire societies seem to swing between supply-side and demand-driven policies. In
politics we see dynamic balance situations between socialistic and capitalistic orientations, between Democrats and Republicans, between Liberals and
Conservatives. In management we see a dynamic balance between the need
for order and the need for disorder as some companies streamline their processes using Frederick Taylor's orderly notions, while others aim to 'Thrive
on Chaos'. In business societies, e.g. companies, we see a dynamic balance
between centralization and decentralization, between global and local
thinking. Percy Barnevick, the charismatic leader of Asea Brown Boveri,
created an organizational dichotomy (division between two opposites) to
ensure a dynamic balance between business and geographical interests. In
this book we shall discuss the dynamic balance mechanisms between
culture- and vision-driven states in business societies, between incremental
and structural innovation, and between product and competency focus.
In The Turning Point ( 1982), Fritjof Capra convincingly demonstrates
that the 'dynamic balance' mechanism is a natural phenomenon which concerns a continuous pattern of movement between opposite directions in the
pursuit of new balance situations, albeit temporary, between the current
state and what is essentially needed. Each change to the opposite direction
means differentiating from a current situation. To understand what goes on
in more complex dynamic balance mechanisms, let us explore the movement of a simple pendulum. At first sight, a pendulum seems to move regularly and smoothly between two opposite positions. At two moments,
however, exactly at the point where the movement of the pendulum changes
direction, the pendulum is at a complete standstill and in a state of perfect
equilibrium. A pendulum, therefore, moves from equilibrium to equilibrium
(no matter how short these periods of equilibrium may be) which makes it a
*namic balance mechanism. Equilibrium is self-destructing; as soon as
equilibrium is achieved, it turns into imbalance due to some external force
(e.g. gravity), which causes it to move in the opposite direction.
If a move in the opposite direction does not take place, the entire system stagnates and becomes de-stabilized. Capra refers to how the human
body may oscillate between periods of health and ill-health. For the human
body "to be in a dynamic balance means to go through temporary phases of
illness (or crisis) that can be used to learn and to grow. Continued illness is
a consequence of imbalance and disharmony". In a similar way, societies
tend to go through periods of growth. A period of no-growlh in a society is
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of innovation, which in essence is still
growth, but of a different kind. As the Club of Rome (Meadows, 1972) has
warned us, unrestrained, undifferentiated growth can become fatal.
The dynamic balance mechanism helps us to correct one of the misconceptions in our society about managing change. The 'logic', i.e. one
starts from a stable situation and goes through an unstable transition in order to reach another stable situation, is essentially right. It is incorrect,
however, to assume that a period of unstable transition is dysfunctional,
will be relatively short, and that a business society should attempt to make
this transition by minimizing or circumventing people's 'resistance'. The
dynamic balance mechanism shows us that systems are in functional transition most of the time, and that the 'stable' periods are extremely shortlived. Transition, being an essential part of the differentiating process, is
used to recharge the batteries

functional. It is the key to survival. As a result of the natural drift of coherences, transition will increasingly be the dominant state for business societies and other operationally closed self-organizing systems. The only thing
that business societies can do in a state of constant transition is Uy and detect the direction of transition. The direction of transition gives a clue as to
which boundary the natural drift may be headed for. We shall discuss further on how this finding can serve us in the rel)ositioning of business societies. The dynamic balance mechanism is a fundamental phenomenon of
the evolutionary process, one which tells us how business societies, such as
companies, can differentiate in pursuit of survival. If differentiation does
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not take place - for example, when the pendulum overshoots the moment of
equilibrium - the system becomes even more unbalanced, endangering both
its dynamic stability and its survival. Increasing instability will cause tension in the system to build up. In companies unable to carry out double-loop
learning, management may try to hang on to an artificial stability by maintaining the old ways to success. This will turnout to be an act of evolution-

ary suicide.
The need to differentiate constantly goes against our current perceptions of stability and security. Our feeling of stability manifests itself in our
minds as a predominantly static landscape, in which each change is interpreted as a potential disruption to the overall system and the security it provides. Our attitude to stability is the result of a long period of time during
which the pace of change was relatively slow. Since our discovery that dynamic balance is a conspicuous characteristic of all ecosystems, all of which
are interrelated in some form or another (Capra, 1982), we must turn our
notions of stability upside down, and come to accept the image of a continuously changing, turbulent landscape, one in which stagnation rather than
variation is perceived as potentially de-stabilizing to the entire system. A
new understanding of the evolutionary processes in business societies will
help bring about this image reversal. This is supported by an ongoing paradigm shift in our Western world.

Perestroika or Paradigm Shift?
Do we need a fundamental restructuring of our thinking to cope with the
challenges of tomorrow's world? Or is a Gorbachev needed, as was the case
in the Soviet Union at the end of the 19805, to introduce a program similar
to 'perestroika' to set in motion an adjustment to how we manage? The significance of Gorbachev's contribution does not lie in new thinking such as
the decentralization of a centralized economical planning system. Khrushchev, in the 19605, proposed similar ideas which were rejected. Gorbachev
functioned more as a facilitator of dramatic adjustments by opening up the
gates to a fundamental drift which was already taking place in the society
he was leading. Gorbachev was surprised as everyone else by what he had
managed to bring about. As a paradigm shifter, Gorbachev threw out the
old rules and created new freedoms to make the adjustments which were
necessary. One does not become a paradigm shifter, however, just by
changing the rules of the game. Paradigm shifters are only successful when
they enable a drift of adjustments whose seeds are already rooted in the environment. Evolution Management, as is every other development, is the

result of 'resonance' between concepts created by thinkers in almost every
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discipline, each of whom has put down philosophical and scientific roots in
society. As the sociologist, Jules van Dijck, observed in a discussion about
this book, in an increasingly interconnected society, management theory
can only be based on transdisciplinary endeavors and views.

A New Context For Stability
Thomas Kuhn introduced the term 'paradigm' (which literally means 'example' or 'pattern') to embrace the idea of societal drift. Fritjof Capra
(1986) extended Kuhn's ideas into what he called a social paradigm:

A (social) paradigm is a constellation of concepts, values, perceptions, and practices shared by a community, which fonns a
particular vision of reality that is the basis of the way the community organizes itself.

A paradigm is self-referential. In other words, a paradigm is itself a
paradigm because its definition and use are a reflection of a new and evolving view of the development of our society. The social paradigm, as Fritjof
Capra defined it, is moving away from the Cartesian, and also Newtonian,
concepts of a mechanistic and essentially fragmented world. Capra (1986)
summarized the new paradigm thinking in science in six transdisciplinary
criteria. Two of these criteria are particularly relevant to evolution management because of their general view of nature.

0 Shiftfrom the parts to the whole. Bateson (1979), with his assessment of symmetries, von Foerster, with his studies of mutually
interdependent components in random networks, von Hayek
(1988), in his interpretation of cultures as clusters of behaviors,
Varela (1984), by his observations of evolutionary processes in
operationally closed self-organizing systems, and Marvin Minsky
(1985), with his theory of the brain's interconnected thinking
agents, have, together with many others, developed an awareness
that the properties of parts can only be understood holistically, i.e.
from the dynamics of the whole. Gareth Morgan (1986) explains
how self-organization is facilitated by principles of holographic
design; "get the whole into the parts".
- Shift from structure to process. This SWft is dIiven by the observations of, among others, Edgar Schein's (1988) on the need to
identify an underlying process which explains how evolution advances from stage to stage. Gregory Bateson (1979) emphasized
the importance of shifting our attention from classification to process. Von Hayek (1988) reminds us that "civilization is not only a
product of evolution - it is a process". And according to Capra
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(1984), our world is "a web of relationships that is intrinsically
dynamic". The multitude of dynamic balance processes in our
world may, in fact, help us improve our ability to differentiate.

In the light of our previous discussions, here is another general criterion that I propose to add:

0 Shift from revolution to evolution. Inspired by DamAn and the
economist Thomas Malthus, Karl Marx emphasized that a 'class
struggle' would be required to enforce change in society. In doing
so, Marx caused revolution to be viewed as a bitter, detrimental,
albeit necessary, process of change. But major changes do not
necessarily require 'struggle' to come about (Probst and others,
1992). The natural drift of coherences or situations of resonance
in self-organizing systems indicates that resonance and harmony
are essential for the emergence of evolutionary events. (See the
chapter The Dynamic Culture.) Revolution as struggle prevents
resonance and harmony, while revolution as an evolutionary
phase of mutation and selection doesn't. (See the chapter The Engine of Evolution.) In business society where increasingly more
products are knowledge products, social 'struggle' has an adverse
effect on the productivity of the knowledge worker. And in a
paradigm that is shifting toward common knowledge and the use
of dynamic balance situations, the need for struggle in order to
generate differentiation becomes redundant. The evolutionary
biologist, Stephen Jay Gould (1991), explores how the notion of
'revolution', e.g. the abrupt appearance of traits in evolving specics, emerged as result of our limited knowledge of the incipient
stages of structures. The British zoologist, George Mivart
(1817-1900), unable to explain the evolution of 'wings', concluded: "new species have from time to time manifested themselves with suddenness, and by modifications appearing at once".
Gould points out how through Darwin's concept of 'functional
shift' Kingsolver and Khoel were able to explain the gradual development of wings. Wings evolved over millions of years by
natural selection from organs which were originally used for thermoregulation. Gould observes, "any major improvement or alteration must require an extensive and explicit redesign, a complex
reordering of parts with invention of new items". Varela (1984)
confirms Gould's view. An operationally closed, self-organizing
system "does not work as a set of traits but as a coherent whole.
To change one point is to change radically its eigenbehavior, and
not just one trait".
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The remaining criteria relate to our view of knowledge. They are,
therefore, dependent on how we view nature. The first of these knowledgerelated criteria is the most fundamental one.

0 Shift from objective science to the understanding of the process
Of knowledge (epistemo/ogy). In the old scientific paradigm, the
human observer is believed to be able to maintain his independence and objectivity. In the new paradigm, the human observer
is considered to be part of a process which influences his observation and, in fact, makes him subjective. The issue of observers is a
paradoxical one. Within a system, an observer is intertwined in a
network of mutually interdependent components which makes it
impossible for the observer to judge the whole. Outside the system, the organization and natural drift of the observer's
(multiply-modulated) brain determine what is observed. This shift
is pinpointed by Kenneth Gergen (1992) as a shift "toward postmodern theories of the organization". While modernism requires
years of research by the observer to justify a theory, "in the postmodern context the primary ingredient of theory is not its data
base but its intelligibility, and the very communication of this intelligibility already establishes the grounds for its utility. Theory
and practice are inseparable."
These last three criteria seem to be almost directly driven by the others. Elements of these criteria have already appeared in some form in our
previous discussions.
0

Ship from hierarchy to network as the metaphor for knowledge.
Ina world where systems are represented as vibrating networks of

mutually interdependent components, it is apparent that the structure of knowledge is moving away from its hierarchical representation (e.g. 'fundamental' laws) toward a dynamic network of
knowledge. Hierarchy is replaced by syntax. A 'syntax' is an arrangement of words which determines the meaning of the whole.
In a similar fashion, elements of knowledge can be brought together in various arrangements. For example, entrepreneurs follow a certain 'arrangement' of business concepts, i.e. a business
creation syntax, to create a business. (See the chapter Creating

Breakthrough in Business.) The shift from hierarchy to network
also supports the achievement of concurrent strategy design.
Concurrent strategy design concerns the involvement of people in
strategy development, i.e. based on what they know and may contribute, no matter where they fit in the organizational hierarchy.
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An example of knowledge networking can be observed at
Peugeot, the successful French car manufacturer, where changes
in car design may only go ahead after machinery operators have
been consulted.

• Shift from truth to approximate descriptions. Earlier, we discussed Cartesian thinking and its inherent determination to distinguish the absolute truth from error in all fields of learning.

This represents the traditional belief in 'certainty'. The introduction of Darwin's theory, however, stressed the element of probability in evolution. So do those recent achievements in quantum
physics which show that matter can only be described in relation
to other matter as a 'fabric' of probabilities. Similar probabilities
also govern cultures and their development.
0 Shift from domination and control of nature to cooperation and
non-violence. The idea of man dominating nature stems from the
British politician and philosopher, Francis Bacon (1561-1626).
The increasingly more obvious dependence of humanity on the
earth's ecological systems (pollution, ozone layer, and other related issues) is already causing the necessary adjustment of views
and values.

Our future society will be determined by a multitude of impressions
and assessments which somehow seem to come together and reach a state of
resonance. Resonance occurs when elements in a system - or waves oscil-

late at the same rate and are coherent. Our new understanding of dynamics
and of the dynamic balance situations which govern all existence should
eventually give rise to a new feeling of security and stability. This feeling,
or rather its lack, can already be experienced at most airports where conveyer belts transport travellers from one terminal to another. If, in their
almost
hurry, people step onto a conveyer belt which is not moving, they'll
something
step
to
onto
subconsciously
expecting
stumble because they are
that moves.
In conclusion, society is ready for a management approach that feeds
on dynamics. The ongoing paradigm-shift is an indication that the gates
need only be opened to the fundamental drift which is already affecting our
society.

Evolution Management: A Quest For DijIerentiation

Evolution, as a natural drift of coherences and resonances, is not predictable. As von Hayek concluded: "Complex phenomena, such as evolution,
are confined to pattern predictions or prediction of the principle." Conse-
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quently, Evolution Management would be a fallacy if it aimed to predict
and control evolution. The evolution paradox concerns the management of
evolution which cannot be managed. Malik and Probst (1984) first used the
term Evolutionary Management, rather than Evolution Management, in an
article which addresses this paradox. They reviewed the arguments for and
against an evolutionary stance in business societies, such as companies. In
their article, they defended the proposition that a business society is an
evolving (to a varying extent operationally closed) self-organizing system.
It is hoped that Evolution Management will induce new forms of management behavior, characterized by a deeply-rooted understanding of evolutionary dynamics. This should improve managers' chances of being in tune
with the 'rhythm' of corporate evolution. With its focus on dynamic balance situations, Evolution Management aims to bring about more refined
ways of achieving differentiation as a means of improving competitive potential. The objective of Evolution Management is to rejuvenate the performance of evolving organizations by promoting alertness, i.e. sensitivity
and pace, in the development of strategy and action. The speed of corporate
decision-making is in itself a differentiating factor which can create a competitive advantage. The timely and accurate focus of resources on tile creation and achievement of evolutionary potential should also minimize the
loss of physical, mental, and, in particular, emotional energy.

The Message in Brief
The approach followed in this book relies on basic cybernetic principles.
Process models have been developed for concepts such as culture, attitudes,
corporate evolution, and the business, i.e. assuming we are dealing with operationally closed, self-organizing social systems.
The experience is that people tend to base their decisions on perceptions which are not merely the reflections of economic factors but also of
social prejudice (Karl Weick, 1979). In his book, The Moral Dimension
(1988), Amitai Etzioni confirms this notion and refers to two systems
which contribute to creating differences: a social or cultural system, and an
economic or business system. In line with Weick's and Etzioni's thinking, I
have made an effort to describe both cultural and business differentiation.
The reference to cultural and business metasystems (meta literally
means 'after') emphasizes my specific concern for the underlying dynamics
of socioeconomic processes, that is, those which represent the 'music' and
'motion' of corporate evolution. The idea is to connect up the various stages
of evolution by identifying patterns as well as evolutionary principles,
something that von Hayek admits is possible. The overarching aim is to improve our capacity: to continuously and effectively question "the limits that
are placed on action" (Morgan, 1986); "to learn the contexts of (business)

Evolution Paradox 25

life" (Bateson, 1979); to influence our destiny (Bahlmann and Meesters,
1988).

Managers who read this book will find a set of practical steps which

will help them in the strategic reI)ositioning of their organizations. Researchers will find several models which can be used to plot and assess the
states of organizations in flux. As a matter of fact, these steps and models
have also been incorporated in an advanced computer based medium
(Evolution Management system) which can be used by managers, teachers,
and consultants as a guide, strategy development data base, communication
tool, and training medium.
Last but not least, this book may provide an understanding of how
evolutionary aspects permeate the entire (business) society, enabling managers to become more effective in creating the conditions which provide the
freedoms necessary for their organizations to develop.

Part Two

The Metasystem of Cultural
Differentiation
Freedom is not, as the origin of the name may seem to imply, an

exemption from all restraints, but rather the most ejJectual appli-

cations of every just restraint to all members Of a free society
whether they be magistrates or subjects.

Adam Ferguson, 1792

Cybernetic principles create degrees offreedom within which the
organization can evolve.

Gareth Morgan, 1986

2 We: The Corporate Entity

8>
Social structures within social
structures and how they selforganize and reincarnate.

Observing Ourselves
How should we define the world in which we live and work? And what can
us suppose we
managers effectively do in it? To answer these questions, let
through a
space
are able to observe the earth from a distant point in outer
powerful telescope which is capable of focusing on 'social structures'.

Social Structures as Self-Organizing Systems

Looking through the social structure telescope, not having zoomed-in yet,
we see the earth as a huge resonating and dynamic social structure. When
res tends to
gradually zooming in, an almost indefinite number of substructu
communiand
become visible, such as civilizations, nations, regions, cities,
teams.
and
departments,
companies,
local
ties, but also multinationals,
or
a
form
stable
in
are
either
and
time,
long
a
for
Some of them are visible
at
different
Suare
speeds.
disappearing
gradually spreading, while others
perstructures such as multinationals consist of many resonating substruc-

tures, all

of which have life-spans of their own. Project teams, departments,

divisions - in fact, all formal and informal employee groupings - are such
substructures. When zooming in further, we eventually observe the human
s are not limited to
being as a characteristic 'social structure'. Substructure
how the brain
describes
clusters of human beings. Marvin Minsky (1985)
parallels social structures. The brain can be explained as a collection of holistic thinking agents which tend to operate along the same principles.
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From outer space, social structures appear as resonating entities with a certain order. The order observed is in the togetherness of elements which
themselves seem to be formed out of other elements at higher levels of magnification. The emerging, growing, dividing, dying, and surviving social
structures are evidence of evolution going on.
Biological and genetic evolution of the human species has failed to
progress noticeably over the last fifty thousand years. Evolution, however,
is continuing socially as well as culturally (Capra, 1982). The innumerable
amount of social structures of increasing complexity is the result of cultural
evolution. Weber (1965) in 77:e Growth ofCities in the Nineteenth Century
identified social structures as "all-embracing social organisms" consisting
of "a myriad of small social units, each complete in itself and independent
of the others". Arthur Koestler introduced the word 'holons' for biological
and social structures which are both wholes and parts. Koestler observed
that each holon has two opposite tendencies: an integrative tendency to ensure its togetherness with other elements, and a tendency to sustain its individual autonomy. Hejl (1984) observes, "due to certain initial conditions,
self-organizing social systems arise spontaneously" Gee also von Hayek,
1988). Social structures which behave as operationally closed, selforganizing systems have four characteristics in common (Klimecki, Probst,
Eberl, 1991; von Hayek, 1988; Varela, 1984):

0 Complexity
0 Self-reference

0 Autonomy
0 Redundancy

Operationally closed, self-organizing social structures are complex
particularly because of the dynamic interactions between their mutually interdependent elements each of which is a social structure in itself Von
Hayek concludes: "The more complex the system, the more we are dependent on its self-organizing forces." A social structure evolves while maintaining its identity. It can do so as an operationally closed, self-referential
system. Human civilization, for example, is self-referential and operationally closed. Although influenced by its physical environment, it is essentially
dependent on its own beliefs and actions. Von Foerster acutely describes the
sense of'operational closure' in social structures when he observes "Handle
stets so, daB weitere MOglichkeiten entstehen" i.e. "new possibilities are
only created by our actions". People are likely to discover their 'group identity' when defining the outside influences which affect them as a group.
The choices they make as a team about the nature of external influences determine the boundaries within which the group is autonomous. Social struc-
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tures, although part of other structures, are characterized by a certain
degree of autonomy, visible in their freedom to control, for example, the
combination of resources. As self-organizing systems, social structures are
redundant, which means they have and acquire more capabilities, resources,
and capacity than are strictly needed.
The example of the social structure telescope reveals the complex network of social structures of which we are part, and which is the product of
cultural evolution. Each of these social structures is in itself part of other
social structures. The methods and models we develop for social structures,
therefore, should in principle apply to every single social structure, whether
it concerns one person or a group of people.

The Visible Hand OfMan
Some social structures emerge inadvertently driven by a myriad of influences from surrounding structures. Others, however, come to life as a result of focused intent albeit influenced by the environment as well. In other

words, the self-organizing orders of social structures are the result of a multitude of influences - both intentional and unintentional (Von Hayek, 1988).
Unintentional structures tend to fall into groups according to kind (lawyers,
economists), or function (managers, specialists). Intentional social structures, i.e. those created by the 'visible hand of man', are grouped according
to purpose. Ackhoff and Emery (1972) define a purposeful system as "one
that can change its goals in constant environmental conditions; it selects
goals as well as the means by which to pursue them. It thus displays will."
Purpose is and should be (See the chapter Creating Breakthrough in
Business) the foundation of the 'architecture' in every intentional social
structure. What is 'purpose' in business? Gerard Langeler (1992), president
of the Systems Group of the Mentor Graphics Corporation recounts how a
small group of people started Mentor Graphics with customers in mind and
only a notion of the product. These entrepreneurs "invented what people
would buy" by talking first with potential customers. These potential customers identified the products which were eventually developed, produced,
and sold. As Gerard Langeler recalls, "we captured the specifications for a
product on blank transparencies, and they changed daily, often several
times a day". Hans Akerblom, once a young product manager in the pharmaceutics industry, became an entrepreneurial award winner in Sweden be- cause of his success in launching a new eye medicament. He vividly
explains how he shaped the product - and its success - by working out with
used. In
potential customers how, when, and where the medicine should be
that
become
entrepreapparent
my discussions with entrepreneurs, it has
neurs and their co-workers create a 'business architecture' by dividing de-
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sired customers into customer groupings, desired products into product
groupings, and the competencies required into competency groupings. The
tireless search for possible clusters of customers, products, and competencies results in a dramatically improved business focus. It also opens the way
to innovation. A unique grouping of customers leads to the development of
new markets. New customer groupings yield new product ideas. New product groupings result in new competency requirements, and a focus on competencies generates new products. Strategies eventually emerge from the
pool of past patterns of successful decisions (Hax, 1991; Mintzberg, 1973).
In his classic work Management (1977), Drucker accurately reminds us
where the starting point is when developing a business purpose:

To know what a business is we have to start with its purpose. Its
purpose must lie outside the business itself In fact, it must lie in
society, since business enterprise is an organ of society. There is

only one valid definition of business purpose: 'to create a customer'.

Intentional social structures start with the establishment of 'purpose',
a 'reason for existence'. The development ofbusiness purpose concerns the
process by which a company defines groups of customers, products, and
competencies so as to differentiate and shari)en its business focus. The way
in which customers, products, and competencies are divided up leads to the
way a company subdivides and groups itself internally in order to materialize its business. As soon as 'purpose' has been defined, its effects tend to
become diluted when the resulting operational divisions go their own way
as self-organizing systems. Purpose is a form of business consciousness.
The business purpose - providing it is unique and clearly articulated - contains the true sense of how the business should run According to the 'Law
of Complexity-Consciousness' introduced by Teilhard de Chardin, evolution leads to increasing complexity which goes hand in hand with increased
consciousness. For sustained business success in an evolving and increasingly more complex world, therefore, the ongoing development of a more
eloquent business purpose is inevitable.
Should the concept of purpose, as we have defined it here, be limited
to business enterprises? In fact every intentional social structure, whether it
be a countIy, city, company, or any other profit or non-profit society, has
customers, products, and competencies. All intentional social structures require a purpose one that eventually determines their internal structure. For
example, the customers of national, regional, and local governments are
their citizens, or rather, the various groupings of citizens. The products of
governments are services such as the provision of defence, security, infrastructures, health care, and so forth. If the law requires a national or local
government to provide certain services to certain customers, the govern-
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ment can either change the law or, if changing the law is beyond its reach,
it should consider the law as an environmental factor which it has to deal
with, and which will influence its purpose. As far as creating focus through
purpose is concerned, the role of those who govern is the same as that of the
manager.

What Managers Deal With
Evolution Management is concerned with intentional social structures. I
shall refer to intentional social structures as corporate entities. A few years
ago I concluded that "corporate entities comprise any number of people
who are tied together in a group by a certain commonalty in their vision of
the future, and by a common operating culture. As a group, they face the
challenges of a common outside environment." (van der Erve, 1989.) The
"vision of the future" and the "common operating culture" can be considered as elements of'purpose' (Senge, 1990). However, I should add to this
definition that corporate entities are self-organizing groupings which come
into existence intentionally. The term 'corporate entity' emphasizes that we
are dealing with 'embodiments' of some kind. These embodiments are
shaped by 'purpose'; i.e. their own and that of the corporate entity of which
they are part. Soon after their creation, driven by their internal dynamics,
corporate entities turn into operationally closed, self-organizing systems. As
Probst and Lorange (1987) observe, not all intentional groupings become
corporate entities. 'Joint ventures', which are not sufficiently autonomous
because they are too dependent on parent companies for the choice of their
goals and means, do not develop self-organizing characteristics and, therefore, eventually fail. To summarize, a company is a corporate entity. So are
- or should be - its substructures, such as its divisions, business units, departments, project groups, task groups, and employees. The choice of these
corporate entities, i.e. the way companies are subdivided, should depend on
the overall purpose.
Managers deal with corporate entities. When Chandler, in 1984,
turned the $10 billion Kodak company from a monolith into 17 entrepreneurial units, he created new corporate entities. When Bob Palmer, in 1992,
took over from Ken Olsen as chairman of the troubled Digital Equipment
Corporation, he established nine corporate entities or 'divisions'. Five of
these are based on his perceived groupings of customers, such as the health
industry, manufacturing and defence, telecommunications, education and
entertainment, consumer and process manufacturing, and financial, professional and public services. Four corporate entities focus on products and
competencies, such as personal computers; components and peripherals;
storage products; and multivendor customer services. Managers are con-

cerned with the creation of meaningful subdivisions (corporate entities)
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and with the initial conditions within the entity they manage. The success of
Bob Palmer (and of the Digital Equipment Corporation) will depend on the
meaningfulness and uniqueness of the corporate entities (divisions) he
created, and on the initial conditions he created, for example, by his choice
of divisional managers and the means by which their success will be measured.

Managers should make an efort to create an environment for people
which aHows 'mutations' to emerge. They should never stop in their search
for pockets of evolutionary potential which could lead to the creation of new
corporate entities. This search requires the constant updating and improvement of the overall purpose. Although 'divide and rule' still very much applies, managers essentially only 'divide' in that they divide corporate
entities according to the overall purpose. Soon after their creation, corporate entities more or less rule themselves as self-organizing, operationally
closed systems. A key challenge for managers is to maintain an incubating
environment in which corporate entities develop and flourish in exchange
with their environment.

From Enabling Tasks To Enabling Creation
In the pursuit of competitive advantage, companies face mounting cost
pressures, the need for ever-improving quality, speed, and the demand for
new products and services. To meet these vigorous challenges, companies
are forced increasingly more to review and question the assumptions on
which their organizations are based (double-loop learning). The process of
double-loop learning is not simply a matter of developing corrective actions. In order to break through apparent limits, innovation is required. As
a result, the issue for managers is not only to make people perform tasks,
but also to create environments where new products and competencies are
developed and where tasks are performed increasingly better. Jack Welch
observes in General Electric's annual report of 1991: "Our diversity creates
a huge laboratory of innovation and ideas. Mining them is both our challenge and our awesome opportunity." So what needs to be done in our companies to make this happen?

Purpose Or Psyche

Glimpses of how companies may work in the future are heralded already.
Campbell's Soup is convinced it has improved profits by introducing a new
doctrine, a new cult focused on the achievement of breakthroughs in marketing, sales, and its operational processes. The idea is simple. Employees
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are 'encouraged' to believe unquestioningly in a vision of improvement and
to concentrate only on making it work. The key success factor in this approach which is spiced with Gestalt psychology and the Human Potential
movement - is in the unfailing personal support of David Clark, the president of Campbell's, and his disciples. A study on Motivationsfor Innovanon in Firms does indeed confirm that "what is called for is a change in
management policies and compensation systems in order to create a more
direct link between the immediate goals of individuals and the firm's overall goal of profit maximization". But is it realistic to expect that future
companies will use 'doctrine' to create and diversify knowledge?
-

The behavior of corporate entities, as operationally closed, selforganizing systems provides a clue to other possibilities, structural in nature, in the quest to increase the creative potential of companies. In 1968,
for example, Frederick Herzberg established that autonomy - or "job loading" as he called it rather than control, is what leads to creativity and
long-term business performance. By the continuous process of creating
purpose-driven divisions in their companies (each of which then operates as
a self-organizing system), managers can effectively establish new environments in which innovation is boosted. The subcultures in these corporate
entities permit the development of new insights. The encouragement of diversity in values and beliefs opens the way to solutions and results which do
not otherwise seem possible.
-

Invoking Self-Reference
People in corporate entities have a shared vision of the future. If there is no
shared vision, it cannot be called a corporate entity. The challenge of management is not only to create a shared vision; the real challenge is to create
a shared sense of reality! A shared reality comprises a shared vision as well
as the shared view on achieving that vision. The creation of a new shared
reality is a necessary condition for the achievement and successful development of new visions. During a visit to Nestld Malaysia in 1992, I came
across an interesting result of what must have been a strategic workshop on
creating both a shared vision and a shared sense of reality. The management team had summarized the reality they wanted to create on a poster:

0 A leading international company in food technology and nutrition.

0 A company which satisfies real customer

needs, producing and
selling products of the highest consistent quality, reliability and

convenience.
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• A company that maximizes the use of good quality local raw materials, thus gradually reducing the Malaysian Food Bill.

0 A dynamic,

progressive, efficient and responsible organization,
where entrepreneurship and personal initiative are stimulated.

0 A good employer with a progressive personnel and social policy
and with a management style that is based on participation and
commitment to team work.

0 A good corporate citizen, a company that always fulfils its obligations with government and third parties.
• A company that protects the environment and promotes and participates in meaningful community projects.
The creation of a new reality is an attempt to create coherence or 'resonance' in an organization, i.e. to get people, ideas, views, opinions, tasks,
and so forth on the same wave length and reinforcing one another. Ideas
and views tend to resonate when based on the same principle. The concept
of cultures with different truth systems, for example, resonates with how
children develop common sense. Children create 'micro-theories' to cope
with gaps and contradictions in human knowledge and beliefs. Microtheories are like cultures within which certain assumptions are considered
to be true. These assumptions may be untrue in other cultures. Fumio Kodama (1992) describes resonance between technologies as 'technological fusion'. By bringing different technologies together, technological fusion

leads to the development of entirely new and dramatically improved prodUcts.

Managers are creation catalysts who promote resonance by continually
developing the corporate purpose. Considering the self-referential nature of
organizations, managers can at best expect to mediate this process by what
I refer to as 'mirroring'. Mirroring visualizes - and therefore intensifies the inside and outside events which influence internally driven processes.
The idea of mirroring is to reflect the perceptions of people in an organiza-

tion about what is going on both in the outside environment and within
their own organization, with the goal ofollering them new insights. Mirroring therefore exploits the self-referential character of organizations. The vision and reality of an organization are the products of perception mirroring.
Metaphorically speaking, an 'expressionistic' organization would reflect its
world like a Van Gogh or a Chagall. Expressionistic organizations tend to
be driven from within by a dominant culture. An 'impressionistic' organization would see reality as Monet or Degas did. Impressionistic organizations are more open to their social surrounds. These styles of creating
reality change over time. We shall explore this in detail in the chapter So-
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cial Elasticity. To summarize, Evolution Management facilitates a structured mirroring process which enables organizations to create a clearer and more competitive - purpose for themselves.

Corporate Reincarnation
Managers are the custodians of corporate purpose. However, as nodes in a
social network, they are not necessarily its sole owners. Driven by unpredictable events, they have to constantly adjust and improve corporate and
organizational purpose. The adjustment of corporate purpose results in decisions to divide, group, and regroup corporate entities - whether these consist of individuals or organizations. The management process, therefore, is
a constant process in which corporate purpose is adjusted, new divisions
and groupings are made. and only the 'jittest' divisions are retained.
When a social system is formed, each new element contains the characteristics of the social system from which it stems. Morgan (1986) refers to
the holographic nature of culture, i.e. the whole contains the characteristics
of the elements and elements contain the characteristics of the whole. "Culture pervades the whole organization: employees exude the characteristics
that define the ethos of the whole." Von Hayek (1988) observes: "Traditions
are transmitted via written and unwritten rules." A social system, in other
words, represents the rebirth of the 'soul' of one or more social systems.
Therefore, social structures are procreations nor incarnations but, to a cer-

tain extent, 'reincarnations'. The dividing and regrouping process results in
the 'reincarnation' of corporate entities, especially of their cultures and operational capabilities. This may result in the transfer of values which remain latent until their emergence is triggered, for example, by a changing
environment. (See the chapter The Dynamic Culture - Values: Cause or
Consequence 2) During the process of reincarnation, a manager's objective
should be to preserve the accumulated knowledge and experience of people
in the corporate entity which is being transformed. An example: right after
the Second World War, Mitsubishi, originally a trading company, decided
to spin off rather than close their car and tank manufacturing division.
Today, the car company of Mitsubishi is substantially bigger than the original company. 'Spinning off' is apparently more effective in the long term
than 'cutting off because of the opportunities for evolution that are created.
Simply cutting resources and people leads to the unnecessary loss or diffusion of evolutionary potential.
From a social and economical point of view, it is better to create new
and independent corporate entities which then have to survive on their own.
To overcome operational inefficiencies in Britain's big hospitals, health
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The Process of Corporate Reincarnation
planners, triggered by developments in the United States, have opted for
'corporate reincarnation'. By dividing their buildings into a series of centers, some hospitals are moving away from their traditional, monolithic

structures. Each center is run as an autonomous unit. For example, a miniorthope(tic hospital unit would have its own building, beds, pharmacy, laboratory, radiology center and offices. These centers are strongly patientfocused. Patients, after all, are the customers - and as such - should determine the purpose of these centers. The result is that not only is patient care
improved but also overall efficiency.
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Unfortunately, the decision to 'reincarnate' a company is too often the
result of a crisis or some other impending circumstance rather than by foreSight. The computer industry, for example, is going through - what one
would traditionally have called - a self-destruction phase. Giants such as
IBM, Digital, Bull, and Siemens Nixdorf have been overwhelmed by the
technological progress they themselves have brought about and which has
turned their products into consumer products. These companies are now dividing into leaner, faster-moving, smaller parts, each part having to carve
out its own markets and business. The challenge for managers in these situations is to reincarnate corporate entities without endangering the evolution of the overall concern. Useful examples of how this can be achieved are
the Japanese, with their business family (keiretsu) and the Swiss, with their
confederation of cantons.
In 1986, in a book on the dynamic enterprise, I described the dynamic
balance between autonomy and interdependence, based on the following observations: (See the figure Dynamic Balance between Autonomy and Interdependence)

Nest16, the giant Swiss food manufacturer, has successfully preserved the flexibility of its corporate segments in spite of its over-

all size. It seems that a certain degree of autonomy can coexist
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A
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> Interdependence
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with central policy making. This 'balance' is similar to the can-

tonal system in Switzerland, where each canton has a signijicant
degree of autonomy. The government of the Swiss confederation,

however, determines central policy and maintains the Swiss identity.
However, Charles Handy (1992) correctly observes that 'federations'
must be more flexible than 'confederations' such as the Helvetian Confederation. As we have already concluded, both autonomy and interdependence
- interdependence as a measure of complexity - are essential characteristics
of self-organizing systems. What the degree of autonomy should be versus
that of interdependence is the central question. Vertically integrated companies, such as those in the computer industry, can move toward more federal structures by choosing the points in the value chain at which they can
most profitably use their competencies. This results in the creation of a
broad range of alliances, which in its turn ensures a competitive and flexible, but coherent ensemble of corporate entities. A system such as this is
what the Japanese car manufacturer, Toyota, would refer to as a manufacturing keiretsu. Other companies, for example those in the chemical and
food industries, tend to increase interdependence by integrating the elements which add value to their products and services. McDonald's, the fast
food chain, although operating as a franchising federation, has integrated
its entire food production chain - from farms to food processing plants and
transportation - to cope with the challenge of serving its customers in Central and Eastern Europe. The balance between autonomy and interdependence is clearly a dynamic one. Companies move from more integrated
structures to federal structures and vice versa driven by external and inter-

nal influences and developments. Every rebalancing act aims to gain in either the autonomy or the interdependence of its corporate elements. New
organizational forms emerge as a result. The evolution of hierarchical organizations into matrix organizations is likely to be followed by a further
evolution toward network and 'virtual' organizations. This book explores
the possible indicators which managers can use to optimize their roles as
catalysts in the corporate reincarnation process. Simply being aware of the
dynamic balance in the first place can already be of help to managers when
creating corporate entities.

3 The Dynamic Culture

Culture

|

The Whole

What culture is and isn't and
whether we can manage it.

Neo-Newtonian Breakthrough
When Newton observed an apple falling from a tree, he did not concern
himself "with whether it was old or new, red or green, or had odor or not".
He "eliminated those things and thus did not necessarily complicate matters." His objective was to describe the movement of the apple, not the apple itself (Asimov, 1988). The reflections of Asimov in his book Prelude to
Foundation contain the keys to a new view of culture. Over the last decades, sociologists, anthropologists, and management experts have treated
culture as an apple. They bit into it to identify its flavor and aroma. They
studied it and compared its shapes and colors to those of others. At the
same time, numerous attempts to change cultures have not been particularly
successful. The 'Neo-Newtonian breakthrough', therefore, is concerned
with the creation of a new understanding of culture which is based on 'the
process of culture' rather than on 'how culture may appear'. This approach
complies with the observation of Gregory Bateson (1979) that the very nature of perception follows an alternating focus on classification and process
and that our learning should be modeled on the same sort of paradigm. The
emphasis on 'process' is supported by similar trends in various scientific
disciplines. In The Tao ofPhysics (1975), for example, Fritjof Capra brings
together several thinkers and their dynamic rather than static world views.
Likewise, in Images Of Organization (1986), Gareth Morgan refers to the
roots of organizational dynamics and their originators when he proposes
'organization as fux'. The dynamic world view requires an eye for the
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whole or as Probst (1988) calls it: "ganzheitlichen Denken". The traditional
Cartesian approach of fragmentation no longer provides satisfactory explanations for dynamic phenomena in our world. The German physicist, Heisenberg was the first to recognize that elementary particles behave as waves
or processes. As carly as 1943, he introduced the S-matrix theory - or scattering matrix theory - which represents a shift in emphasis from objects to
events. Events are part of a network and particles in this network are reflections of'resonance'. Scientists like David Bohm and Geoffrey Chew further
developed this concept into the 'bootstrap' philosophy. In their view
Traditional View

1

1

Its Appearance

Culture

The Process

1

Evolution View

(Capra, 1975), the universe and possibly societies as well are seen "as dynamic webs of interrelated events. None of the properties of any part of
these webs are fundamental; they all follow from the properties of the other
parts, and the overall consistency of their mutual interrelations determines
the structure of the entire web." In fact, what people seem to sense and observe are resonance situations. Resonance occurs when elements, or waves,
in a system oscillate at the same rate and are coherent. Coherences refer to
behaviors, or waves, which reinforce one another. Therefore, it is not resonance but what causes resonance - the process - that is important. Resonance situations are the coherences or eigen-behaviors referred to by
Francisco Varela (1984) when he explains operationally closed, selforganizing systems. (See the chapter The Evolution Paradox.) As Gareth
Morgan reports, scholars such as Rupert Sheldrake (1993) expand the concept of resonance situations beyond the realms of physics and biology into
the area of behavioral sciences. Converging transdisciplinary views, mendoned above, are evidence of the evolving or shifting paradigm examined
in the chapter The Evolution Paradox. Even though these views are not entirely crystallized, they represent an awakening to the hidden complexities
of our dynamic world. This awareness is the indispensable foundation for
the understanding and development of the propositions in this chapter:

• Cultures cannot really be managed.
0

Revelations about strong and weak cultures tend to be irrelevant.
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0 Cultures may be self-destructive.

The objective of this chapter is to propose a view and model of corporate dynamics thereby enabling managers to determine what can be done
about culture. The Neo-Newtonian view encourages a focus on motion, in
this case, a focus on culture in motion.

Culture Mythology
Sometimes, from one day to another, corporate giants tumble. They don't
necessarily die, they disintegrate. Newspaper articles on the forced resignation of IBM chief John Akers refer to IBM's unprecedented management
shake-up, its business transformation, and its dramatic cultural changes.
The entire event is almost as arcane as the disappearance of dinosaurs some
sixty six million years ago. What has led to IBM's decline? Is it the environment, technology, or competition? Is it poor leadership? Or is it IBM's
culture? How can this happen to a company which has been identified as
the world's most famous strong-culture company (Kotter and Heskett,
1992) and provider of the model culture for the future? What is culture anyway?

The definitions of 'culture' vary from those classification oriented to
those that are more process oriented. In his book Culture's Consequences
(1980), Geert Hofstede suggests a useful definition for culture which perfectly fits the purpose of his research; "culture is the collective programming of the mind which distinguishes the members of one human group
from another". Hofstede observes, "this is not a complete definition; culture
includes systems of values; and values are among the building blocks of
culture". Hofstede's objective was to demonstrate the differences between
various national cultures based on his findings from data collected in a survey of more than 100,000 workers in 66 countries. One of the key findings
of his research was that different cultures arrive at culture specific solutions
for the resolution of organizational issues. I shall look at this more closely
when the effect and benefits of sub-cultures are discussed. The dimensions
which Hofstede uses to identify and plot national cultures (i.e. Power Distance, Uncertainty Avoidance, Individualism, and Masculinity) are essentially his invention as an observer, and were useful to the interpretation of
the data and, to a certain extent, the classification of national cultures. Hofstede's definition of culture is based on a definition by Kluckhorn who
maintains that the "patterned ways of thinking, feeling and reacting are
learned and transmitted by symbols and artifacts". Even though it satisfies
the requirements for classification, the definition of culture used by Hof-
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stede and Kluckhorn does not naturally lead to measures resulting in culture change.
Values, symbols, artifacts, and rituals are referred to over and over
again as key cultural building blocks. Terrence Deal and Allen Kennedy
produced an impressive resume of cases based on these terms. Several examples from different companies and company events were gathered and
classified in categories, such as values, heroes, rituals, and communication.
The multitude and variety of success stories in each category, however interesting, makes it difficult to get a clear view of what leads to culture
change in varying circumstances. In the article, Anthropologica/ Contributions to Organizational Culture, Sabine Helmers (1991), in reference to the
views of Deal and Kennedy, observes that "rituals are not simple and handy
tools or toys which can be employed to evoke a climate of creativity and efficiency or to change an entire culture quickly". The variety of situations in
which rituals and values somehow play a role tends to be so great that it
seems almost impossible, from a statistical point of view, to distill a logic
for success. At best only a sense of atmosphere is obtained and this alone is
not easily translated into actions leading to cultural change, as I experienced myself in Digital Equipment. (See further on in this chapter.)
The discussion by Deal and Kennedy (1982) that 'strong' cultures are
essential for success, triggers questions about the nature of culture. Ten
years after their book was published, several companies referred to as having strong cultures were facing performance problems (e.g. IBM, Digital,
and Caterpillar). A clear definition for a strong culture does not really exist.
Culture strength, for example, could relate to the degree of sharing values,
management beliefs, rules, and style, but these variables are difficult to
measure. In an effort to prove the relationship between culture strength and
corporate performance, Kotter and Heskett (1992) were not able to substantiate their thesis convincingly. Nor were they able to show that corporate performance is related to "appropriately fitting or adaptive cultures".
Deal and Kennedy as well as Kotter and Heskett however, make two
interesting observations which support the propositions in this book. First,
they observe that 'culture' somehow evolves from a weak to an increasingly

more dominating and sometimes suppressing force which keeps people together and focused though (eventually) not necessarily always on the right
things. Second, "the business environment is the single greatest influence
in shaping corporate culture". In start-up situations, an occasionally obsessive business vision articulated by an entrepreneurial leader keeps employees on their toes and focused on achieving corporate success. When
eventually success is achieved and reproduced, an 'apparatus' is created
which is meant to keep the success generating process going. That is the
moment when 'culture' becomes most visible, even though it has been determined by often invisible initial conditions, such as the environment, the
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purpose of the business, the people, and their choices. The link between
culture, values and corporate performance - a favorite subject of examination among management experts and corporate surveys - should be interpreted prudently. In a survey sponsored by Digital Equipment in the United
Kingdom (Jack, 1993), for example, the findings showed that the evidence
of formally stated values is likely the result of efforts to formalize operational and organizational processes. Values and processes are the result of
mutation and selection, something which James Quinn refers to as "muddling through" in his study and book which examine methods large firms
use to formulate strategy. The values reiterated by management, therefore,
are often the consequence as much as the cause of success.
The above observations reveal the elasticity of culture and a dynamic
balance between (business) vision and culture. The proposition which I
shall elaborate throughout this section on the Metasystem Of Cultural Di/1
»entiation is that cultures are 'elastic' and that the elasticity of culture or
social elasticity leads us to a more refined understanding of corporate dynamics. Edgar Schein (1985, 1988) acknowledges the dynamic or evolutionary aspects of culture in that "cultures evolve and grow". Evolution
leads to differentiation, for example, by the division of labor, functions, and
geographies. Consequently, new environments are created in which subcultures start to flourish. A process of socialization goes on. "The goal of
socialization is to perpetuate the culture" (and success). Socialization, however, may result in "over-socialization" which causes cultures to become
dominant and inelastic. Inelastic cultures tend to deny other cultures, such
as sub-cultures and cultures of competitors, suppliers, partners, and even
customers. At the end of the 198Os, for example, many top managers considered the growing number of organizational dilemmas within Digital so
unique that only Digital's management could produce appropriate solulions. Digital's track record, however, shows the contrary. At that time, approximately two years after IBM, Digital took the same measures IBM had
in dealing with the same problems (by now this situation may have been reversed).
Friedrich von Hayek (1988), shortly before his death in 1992, came
closest to an evolutionary view of culture when he referred to the spontaneous formation of order in groups of people (social groups) and "the experimental process of adaptation to unforeseen change by the observation of
rules which, when successful, could lead to an increase of numbers and the
formation of regular patterns". With his definition of culture as "a pattern
of core assumptions invented, discovered, or developed by a given group",
Edgar Schein essentially supports the 'Nestorian view' on culture (the patriarch, Nestorius, viewed Christ as both God and man rather than as a
single entity). Culture, in other words, emerges as an attribute of a group of
people. "But culture is neither an underlying nor a surplus factor, culture is
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both the whole and the parts" (Helmers, 1991). Kurt Lewin (1934) states:
"a group is a dynamic whole" of people and of what they cause. An organization, therefore, does not have a culture; it is a culture! The evolution of
a corporate entity is the evolution of culture. And the self-organizing characteristics of corporate entities as well as the processes of mutation and
selection are those of cultures! The evolution of culture bears the same unpredictability as the evolution of corporate entities. Cultures are like flowing rivers in which each turbulence is the unpredictable mark of an
unknown amount of previous turbulences. The behavioral patterns we observe in an organization are only images of culture. Cultures, those of companies and societies alike, are groups of people or organizations which
operate as self-organizing systems. The characteristics of a self-organizing
system - autonomy, complexity, self-reference, and redundancy - must inevitably also relate to cultures. Consequently, a culture can be identified as:
• Determined by autonomy and complexity (or interdependence)
Requiring self-reference

0

• Causing a 'natural drift' of behaviors within distant boundaries
0

Creating redundancies

In an impressive book on organizational views and metaphors, Gareth
Morgan (1986) refers to a famous example in Plato's Repubhc which Socrates used to explain appearance, reality, and knowledge. Even today, this
example sheds light on our understanding and explanations of culture. The
allegory is about a cave in which people are chained and imprisoned for
life. The prisoners do not face the cave's entrance and only see the cave
wall. A fire just outside the cave, however, throws shadows of people and
objects onto the wall inside. "The cave dwellers equate the shadows with
reality, naming them, talking about them, and even linking sounds from
outside the cave with the movements on the wall. Truth and reality for the
prisoners rest in this shadowy world, because they have no knowledge of
any other." When one of the cave dwellers who is allowed to leave the cave
returns, the others are eager to hear him out. They look for confirmation of
their perceptions. When the experience of the outsider, however, threatens
to shatter their sense of reality, they ridicule him. The mismatch between
the outsider's views and the perceived reality turned the world outside into
a potential source of danger rather than a source of wisdom and insight.
lead the
"The experience of the person who left the cave could thus actually
.
cave dwellers to tighten their grip on their familiar way of seeing.
On the one hand, Plato's cave story illustrates the concern expressed
in this chapter about attempts to explain culture by categorizing rituals,
symbols, and artifacts. Ritual s, symbols, artifacts, and sometimes even the
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formally documented values in an organization are images of culture which
are similar to the reflections On the cave wall in the allegory of Socrates.
These reflections do not necessarily give insight to the essence of the process of culture. They tend to be situations of resonance which become visible as evidence of an on-going process. As Socrates observes, "the shadows
are but dark reflections of a more complex reality outside the cave".
On the other hand, the self-referential character of culture gives rise to
the development of certain realities within an organization, the desire of
people to hang on to them, and eventually the denial of other realities. Morgan concludes: "while organizations may be socially constructed realities,
these constructions are often attributed an existence and power of their own
which allow them to exercise a measure of control over their creators".
Self-reference in itself is a dynamic phenomenon. Initially, it spawns the
development of open, i.e. elastic, perceptions of reality. But, eventually, it
makes these perceptions become more rigid or inelastic. Since "the cave
stands for the world of appearances", one may improve the chance of in-

Distant Boundary
Natural Drift

Distant Boundary

The Natural Drift of Eigen-behaviors within Distant Boundaries
fluencing the developing realities in an organization by mirroring insightgenerating models into it. (See also the chapter We: 77ie Corporate Entity.)
In fact, the purpose of this book is to develop models which function as the
'blazing fire at the mouth of the cave'.
As a chaotic, self-organizing, social phenomenon, culture is driven by
its initial conditions. Its typical behaviors, or eigen-behaviors, are coherences (Varela, 1984) which unfold in a natural drift modulated at best by a
multitude of influences from within and without. These behaviors are restrained by distant boundaries, such as physical, economical, and social environments or 'webs'. After organizations are created and when their
self-organizing characteristics have developed, the images of culture are almost impossible to manage. The influence of management on (sub)cultures
is most effective only at their very beginnings.
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Whether cultures are strong or weak is not necessarily relevant. Amitai Etzioni (1988) concludes, "the conditions for the evolutionary selection
of rules often do not exist". In evolution, it is important that cultural mutations pass the selection process. For example, the evolution of life forms
and technical standards has shown that less than elegant and non-perfect
mutations are often selected and survive. After 140 million years of domination, dinosaurs disappeared from fossil record and mammals somehow
proliferated. "Mammals basically all looked alike - squirrelly or shrewish
and no bigger than a badger - until the dinosaurs disappeared. It is not necessarily the most fit that survive; often it is the most fortunate." Therefore,
the performance of culture does not depend on its images as Deal, Kennedy,
Kotter, and Heskett presumed but on the state of its natural drift and its distant boundaries. In short, culture performance is not an attribute of culture,
it is a state of culture in relation to the environment at large.
Cultures themselves seem to contain the triggers for survival and selfdestruction. Like billions of cells in the human body - "when they reach a
certain stage of growth, they quietly trigger their own disintegration" - cultures may bring about their own end. The 'over-dominance' or ine/astic,(y
of cultures, for example, could signal that self-destruction through disintegration of the whole is imminent. Self-destruction from an evolutionary
point of view is a necessary, if not, inevitable condition for the development
of other mutations. Disintegration is a way of ensuring 'survival.' In this
context however, survival is a process of mutation and selection rather than
'not dying'. The concept of cultural self-destruction may explain the disappearance of the Chinese, Etruscan, Greek Roman, and other cultures. In
this light, Fritjof Capra (1982) refers to Arnold Toynbee's A Stu* of Histo_
7 which explores the genesis and decline of civilizations. Toynbee's view,
in fact, foreshadows the elasticity ofcultures:

When social structures and behavior patterns have become so
rigid that the society can no longer adapt to changing situations,

it will be unable to carry on the creative process of cultural
evolution. It will break down and, eventually, disintegrate.

In the chapter Socia/ Elasticily, I shall discuss culture elasticity and
relate my observations to those of, for example, Toynbee, Hegel, and Capra. Based on the above conclusions, the natural question is: how restricted
is the role of managers as culture shapers to the role they fulfil as catalysts
in their social structure?
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The Culture System
How can we influence the evolution of a social structure or, in other words,
how can we influence a culture? In order to answer this question, we must
find a way to describe the culture system, i.e. the framework of interactions
which determines the fate of a social structure. At the 1991 Valhalla Conference in Copenhagen, Krzysztof Obloj - professor of Management at the
Warsaw University - handed out a rather poorly printed copy of his article
Polish Privatization Program: Remarks on Action, Symbolism and Cultural
Barriers. In his essay, Krzysztof Obloj seems to give a personal account as
much as an analysis of the situation. This distinguished him from most of
the other contributors at the conference. Obloj serenely concludes:

Every textbook ojIers a definition, but I like a simple one: culture
is the shared values and behavior that knit community together. It
is the rules of the game: the unseen meaning between the lines in

the rulebook that assures unity.

Based on my experience in Digital Equipment, I came to a similar
conclusion in The Power Of Tomorrow's Management (1989). Culture can
be explained as a system of interacting elements such as values, the rules of
the game, and behavior. It functions as a binding force which keeps people
together and focused. In order to explain how culture - as a system - seems
to permeate an organization, I added other elements such as the environment, vision, ethics, and attitudes.

Its Interacting Elements
The outside environment is an essential part of tlie 'culture system' because
of the unmistakable interactions with the other elements. The opportunities
a company develops is determined by both the environment and its intrinsic
potential. The global ambitions of AT&T, for example, are aided by political as well as technological change. Governments are deregulating and privatizing their telecommunications services which opens up new markets.
The merging technologies, products, and services in the area of computers,
telecommunications, and consumer products also cause AT&T's markets to
grow. As Kenneth Gergen (1992) observes, "in the process the organizational realities are married to the realities of the surrounding culture. Although not in its own terms, the organization becomes intelligible to the
social surrounds".
Vision, as part of the culture system, expresses what people on the
whole expect to achieve. Visions often are poorly stated or fail to electrify
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us. People find it hard to agree on wording. Arranging the words is even
more difficult. In a workshop led by Pier-Carlo Falotti, the former president
of Digital Europe, we were asked to prepare a vision for Digital. The first
day was spent presenting our opinions on the state of the company. The second day was focused on the formulation of the vision. During the discussion, I asked one of the participants - a successful Scandinavian subsidiary
manager - what his vision was. In response to my question, he was silent
for some minutes. With growing tension agitation he finally cried out: "to
always be successful"! In my view, that may have been part of his vision but
a major part of it remained hidden. This manager's vision was visible in the
way he dealt with his customers - he entertained them in the sauna on the
top-floor of the office-building and served them meals prepared by a gourmet chef His vision was also reflected in the work environment he created;
he was the first one in Digital Europe to build the office of the future. His
vision was in the choice of his products; his subsidiary was the first to successfully launch personal computers as part of Digital's second attempt at
the market. Vision is a difficult concept. Either people don't know what to
include or people include something utopian which doesn't really fit their
social structure. What is even worse, a vision doesn't always represent a
shared belief. At the end of our workshop, we agreed on a set of words to
symbolize the elements of our vision. Each word was written on a card.
This allowed the participants to construct their own understanding of the
vision by arranging the cards. The key word was 'openness', something
which led to the popular Digital advertising slogan: 'The Open advantage'.
Although openness was meant to represent the vision, it did not renect
Digital's introvert culture. Bandura (1989) explains how vision creates a
discrepancy with the current reality and in turn can motivate people to
achieve it. The issue at hand, however, is to make employees believe in the
vision first. In the chapter Evolution Clockwork, the elements of what
might be the architecture of vision are discussed. In summary, vision is a
triggering element and catalyst in the culture system and, to a certain extent, people can influence its development.
Both ethics and values are elements of the culture system. Companies
often choose to adhere to certain ethics or are forced to do so by the sociopolitical environment (e.g countries) in which they operate. Ethics, as moral principles, essentially are values. Amitai Etzioni (1988) concludes:
"
Values are overarching criteria people use to make choices. They may be
moral, personal, or social". I decided to keep ethics separate from personal,
and social values because they appeared to be included in a well defined
code of conduct. In their written form, I found them to be more sincere than
any of the deliberations on values I read. Personal, and social values, subjects of much discussion in Digital, seem more difficult to grasp and open
to interpretation. Etzioni recognizes that values sometimes lose their affec-
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tive elements; "they become empty shells, fragments of intellectual tracts or
phrases to which people pay lip service". Only true values are normative.
As overarching criteria, values influence the rules of the game which
emerge or are invented to perpetuate success.
The rules of the game determine the basic freedoms and unfreedoms
within a social structure and our minds. They too are part of the culture system. We are not always aware of the rules of the game we apply. To demonstrate this to an audience, I designed a simple card game. From a deck of
cards containing only number cards (no aces, kings, queens, jacks, or jokers), one card - the three of diamonds - was selected and shown. The audience was asked whether the next card would be higher or lower in value.
Generally, the response was: "higher" - it was after all a three of diamonds!. Not surprisingly, when the next card - the ten of diamonds - was
drawn and shown, the audience reacted with relief. In the next step, the audience was informed that all the remaining ten-cards have been taken out of
the card game. So the ten of diamonds still on display - was the last card
in the deck with the value of ten. Again, the audience was asked whether
the next card would be higher or lower in value. In almost all cases, people
believed the next card would be lower in value. Some in the audience were
even willing to bet their salary on it. When the next card was shown, the
audience reacted with stunned silence - it was a twenty of blue diamonds!
Almost everyone had assumed they were dealing with a 'normal' deck of
cards! This experiment is not meant to trick the audience but to illustrate
how our immediate perception of the future is determined by the subconscious rules of the game in which we tend to be operating. Therefore, how
can we expect people in a company to be innovative if the rules of the game
aren't changed? The rules of the game essentially present themselves as
-

strategies; "they are a coherent, unifying, and integrative pattern of decisions a firm makes" (Hax, 1991). The rules of the game can either be deliberately set or emerge from a pool of past patterns of decisions. The selection
of the rules of the game is an evolutionary process. However, as Etzioni
(1988) observes, "the conditions for the evolutionary selection of rules often
do not exist".
, Krzysztof Obloj' s observation remains in tact, "the unseen meaning
between the lines in the rulebook" is what determines the attitudes and behaviors in organizations and societies. 'Behavior' is the sum of consistent
actions and as such parallels 'strategy'. What counts is what people 'do',
such as their activities, rituals, communications, and so on. We have a
chance of influencing the actions of people if we are able to influence their
attitudes. This cannot be the result of a Cartesian type, manipulative process. However, understanding how the elements within the culture system
interact may help people to control their own behavior.
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Culture as a Dynamic System
Interactions between the elements of the culture system - such as the
environment, vision, ethics, values, rules, attitudes, and actions - cause
them to cling together as one dynamic system. In the model representing
the culture system, each element is positioned next to those with which it
directly interacts. (See the figure Culture as a Dynamic System.) The culture system is a non-Cartesian system. It does not necessarily follow an optimizing mode of operation. In the words of Capra (1975), the culture
system functions "as a dynamic web of interrelated events". These interrelated events cause an internal self-propelled drift. "In a sense, culture resembles an equation with only dependent variables, because culture as a
whole influences its own characteristic elements" (Van der Erve, 1989).
The culture system can be subdivided in two parts: the driving sphere and
the consolidating sphere. The driving sphere may cause a new wave of interactions which eventually affects all elements in the culture system. Vision is its triggering element. The consolidating sphere is more focused on
the reproduction of achievement. When success is achieved, rules are selected which perpetuate success by the attitudes and actions they bring
about. When that happens, organizations gain power by their "capacity to
achieve specific ends" (Gergen, 1992). In the chapters to come, the dynamics in and around the culture system shall be discussed in increasingly more
detail.
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To summarize, within the culture system both vision and the rules of
the game can be set effectively. Values are more difficult to influence. The
same applies to the attitudes and actions of people simply because they are
triggered by the rules of the game. Unlike values, attitudes and actions are
more visible which makes them seem worthwhile as gauges of success.
The Division of Power

Vision is not the privilege ofjust a few managers. In a company, one finds
many visions related to, for example, logistics, manufacturing, and marketing. The culture system of a company, therefore, contains other culture systems (sub-cultures) each with their own framework of elements which must
be connected to form a 'whole'. Coherence between these culture systems is
achieved when their elements somehow 'resonate'. This requires them to be
interdependent, and sometimes complementary or in tune during certain
periods of time. 'Power' remains an inevitable phenomenon in this process.
Amitai Etzioni (1988) reminds us that "structural changes are rarely propelled merely by knowledge, emotion and even values; the exercise of power (not necessarily force!) is often required". Acknowledging that one
culture system contains others leads to the concept of the division Ofpower
in organizations. Similar to the division of labor (Adam Smith, 1776), the
division of power causes the 'differentiation' of power. In keiretsu type of
conglomerates, we see the power base move over time from business to
business until a certain equilibrium is achieved. Mitsubishi, for example,
grew to total sales of $175 billion in 1990 from its humble beginnings as a
trading company before the war. It added heavy industries initially to
build its own ships, banking institutions - to finance its deals, and later included many other businesses to become a huge conglomerate with 28
members. The division of power is realized by the focus of each member on
one particular industry segment. As opposed to creating industrial variety,
companies may achieve the division of power by restructuring their internal
control framework. The federalist structure of Asea Brown Boveri with its
1,100 separate companies which think global and act local is a beloved example. The concept of'process' leads to a third way of achieving the division of power. Organizations may accomplish a time-based division Of
power. This requires the creation of complementary culture systems which
come to power only during certain periods of time. For example, companies
may shift power from research to manufacturing, then from manufacturing
to marketing and so on until the cycle is restarted. Companies in the pharmaceutical industry follow this path. Years of research are required to
-

create a revenue generating drug. Once a drug has been developed and
tested, a marketing culture takes hold. Another example is in the aircraft
industry. Fokker, the Dutch aircraft manufacturer, started off creating an
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engineering environment for the development of a new aircraft, the Fokker
100. It shifted its focus toward a manufacturing culture soon after the aircraft was ready for large scale production. The time-based division of power
may be used temporarily to increase the capacity of culture systems 'to
achieve specific ends' without fragmenting the overall culture. To prevent
the over-dominance of culture systems, the interactions between their elements must be understood and regularly mapped using the model of the
culture system.

Achievement: Through Impulse Or Potential?
If managers cannot 'manage' culture, what can they do? If they are too
dominant, they'll destroy the self-organizing capability of a social structure.
If too distant, they'll become its outcast observers.
The Force Of Direction
Colin Sharman, chairman of the management consultancy practices of the
KPMG federation in Europe, successfully turned around the culture of the
KPMG practice in the United Kingdom. Colin refers to project 2020 Vision
which he introduced in the United Kingdom inspired by Stanley Davis
(1991). When discussing the matter in more detail, it became apparent that
the replacement of an established functional structure with one which is
more client focused is what really did it. Colin Sharman led the development of a new organizational purpose and eventually reincarnated the organization and its culture with the establishment of customer focused units.
When Peter Weijland - a young head of research in the laboratories of
the PTI' Telecom in the Netherlands joined the company, he was thirty
two years old, had a doctorate in mathematics and philosophy and a few
years of experience as president of a small research concern. In his new job,
he faced an established research department with highly educated scientists,
often much older than himself, who had been with the company for years.
As incoming manager, Peter first talked with all the people in his organization. Then, he thoroughly prepared a week-long session in which he got all
his people together to establish a new mission. The resulting mission was
strictly adhered to when new organizational groups had to be formed in
support of new research projects. In hindsight, Peter Weijland recognizes
that one particular action was pivotal during this process. He was forced to
break up a recognized, and successful group in his organization because its
existence did not support the agreed mission. As result, the evolution of his
organization as a whole is continuing because its culture was prevented
-
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from becoming inelastic by an imbalanced influence from within. Rather
than maintain and institutionalize an existing group as the main reference
for potential success he chose to regroup. This caused the diffusion of people and their ideas while keeping the door open to new mutations.
When the disintegration of an organization seems imminent, managers can effectively produce an impulse - with the objective to reincarnate
the culture - by 'spinning off" some of its elements. If its new CEO, Louis
Gerstner, allows it to happen, IBM will choose for an evolutionary approach to cut costs in a structural way. In 1993, rather than closing four
European plants and terminate approximately 4800 people, IBM plans to
spin off each plant as an independent unit. The plants will be given a free
hand to sell their products and expertise either within IBM or outside. Before the transition takes place, they will be given time to identify their own
business purpose - their customers, products, services, competencies, capabilities, and skills. Restructuring for the sake of restructuring does not lead
to performance improvements (Jack, 1991). By facilitating the update and
agreement of the purpose of an organization, managers create an impulse
which influences the evolution of their organization and, consequently, its
culture. (See the chapter Creating Breakthrough in Business.) Such an impulse is complete, however, only when new subcultures, i.e. groups, are
carved out and dedicated to supporting the overall purpose (see the chapter
We: The Corporate Entity - Corporate Reincarnation). In this process it is
important that each of these groups is allowed to develop self-organizing
characteristics. Klimecki and Probst (1992) conclude that to an observer
"culture works out to be a development process which leads to a normative
model of order by the interplay of its elements."
What organizations achieve is partly the result of management impulses and partly dependent on the intrinsic potential of the culture as a
whole. The force which managers exert on culture as a process is a function
of the characteristics of culture as a self-organizing phenomenon. Consequently, the 'force of direction' - as a series of impulses which produce new
groups and subcultures - is a function of autonomy, interdependence (as
equivalent of complexity; see the coming section), self-reference, and redundancy.

Force = F(Autonomy, Interdependence, Self-reference, Redundancy)

The characteristics of self-organizing systems are key process parameters in the evolution of culture. They represent the basic degrees of freedom
or the initial conditions by which managers determine, negotiate, and reach
agreement when developing an organization as a profit or non-profit concern.
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Parameters of Cultural Evolution
As creation catalysts, managers walk on the fine line between the interests
of the overall culture and the cultures of the contributing elements. As Gurcharan Das observes in his Local Memoirs Of a Global Manager (1993):
"managers nourish each blade of grass but don't neglect the garden". Cultures as conglomerates of subcultures are less homogeneous as we would
expect them to be. Helmers (1991) refers to the views of Kathleen Gregory,
who pictures organizations as "multiple, cross-cutting cultural contexts
changing through time, rather than as stable, bounded, homogeneous cultures". This view comes close to the bootstrap philosophy of David Bohm and
Geoffrey Chew. Diversity within a cultural texture is a requirement for long
term survival. It makes the spontaneous development of mulations more
likely. On the other hand, cultures should not be too diverse within. Certain
coherences or resonance situations are required to ensure the evolution of
the overall culture toward more complex forms. Emphasis on the whole
rather than its elements associates with the dynamic balance between autonomy and interdependence. This dynamic balance turns out to be a challenge for managers across our society. In his book Head to Head the
renowned economist Lester Thurow (1992) concludes:

In the intense competitive atmosphere that will exist in the
twenty-first century, all of the participants should remind themselves daily that they play in a competitive-cooperative game, not
just a competitive game. Everyone wants to win, but cooperation
is also necessary ifthe game is to be played at all.

In other words, in a purely competitive mode, 'autonomy' is overemphasized while cooperation requires that the 'interdependence' between
companies is recognized. Interdependence or complexity is an essential
characteristic of self-organizing systems. Probst and Lorange (1987) define
complexity as: "the nature of the relatedness between parts when putting
together a highly interrelated network. It is the dynamics that grow with the
interrelations and interactions that create complexity". By simulating the
evolution of earth's life forms on a computer, the biologist Thomas Ray
demonstrated that only ecosystems - with creatures that were truly interdependent - can evolve. People and their views of order have grown from a
tribal perspective to that of a city state, region, country, empire, and eventually the world, symbolized by the United Nations Organization. This may
seem overambitious given the existing conflict on earth, but progress along
the axis of interdependence is inevitable. Companies, too, have evolved
from a regional to a national, multinational, and global scope. Possibly because of the inherent drive of self-organizing systems to create internal redundancy, the interdependence between elements in a culture extends to the
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interrelatedness with other cultures. In his essay Organization 77ieory in the
Postmodern Era (1992), Kenneth Gergen concludes:

For as organizations join with their surrounding cultures for purposes of mutual empowerment, and the circle of interdependence

is ever widened, we may become aware of the world as a total
system.

A broadening interdependence may accompany with the need for
more autonomy. In Rethinking Organization (1992), Robert Cooper reminds us that the interdependence between colonies required relatively autonomous governing bodies. Great distances from the mother country made
autonomy necessary to maintain the interdependences within the colonial
web. Similarly, spacecraft sent out to distant planets need to be able to operate autonomously. Millions of miles make it impossible for an earth based
tracking station to detect and react fast enough. Conversely, when o anizations devolve decision-making to decentralized units (making them
more autonomous), measures are required to consolidate and control the results of the whole to maintain tile interdependence between the units.
The groping relationship between autonomy and interdependence
within the business world causes new organizational forms to emgge. Hierarchies evolve into matrix and pro»t organizations where people, repre-
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slnling various departments, functions, and businesses, work_198Ether
within a corporate framework. Matrix organizations evoRe into network
organizations which 'connect' people - with distinct capabilities and backgrounds - for a certain business purpose. The virtual company - also referred to as the relationship-enterprise represents yet another wave in the
evolution of organizations; the dynamic networking of people is expanded
to the dynamic networking of companies. In evolution, each wave results in
a more complex self-organizing whole which requires new and more refined ways of establishing autonomy and interdependence. The state 67-the
art in technology plays an important role in the evolution of organizational
life forms. Computer, telecommunication, and software advancements improve the way people 'connect' thus enabling their autonomous behavior as
a whole. On the other hand, these advancements make it possible to improve the grip on the performance of the whole by controlling the interdependence between the organizational elements. Robert Cooper (1992),
based on Zuboffs work, concludes:
-

Information technology encapsulates a general function of all
formal organization: the need to make transparent what is
opaque. to make present what is remote, and to manipulate what
is resistant. It is not just a question of information or symbolization but of technologies which enable us to represent information
and symbols in a convenient form.

But technology in itself is not enough. The increasing complexity of a
more dynamic world also requires improved, more refined self-referencing
processes with new procedures, languages, and models.

Values: Cause Or Consequence?
Values do not easily change and if they do it may take years for any change
to permeate a social structure (Hofstede, 1980). But, do we have to wait for
a generation or more, perhaps, to see the values in societies and companies
change? Does it make sense even to try changing the values? Values, however, are not only the overarching criteria which eventually determine our
actions. They are also the overarching consequences of our visions, of our
actions, and, therefore, of the rules we set. For example, when the environment and the rules of the game change, the interactions between the elements in the culture system may cause the reappearance of latent values
which start to influence what we do and how we do it. (See also the chapter

We: The Corporate Entity - Corporate Reincarnation.) An example: in
many countries, civilians would face emprisonment when they kill the
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criminal who has assaulted their family. After all, 'thou shalt not kill'. The
day war breaks out, however, civilians who kill the attacking enemy are
seen as saviors. Apparently, values shift and may even 'flip-flop' when "the
unseen meaning between the lines in the rulebook" have truly changed. In
light of the above, the following account of my experience in Digital Equipment reveals that:
o

Value shifts show the contours of two extreme stages in the evolulion of social structures, those of fragmentation and integration.

0

Value shifts are company specific and do not necessarily apply to
the entire industry.

• When the necessary change of values is slowed down by the iner-

tia of an organization, corporate reincarnation is the means to
survival.

From Crajismanship To Process

In 1988, between Christmas and New Year, I sat down to summarize my
conclusions based on my first year at Digital's European headquarters.

After years of overwhelming

success and revenue growth, Digital
seemed to be stuck in a dead-end. Its fragmented structure was in the
way of a badly needed integration of operational processes. In the

fifties, Digital began as a company of engineers making electronic
components. Not until it put these components together and turned
them into the first minicomputer did Digital become a rising star. Its
engineering capability, fostered by Kenneth Olsen, in the role of
founder and president of the company, focused on the development
of product after product to satisfy an endlessly growing demand. The
increasing amount of product shipments in turn led to the development of a formidable manufacturing capability which established its
power in a growing empire. At the same time, with the expanding
population of computers in the field, the need for after-sales services
grew dramatically. The success of the services organization became
increasingly more dependent on its capability to move computer
parts around the world. In 1987, the European logistics organization
for computer parts was expanded to incorporate the entire customer
order processing activity including the administration of both product orders and service contracts. The new administration and logistics division became a potent power-house consisting of literally
thousands of employees across Europe. The objectives of this merger
were to streamline the logistics processes by cutting out redundan-
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cies, improving operational efficiencies, and consolidating unnecessarily dispersed, geographical units. The achievement of these goals
would also help Digital to improve the quality of its logistics and administration services to its customers. The inevitable trend in
technology was one of the key factors which had fuelled the decision
to reorganize. Technological progress made workstations and personal computers become more powerful at increasingly lower prices.
Consequently, year after year more units had to be shipped just to
make the same revenue as the year before. For Digital and others in
the industry, the technological rules of the game were being reset.

Computers changed from capital equipment into 'commodities' forcing the operations of sales, logistics, manufacturing, and engineering to keep up with the trend - often in a panic mode.

The relationship between the new logistics organization and manufacturing became a critical focus point when management realized
that business processes could only be redesigned effectively if the design covered the entire supply chain, that is from suppliers to customers. This task - which would cut deeply into the historically
established processes of both logistics and manufacturing - could
only be done if the top managers of both camps and their people
were totally and truly committed. For over a year, meetings and
workshops were organized between representatives from every level
in the respective organizations to get the process of operational
clean-up and integration going. Managers seemed willing to cooperate. However, the potential loss of power and the pressures from the
'home base' caused managers to distort the logical and process oriented objectives.

The blueprints of Digital's organization were essentially focused on
the supply of capital equipment and did not foresee in a high volume

product-flow capability. Although the trends in technology were recognized, Digital failed to accept them. This caused the underlying
organizational principles to remain unchanged. 'Institutions', such
as sales, logistics, manufacturing, and engineering - already working
in a relatively independent mode - became even more internally focused when they had to grapple with the inevitable operational challenges of a changing business. The impact of product managers within Digital's matrix organization - was negligible. Product managers were only indirectly responsible for the activities of contributing functions and could not effectively mobilize for support. In the
rush to generate revenue, the coherence between organizational elements further diminished. As 'societies of craftsmen', functions and
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subfunctions resembled the guilds in the European middle ages
which had been organized essentially to protect their own interests.
The developing fragmentation blossomed in spite of Digital's strong
sense of culture.

On first sight, the unifying aspects of Digital's culture seemed to be in
conflict with the fragmentation I observed. Later on, I realized that Digital's dominant, and rigid culture actually encouraged the dogmatic, and
self-centered behavior of the various functions and subfunctions. (See the
chapter Social Elasticity.) The cornerstone of my conclusions was the necessary shift in values which Digital would experience should it decide to

improve its competitiveness in the current business arena. Alternatively,
Digital had the option to change its business. The values had to shift from
craftsmanship to process or, in other words, from fragmentation to integra-

tion. In the chart Balancing between Fragmentation and Integration, the
necessary transitions of values and norms for Digital move from left to
right. Although my conclusions incorporated a comprehensive set of recommendations, techniques, and communication material, the 'value shift' is
what caught the eye of Pier-Carlo Falotti president of Digital in Europe at
that time. Pier-Carlo used the value shift as keynote in speeches to custom-

ers, employees, the European management board, and the board of directors
at corporate headquarters. On December 5, 1991 - three years after the conception of the value shift - he sent me an electronic mail message to confirm that he had finally achieved corporate acceptance; "I just wanted you

to know that your transition from fragmentation to integration will be used
as a key tool in training and development at corporate level". As I shall explain at several stages in this book, Pier-Carlo Falotti's thoughtful message
was not to be interpreted as 'mission completed'.
The Value Shift From Fragmentation To Integration
The value shift - from fragmentation to integration - is a culmination
of insight after 5 years with Digital and one year at its European headquarters. Value trends, like these, have not passed unnoticed. Many companies including Digital's rival IBM - are facing similar challenges although not
all as explicit. Experts in the field of management and corporate engineering have come to similar conclusions. Two partners at McKinsey & Company, Jon Katzenback and Douglas Smith (1993), redeveloped the team
concept and formulated a similar shift in values and norms when they compaled 'working groups' with 'teams'. The craze of business re-engineering
(Lorenz, 1993), based on the work of Michael Hammer and James Champy,
also "involves transforming an organization from one based on separate
functions (or specialist departments) to one based on the processes which
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Fragmentation
My goal, yourgoal

Distinct organizational borders
Functional performance
More visions, one culture
Management by control
Functionial management
Functional pride & identity
Skills framework
Hierarchical structures
Reward for functional success
Measure all the time
Measure activity performance
Connect by reporting
Policies & procedures

Craftsmanship

*-+ Integration
Our goal, your contribution
Distinct organizational links
Cross-functional performance
One vision, more cultures
Management by resolution
Process management
Process identity
Process framework
Goal-driven networks
Reward for process success
Measure to resolve or improve
Guaranteed activity performance
Connect by design
Process standardization

4--, Process

Balancing between Fragmentation and Integration

span most or all of these activities and disciplines" These trends are
spurred by the growing sophistication of computer systems (Cooper, 1992)
which allows companies "to make transparent what is opaque, to make
present what is remote, and to manipulate what is resistant".
The 'transidons' in the chart Balancing between Fragmentation and
Integration seemed like "overarching criteria which eventually determine
our actions" (Etzioni, 1988). This is why they were considered to be transitions of'values'.

The following summaries explain in more detail the envisaged value
transitions for Digital at the time. The value transitions differ sometimes only in a subtle way; the objective was to create a sense of atmosphere, so people would get the idea and start to relate to it.

My goal, your goal - Our goal, your contribution. Functions were
used to commit to their functional goals and leave it at that. In prin-
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ciple, this is not bad but it lacks something. Each function, in an extreme situation, could blame the other for not having achieved its
goal sometimes to hide its own short-coming. The achievement of
the overall goal in this hassle would be at risk. The idea here is to
agree on a common goal and then to explore what each function
might have to contribute. The focus, thereby, is shifted away from
functional goals toward the achievement of the common goal.

Distinct organizational borders - Distinct organizational links. In
extreme situations, functions were eager to pinpoint where their territory starts and where the other one's ends. This situation can cause
unnecessary territorial wars. The idea here is to focus on 'linking'
while discouraging 'borders'.
Functional performance - Cross-functional performance. The overall performance of a process may be at risk when one link in the
chain under- or even over-performs. The idea here is to broaden the
view of management across contributing organizations to the performance of the whole. This is to ensure that contributors evaluate
how their over- or under-performance may affect the overall performance.

More visions, one culture - One vision, more cultures. A rigid, introvert culture eventually fosters dogmatic and introvert thinking in
functions and subfunctions. As a result, functions may develop their
own interpretation of the corporate vision which could replace the
official one especially when the latter is not clearly defined. The idea
here is to create a new, and unifying vision for the corporation
which identifies the corporation's goals, what it really wants to be,
and which freedoms it desires. A strong corporate vision would open
the mind's eye for other cultures, for example, those of customers,
suppliers, and business partners. In fact, other cultures may think of
new and better ways to accomplish the corporate vision.

Management by control - Management by resolution. In extreme situations, managers become the outcast observers of the organizations
they 'manage', until, that is , something goes wrong. Then, they
change into tyrants who deny the self-organizing characteristics of
their organization. The idea is to turn managers into facilitators who
continuously seek to resolve structural problems through the adjustment of the business architecture while utilizing the self-organizing

capabilities within their organization.
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Functional management - Process management. The idea here is to
replace functional management with competency management.
Competency managers should ensure that corporate competencies
become and remain a leading edge. Business managers, as process
managers, should focus on the integration of competencies in support of overall process goals.

Functional pride & identity - Process identity. The 'we-they'
mentality in functional organizations often hinders even the most
basic forms of collaboration. The idea here was to strip off the 'they'
from the 'we4hey' mentality.

Skills framework - Process framework. In functions, as in guilds,
skills can be used to build up and maintain power. The idea is not to
deny the necessity of skills but to emphasize the importance of the
interactions between skills. In an increasingly more dynamic world,
most of the work requires the fruitful interaction between various
skills.
Hierarchical structures - Goal-driven networks. A matrix organization - for which Digital was renowned - does not prevent the buildup of hierarchical 'institutions'. The idea here is to remind people
that organizations are created to achieve corporate goals and not for
the purpose of sustaining their own existence. People should ideally
be 'networked' into self-organizing wholes to achieve certain welldefined goals.
Reward for functional success - Reward for process success. In order to create the right sort of behavior, rewards be based less on
functional performance. Almost intuitively, people should base their
sense of success on the degree to which their efforts have contributed
to the success of the overall process.

Measure all the time - Measure to resolve or improve. Measurements are a necessary evil. Companies, such as Wall-Mart, have
shown that they can speed up processes, reduce cost, and prevent
stock-outs in their stores while minimizing the number of measurements. The idea is to instill the thought that measurements, if used,
must lead to achievement. As a result, people become more directly
attached to core business processes which will boost their selfesteem and contributions.
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Measure actitivity performance - Guaranteed activity performance.
In a world with increasingly more integrated material- and
information-flows, the guaranteed performance of contributing activities speeds up the flow, reduces cost, and improves flexibility.
Toyota, for example, works intensively with its suppliers to ensure
the quality level of the parts and subassemblies they deliver.
Connect by reporting - Connect by design. The effective integration
of efforts across contributing functions can only be achieved by the
design and implementation of integrated business processes, not by

reporting.

Policies & Procedures - Process standardization. Over time, policies and procedures were used to allow for exceptions. Exceptions
cause unnecessary interruptions and complications in business processes. The idea was to focus people on the process flow design rather than on the exceptions.

Value Shijt as Evolutionary Phenomenon
Digital, as evidenced in its identified value transitions, needed to unlearn
ways of thinking and acting which had settled in after repeated business
successes. The internally perceived reputation of success caused Digital's
culture to become less flexible and, therefore, less sensitive to external inAuences. Reduced sensitivity to influences from outside at the same time
causes organizational elements to become less sensitive to influences from
other elements. Effectively by boundaries of its own making, Digital's interdependence seemed to fade away eventually
organizing capabilities.

diminishing its self-

Note:
A value shift is not a cultural shift, as others often presume. Culture
is the self-organizing social system as a whole. Values are part of
the 'culture system' (see the section The Culture System).

To summarize, Digital seemed to arrive at a turning point in its life cycle
and needed a re-conception. In spite of all the other identified value transitions created to ensure their cognition, Digital's evolutionary state was es-

sentially characterized by:

0 Fragmentation.
• An inflexible, and dominant culture.
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•

The lack of a clear corporate vision.

• Diminishing organizational responsiveness and interdependence.
Note:

Evolution is not a prerogative of companies. Political systems face
similar situations. Without too much imagination, one can see how
closely the break-up of the Soviet Union resembles the situation in
Digital - and also that in IBM. The fragmentation of the Soviet
Union is still on-going. Its rigid culture embodied by the ruling apparatus imposed an often unwritten code of conduct. The utopian vision of progress in the vivid minds of revolutionaries vanished long
ago. The responsiveness of the population and the self-organizing
characteristics of the whole have significantly diminished.
Not all companies need to move from fragmentation to integration, some
move the other way. In 1990, two large Dutch banks teamed up to form the
ABN-AMRO concern. The vision of becoming a major player in the international banking world was clear and, in fact, the basis for the merger.
In order to make the merger a success, strong functions - such as, trading
and private banking needed to be developed effectively to establish its
-

presence as a key international player. The offices of the two banks would
have to be consolidated and the implementation of a common code of conduct was to ensure a reliable and respected banking climate. A new culture
was required to provide a distinctive identity to both clients and employees.
In other words, culture, acting as a 'glue' would ensure coherence between
employees and at the same time provide 'nest warmth'. Eventually, the new
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culture could be relaxed to allow new and innovative subcultures to emerge.
In a presentation to representatives of the directorate of personnel, it became apparent that the company would more than likely move from right to
left, i.e. from integration to fragmentation.
Asea Brown Boveri is driven by the strong vision of Percy Barnevik,
its president and CEO. Barnevik travels around the globe and "seems to be
everywhere at once, leading seminars with his managers, prod(ling, questioning, inspiring, and being a missionary" (Handy, 1992). In a federation
of geographical operations, a high degree of autonomy is balanced by a
centralized reporting system which keeps track of the performance of 50
business areas. Worldwide centers of excellence are developed across the
globe to ensure ABB's technological leadership. "Our managers need welldefined sets of responsibilities, clear accountability, and maximum degrees
of freedom to execute".
The situation in Asea Brown Boveri resembles that of the ABNAMRO bank, although, ABB has had an earlier start. Both companies are
driven by a strong vision and both have decided measures which will cause
their cultures to become more distinct. The responsiveness is pursued in
ABB by the intensive communication efforts of Percy Barnevik and, in the
case of the ABN-AMRO bank, by the emphasis of management on creating
nest warmth. Although the value transitions for these two companies are
likely to show differences, their evolutionary state is essentially characterized by:

0 Integration
• A flexible, growing culture.
0 A clear corporate vision.
0

Growing organizational responsiveness and interdependence.

Unlike Digital, which faces the nineties at a turning point, ABB and
the ABN-AMRO concern seem to have passed their turning points. ABB,
for example, grew a new identity from several mergers and acquisitions.
Others, such as the local telephone business of AT&T in 1984, decided (or
were forced) to break up into various companies. Digital is in a critical
stage of its evolution: one of fragmentation and hopefully reincarnation.
The dynamics at play eventually make companies move between the fragmentation and integration stages. No company can prevent itself from
eventually reaching one of these stages. The path which companies follow
and their capability to steer away from extreme situations depends on the
choices their people make. We can try to improve the quality of these
choices. The unknown influences from within and without, however, make
it difficult to predict the outcome of the 'process of evolution' which we call
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'culture'. Which company eventually survives and in what form is up for
grabs.

Good Morning or Good Mourning that is the Question
It may have been pure coincidence that in the autumn of 1992 Bob Palmer
became president of Digital Equipment. Although Bob Palmer was hired
from within the company, he effectively was a newcomer originally attracted to streamline Digital's manufacturing division. Not long before he
became Digital's president, his team started to look into the improvement
of the supply chain. The idea was to rationalize and integrate all operational processes in the company, i.e. from suppliers to customers. Although the
latter is often badly needed, an advanced state of decay also requires a more
fundamental approach: the reincarnation of the company. Reincarnation
starts with the development of a clear corporate vision, i.e. including the
purpose of the business. ghe chapters Social Elasticity and How to Carve
out a Business provide detailed process steps.) To summarize, a lasting corporate turnaround requires the following steps:
0

Immediate process simplifications and rationalizations.
• Development of the purpose of the business; a clear corporate vision.

0 De-construction and construction of the organization; clustering.
• Gene-hopping; getting people from outside to 'infect' an organization.

0 Definition and communication of key strategies; the rules of the
game.

•

Assessment

of emerging values and lifecycles; cognition.

As soon as the above steps have been completed, the cycle should be
restarted never to be interrupted again. The model of the culture system can
be used to guide the de-construction and construction of the organization.
In the chapter Breakthrough in Business, however, the process of identifying organizational clusters will be discussed. The time-based division of
power should ensure that waves of competency improvements pulsate
through an organization without creating power-bloated, stagnating institutions. The evolutionary process can further be enriched by, what I call,
'gene-hopping'. Recent research has revealed that genes can jump from one
species to another. This discovery in itself seriously alters established
evolutionary theories. In short, "bacteria have borrowed genes from plants,
animals and fungi; bacterial genes have found their way into animals and
plants; animals and plants have passed genes to each other". Gene-hopping
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in organizations concerns the transplantation of 'cultural genes', i.e. people
and the rules they bring, from other corporate cultures. Gene-hopping may
be used to stimulate the process of diKerentiation and to prevent an organization from becoming self-centered. Ideally when the business purpose
and the organizational clusters have been defined, people should be attracted from carefully selected companies to grow specific organizational
characteristics. In the following chapters, ways to determine the necessary
characteristics - as "the conditions for the evolutionary selection of rules"
(Amitai Etzioni, 1988) - will be explored further.
To conclude, the values which eventually emerge are the consequences as much as the causes of an unfolding evolutionary process. Once
values become visible, their influence may last for years. In Digital, the
Economist observes, "the towering genius of Ken Olsen - its founder and
ousted president - still casts a long, proprietary shadow over the way Digital
thinks". The focus of management, therefore, should be on the inception of
values.

4 The Engine of Evolution

,, Attitudes
Engine

of Evolution

L.J

The Whole

\ Competencies
The inevitable law of natural

growth which rules social structures inside out.

Natural Growth under Competition
Evolution concerns the mutation, selection, and diffusion of species characteristics and, therefore, of species themselves. Each member of a species depends for survival on its ability to get access to a limited amount of
resources. Not only the members of a species but also species or populations
as wholes thus compete for long-term survival. As Morgan (1986) observes,
the natural-selection view of populations is shared by a growing number of
theorists and researchers, so-called "population ecologists". This chapter
discusses how matters of growth and decline permeate the evolution of organizational species. The distinctive growth pattern of populations allows
us to identify the need for mutation, selection, and diffusion.

Life Cycles
Should Wolfgang Amadeus Mozart (1756-1791) have lived beyond the age
of thirty-five years, he probably would not have written many new compositions. Mozart had exhausted approximately 91 percent of his creative potential when he died, having written close to six hundred compositions.
When Brahms (1833-1897) died at the age of sixty-four, he had exhausted
93 percent of his perceived creative potential, having written 126 compositions. Similar conclusions can be drawn for Schubert, Schumann, and so
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forth (Modis, 1992). These conclusions which concern the cumulative number of compositions over a lifetime are based on the application of the Sshaped life cycle curve. The 'S-curve', as it is referred to, can be used to
predict the cumulative growth and ceiling of growth of a wide range of activities, i.e. product sales, corporate revenues, air-travel, diseases, and use of
energy sources (e.g. coal, gas, nuclear energy). The rate of natural growth
represented in the slope of the S-curve, is "proportional to both the amount
of growth already accomplished andtheamount of growui remaining to be
accomplished." The latter implies a limit, a saturation level, a finite market
size which is represented in the flattened end of the curve. In his book Predictions (1992), Theodore Modis provides an impressive review of cases in
which the S-shaped relation between cumulative growth and time applies.
The added value of his contribution is in convincingly demonstrating that
we are dealing with afundamental law of natural growth. Modis developed
a systematic and quantitative approach for natural growth phenomena and
produced more extensive and compelling evidence on innovation cycles
than either Kondratieff or Schumpeter. (Science, February 26, 1993).

t
Cumulative
Growth

Time --A
The S-curve: Cumulative Growth under Competition

The 'law of natural growth' is used by biologists to describe the
growth under competition - i.e. for food, space, or any resource that may be
limited - of a species population, such as bacteria. In business, the S-curve
is used to study the competitive growth of inanimate populations such as
product sales and the diffusion of technologies. In Competitive Advantage
(1985), Michael Porter discusses the use of S-curves to deal with 'substitute
products', one of five competitive forces which determine indUStIy profitability. Suppliers, buyers, new entrants, and industry competitors making
up the remaining four. In Innovation. 77,e Attacker's Advantage (1986),
Richard Foster illustrates how products evolve and replace one another
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when the performance growth curves of old products have reached their
ceiling. In the same manner, stearnships superseded sailing ships, transistors superseded vacuum tubes, and electronic calculators superseded mechanical ones. Modis (1992) illustrates that the S-curve pattern fits the
growth of the generic unit of production, output, or activity in a broad spectrum of social events. Transportation use, the appearance of basic innovations, bank failures, life expectancy, transport infrastructures, Nobel
laureates, child growth-rate, victims of the red brigade, and so on, all fall
into the S-curve pattern.
Some years ago, Theodore Modis and I discussed the benefits of political actions and strikes With respect to the use of certain energy sources such
as coal, gas, and nuclear power. One might assume that the S-curves for the
use of coal, gas, and nuclear energy would 'dictate' their use, growth rate,
and substitution anyway. In this case, political initiatives and actions would
be hopeless. However, each S -curve - describing some facet of growth - is
the result of numerous interactions in a dynamic web of interrelated events.
The characteristics of the S-curve, its growth rate and the ceiling of growth,
are determined by the typical dynamics of the system as a whole, i.e. its
eigen-behavior. Consequently, one particular political action may not be the
standard by which the growth behavior of a system should be measured.
The standard of measurement, instead, should be the sum of all political actions. Still, each political initiative is important because it somehow contributes to the evolution of the whole. The theory of chaos (Gleick, 1987),
recognizes the importance of minor events as they are capable of causing
dramatic change in connected systems. For example, the flapping of a butterfly's wing may cause a storm in another part of the world.
Primarily used as a forecasting device, the S-curve also provides the
means to sharpen our insight and conclusions about the process of evolulion. Its characteristics indicate that:

0 The rate and ceiling of growth is the result of the overall dynamics of a system to which all events somehow contribute.

0 For generic units of production, output, and activity - i.e. revenues, profit, R&D expenditures, number of patents - each social
structure has its own typical rate and ceiling of growth.

0 Once a social structure has been created, its intrinsic rate and
ceiling of growth cannot be changed. Metaphorically, Brahms
cannot become a Mozart and will, therefore, be limited to a maximum of 126 compositions in his life time.
0 To change the intrinsic growth characteristics of social structures,
one has got to change their constitution or intrinsic identity.
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S-curves represent the result of the evolutionary process of mutation,
selection, and diffusion. As a reflection of generic evolutionary growth, the
S-Curve merits consideration as'. a blueprint for the engine of evolution.

Phases of Evolution
When the revenue of a corporate entity, and therefore the corporate entity
itself, follows its S-shaped growth pattern, it passes through three distinct
phases: the crystallization phase, the cross-fertilization phase, and the exhaustion phase (Van der Erve, 1989). My experience in Digital has enabled
my perceptions of phases to gain more depth. They have been summarized
in the chart Recognizing Evolutionary Phases with strategic guidelines for
each phase.

In the crystaUization phase, a corporate entity - as an intentional social structure - is established. It is often one of many mutations, each trying
to forge its own niche and each starting its own S-curve. If selected, the
growth of the selected corporate entity continues its path along the S -curve
and enters the next phase of evolution. Both the development of mutations
and their selection take place in the crystallization phase. Mutation and
selection are stochastic, or chance processes. Mutations emerge as result of
a combination of social, technological, and economic factors. In the selection process, it is not always the beautiful but also the bold (mutations) tllat

t
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Growth
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1
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Time --*

Phases of Evolution: Crystallization, Cross-fertilization, Exhaustion
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survive. Selection basically boils down to a corporate entity ability to sustain its revenue growth. That is what eventually makes it viable. Survival,
however, does not imply that corporate entities immediately find the road
which leads to success. Often, entrepreneurs try many different ways.
Therefore, whether corporate entities manage to create a niche of their own,
and pass the process of natural selection, also depends on the stamina of

their entrepreneurs.
Colonel Sanders the man who built the Kentucky Fried Chicken
chain is one of these incredible examples. He began as a retiree
with nothing else but a fried-chicken recipe. His first idea was to

sell the recipe to restaurant owners and have them give him a
percentage of the proceeds. When that did not seem to work, he
kept changing the idea and knocked on more than a thousand
doors before he managed to create a business that thrived.

The vision and efficacy of entrepreneurs as well as the choices they
make can be decisive. This is not always the case, however, as some just
make it by luck. In the crystallization phase, many visions emerge, are
tested, or disappear. Visions at this stage are still only visions and sometimes lack credibility which explains their relative weakness. The existing
environment and its culture - to be discussed in more detail in the exhaustion phase - provides a framework in which the mutation and selection
processes take place. It is quite possible that mutations are produced in
reaction to this environment. The mutations, all competing to create their
own niche, yield a sense of fragmentation. Numerous attempts to achieve
success, often through trial and error, cause the rules to change in a structural way. The crystallization phase is like a marathon. Many mutations
start but only a few finish.
Once corporate entities reach the cross-fertilization phase, they have
been able to achieve consistent revenue growth based on at least one successful method. The emphasis in the cross-fertilization phase is to reiterate
success - with increasing speed and predictability. Strengthened by actual
achievement, the vision has become more authentic. It is expanded to include greater goals and vividly communicated inside the organization. The
inspiring effect of vision makes people work together harmoniously producing an almost exponential growth in revenue. With time, operational processes are refined and improved through incremental innovation. However,
the efforts to perpetuate success cause the organization to become more
structured, for example, by the definition of roles, policies, and procedures.
The resulting operational clockwork generates a sense of integration. With
a more rigidly organized environment arise myths about the origins of
achieved success. Rituals evolve when various stories of incremental success permeate the organization. The growing need for predictability causes
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meticulous processes to gain in importance. Eventually, the urge for predictability becomes more dominant than the promise of the vision. A turning point is reached when the harmony of working together is due more to
the security of a settled culture than to the vision. The continuing flow of
revenue, however, is seen as a justification which cannot be denied. Predictability, rather than future aims, is now at stake.
Signs of a consistent slump in revenue growth may signal the beginning of the exhaustion phase. The concepts and products which have been
responsible for exponential growth have spilled over to other companies.
Similar products and also substitute products with improved functionalities
and lower price tags are launched. A tiring battle looms which causes a
well-oiled organization to spin into a convergent spiral of efforts to shake
off competitors. The continuing battle to maintain revenue growth brings
the organization to a state of cramp. When, in spite of all efforts, the revenue growth eventually comes to a standstill, the organization experiences
reality shock. Established methods, which had been refined over the years,
suddenly have exhausted their winning power. Bewildered, but still fighting, the organization changes into an environment where politicking shifts
the blame continuously. An over-focus on goals and a power-(training
movement of process improvements cause stagnation. When the situation
results in a sense of hopelessness, proposals for structural improvements are
made. New myths about different structural approaches and products clash
with old myths. A polarized environment emerges where the established
apparatus tries to grapple with 'new age thinkers'. When more, differing
visions emerge - each trying to forge its own platform for growth - a sense
of fragmentation once again engulfs the organization. The rigid culture is
unable to prevent and sometimes actually causes structural change. Gradually, what once had been the 'culture' is turned into another Atlantis, a forgotten civilization, once praised for its wealth and success. During this
process, the old guard disappears and new people come in. Some people
leave and try to make it on their own, while others rely on their aura to reincarnate the culture of success elsewhere.
The exhaustion phase of one S-curve overlaps with the crystallization
phase of another. The emergence of new mutations and their selection coincide with an old world fading away. In some cases, though, the old order
will struggle in vain to survive. Evolution is the process of synthesis between the 'old' and tile 'new' - the new emerging from the old. Corporate
entities first appear through structural change in reaction to an exhausted
environment. Then they become more refined and complex through incremental change until they in turn produce other mutations, and eventually
disappear. During the life cycle of a corporate entity, revolution, as the proof mutation and selection, is necessary to evolution and should not become a gloomy struggle. The law of natural growth under competition,
cess
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Recognizing Evolutionary Phases

evidenced in the S-shaped growth Curve, tells us that the evolution of
corporate entities inevitably passes through the crystallization, crossfertilization, and exhaustion phases. Rather than become overwhelmed by
the process of evolution, managers may try to accommodate it. Through the
cognition of evolutionary signals, managers can anticipate the conditions
needed for the next evolutionary phase to begin and flourish. For example,
managers may create an environment which nurtures the development and
selection of new mutations. As creation catalysts, therefore, managers trigger the process of evolution.
Under the leadership of Robert Allen, AT&T gives us an inspiring example of sound corporate evolution. As an analyst at Paine-Webber Inc. observes, "AT&T is smack in the middle of every positive trend in high-tech
worldwide" (Keller, 1993). At the same time, however, AT&T is facing
fierce competition in its core business, the global network. Its overall longdistance revenues have been virtually static since 1984. AT&T has also
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been losing market-share to its rivals. Still, AT&T is carving out its future
success by nurturing various 'mutations'. "Through its own research plus
investments in start-ups and alliances with seasoned partners, it is assema portfolio that may make it difficult for any voice". On first sight,
AT&T seems to focus on the products of the future, such as software, portable telephones, and hand-held computers. But choosing for products is
choosing for the people who can produce them. AT&T effectively searches
for the people who bring about these ventures and their cultures.
The chart Recognizing Evolutionary Phases proddes an overview of
the three phases of evolution and how they can be identified. It may help
managers fulfill what Stanley Davis (1991) in 2020 Fision concludes: "If
management cannot invigorate the business, it shouldn't waste time attempting to invigorate its organization".
The S-curve allows us to summarize the inevitable characteristics of
evolutionary phases. But what is the impact of these phases on the behavior
of people? The following section aims to develop a reasoning which could
help establish optimal conditions for change in each phase of evolution.

bling

Where People Stand
"There is evidence to show that 'individuals' within a system 'arrange'
their behavior so that such macroscopic descriptions as invariants and
natural-growth functions bring out the system's holographic character"
(Modis, 1992). People somehow adjust their behavior to satisfy the inevitable characteristics of the various evolutionary phases. Human behavior in
the former Soviet Union matches the characteristics of the chaotic process
of mutation and selection. Mutations in the former Soviet society are diverse and in search of a new, or collective identity in almost every area.
When knowledge gained from the old order does not transfer effectively to
the new order, a smooth reincarnation process becomes difficult. In that
case, the process of evolution may turn to one of struggle, the traditional attribute of revolution, rather than unfold as a synthesis between old and new.
The question is whether or not managers can trigger an 'impulse' to create
'conditions' which might optimize the process ofevolution as to reduce unnecessary waste of human potential. In Afataging in Turbu/ent Times,
Drucker (1980) confirms that strategic planning should be changed into the
planning of strategic 'conditions'. Herzberg (1968) in turn identifies certain
'principles' or rules which seem to influence the optimal use of human potential. In Kaizen, Masaaki Imai, when addressing innovation, talks about
creating a favorable climate for improvement, not change. The objective of
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Kaizen, which stands for continuous improvement, is to improve in small
steps and incorporate knowledge gained in the past.

Impact on Attitudes
Human behavior bears on the state of the entire social structure. In the crystallization or exhaustion phase, therefore, its people become more receptive
to discontinuities. Their attitudes are formed, for example, by frequent and
entrenching communications calling for structura/ innovation and change.
This causes an impulse toward a more risk-taking amtude. Not all people
acquire this attitude to the same degree. A 'distribution' of people with varying degrees of risk-taking attitudes is represented by the left bell-shaped
curve inthe figure Distribution ofAttitudes in various Phases of Evolution.
The bell shaped curve includes the entire range of risk-taking attitudes from
the rather consolidating to the most daring. Predictably, the majority of individuals falls in the middle of the curve where it reaches a summit; its
height represents the number of people. A risk-taking attitude is characteristic in a situation of fragmentation, where each new mutation might bear
the beginnings of the following S-curve. Risk-taking attitudes stimulate
people either to create new mutations or to jump on the bandwagon of potential winners. Once on a new S-curve and after a consistent revenue
growth is substantiated, the attitudes of people should change to ensure that
the inherent potential Of the concept underlying the new S-curve is ex-
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ploited to its full extent. Again, an impulse is required. If organizations fail
to shift the attitudes from risk-taking toward consolidation, they may end
up in a situation like that of Apple's before John Sculley arrived. Hyped up
by its own success, the Apple organization lost perspective and failed to
achieve its intrinsic, and yet untapped potential. A continued focus on entrepreneurship combined with a risk-taking attitude caused the organization
to jump from idea to idea and from mutation to mutation. After joining Apple, John Sculley (1988) managed to turn the attitudes around by consolidating the fragmented organization and by establishing a more
sophisticated framework of control. In general, more consolidating attitudes
are required to utilize the potential of existing concepts. The idea is not to
generate additional concepts but to exploit and further develop existing
ones by means of incremenm/ innovation. The bell shaped curve on the
right shows the distribution of people who, on the average, have a more
consolidating attitude. Once the growth phase of an S-curve comes to an
end, the attitudes need to shift again. The evolutionary process may be disrupted if consolidating attitudes are maintained for too long. For example,
when companies are too focused on control, their competitiveness erodes.
Such was the case at General Electric before Jack Welch became its president. Welch created an impulse by pushing decision making down into the
organization, communicating a clear vision, and changing the company's
institutionalized organization into a more business oriented one.
With time, the attitudes in corporate entities shift from risk-taking to
consolidating orientations and back essentially a 67:amie balance situation. Too much of one or the other in a particular phase of the S-curve is
counterproductive and eventually forces managers to initiate profound measures to reestablish the balance in attitudes. These measures, in fact, are impulses to prevent companies from getting into serious problems.
In a book about information technology (Van der Erve, 1985), I suggested that S-curves may consist of many other S-curves. Inspired by that
same notion, Modis (1993), in his article FractW Aspects of Natura/
Growth, demonstrated that each S-curve - also those representing the life
cycle of a corporate entity - unfolds into many smaller S-curves, as fractals.
-

For example:

The acquisition of vocabulary by an infant follows the S-curve
and reaches a ceiling of 2500 words at the end of age six. This
represents the niche of words used by the two parents at home.

Subsequent education at school, or later when moving to a foreign country results in successive S-curve patterns rejlecting a
stepwise acquisition of vocabulary. It is rule rather than excel)-

tion that growth proceeds in stages (each represented by an Scurve).
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To conclude, the S-curve represents the overall corporate evolution
and consists of many smaller S -curves. These smaller S-curves, for example, may describe the evolution of various successful product families each
marking a different growth stage. The shift in attitudes, therefore, is not
limited to the beginning and end of the corporate life cycle. Various stages
of growth will cause the attitudes to shift between risk-taking and consolidating orientations not just once but many times.

Attitude EjJectiveness: Toward the Creation of Optimal Conditions

Although they may not be able to change the basic growth potential of an
established corporate entity, managers have an opportunity to create a more
lenient process of evolution. In addition, the unnecessary loss of human potential may be prevented by ensuring that attitudes are in optimal support of
the particular phase of evolution. 'Attitude effectiveness' plays an importam role in this endeavor. The top graph in the figure Amtude E#ectiveness
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shows the attitude effectiveness curve. The curve schematically follows the
outlines of the two bell-shaped distributions in the figure Distribution ofAttitudes in Various Phases of Evotution. Obviously, excessive risk-taking
and consolidation both yield low attitude effectiveness, which causes the attitude effectiveness curve to decline at each end. However, near the middle
of the curve there are two maxima. The left attitude effectiveness maximum, toward more risk-taking, applies when a corporate entity is in the
crystallization or exhaustion phase. The right maximum, toward a more
consolidating attitude, applies when a corporate entity is in the crossfertilization phase. The positions of these maxima may change with time.
Due to influences inside and outside the corporate entity, the attitude effectiveness curves drift through time. (See the bottom graph in the figure Attitude EOectiveness.) Intensified competition, for example, may cause the
attitude effectiveness maximum for risk-taking to move into the direction of
more risk-taking which seems to explain AT&T's search for new mutalions. Therefore, different degrees of risk-taking and consolidation are required at the various phases of evolution to reach maximum attitude
effectiveness. Management's challenge is to steer the attitudes from one
maximum to another effectively. In other words, management's challenge
is to keep the attitudes of people in a corporate entity atop the hill of attitude effectiveness. It requires managers to find appropriate impulses which
keep the attitudes from sliding downhill.

In the chapter Mirroring and Reframing Attitudes, a diagram is
worked out which helps managers establish the attitudes in their organization and the necessary impulses. This diagram is represented in the figure
A mtude EOectiveness, found above the attitude effectiveness maxima, to illustrate how attitude effectiveness can be improved. The diagonal lines in
the diagram represent the attitude effectiveness maxima. 77;e diagram captures in two dimensions the unfolding dynamic balance between two oppo-

site attitude orientations. risk-taking and consolidating. As I will discuss at
length, this diagram is instrumental in the organizational 'learning' process
and helps to substantiate the observation of Friedrich von Hayek (1988):

Complex structures carry within themselves a means of correction that leads to further evolutionary developments. The processes furthering the transmission and spreading of cultural
properties by learning make cultural evolution incomparably
faster than biological evolution.

The Engine of Evolution 83

The Product-Competency Story
Although its potential as a forecasting tool goes beyond the traditional
curve-fitting methods, the S-curve is still underutilized Product management, marketing, and business management may dramatically increase
their effectiveness in managing products and product families by improving
their projections of revenue ceilings and growth rates. For example, as 'unit
of production, output, or activity', the cumulative growth in revenue for a
specific product would follow the S-curve pattern. The S-curve pattern
traces the law of natural growth which dictates the chances of a product in
its particular market situation. The S-shaped growth curve, therefore, represents the inevitable life cycle of a product and can hardly be ignored.
The life cycle of competencies is also subject to the law of natural
growth under competition. Competencies are not only the means and processes needed by companies to design, develop, engineer, manufacture,

market, sell, and deliver products. They are also the aggregates of factors
which make companies consistently successful in producing new and differentiated products. As George Stalk and colleagues (1992) conclude, a highly integrated logistics capability, such as Wal-Mart's, can be a core
competency. Competencies embody the strengths of a company as the
whole of its interacting parts. Socioeconomic factors as much as specific
technological skills determine their quality. In other words, "a competency
or capability is a complex bundle of skills" (Hamel and Prahalad, 1992).
Competency life cycles, likr those og products, follow the phases of crystallization, cross-fertilization, and exhaustion. A new technological concept
can be the thrust behind an evolving life cycle, but also a particular combination of people and skills. The life cycle of a competency, therefore, will
come 'close' to the life cycle of an organizational culture. Compared to
products, competencies evolve slowly. For decades, NEC, the successful
Japanese electronics manufacturer, has been developing its architecture of
core products and core competencies through alliances, acquisitions, and
investment. In fact, acting as a characteristic of self-organizing systems,
'redundancy' may produce the build-up of competencies in companies. 3M,
for example, fills in technological and business gaps in its framework of
core technologies with strategic acquisitions (Doz, 1990). In a case study of
Komatsu, Prahalad and Hamel (1989) describe how Komatsu expanded its
competencies in waves; acquiring manufacturing licences, improving manufacturing efficiencies, building export markets, reducing costs to strengthen its international position, and creating new products and other markets.
As the Komatsu case demonstrates, competency development can be
achieved in a balanced manner through the time-based division of power.
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Competencies in companies can be affected in other ways. When companies
face significant revenue growth problems, managers influence the competencies of the company by lay-offs, spin-offs, and, in some cases, the development of other competencies. With reference to the latter, in particular,
the Japanese are renowned for re-skilling their employees - as in one example: from steel workers to vegetable growers. As a recent survey concludes

(Economist March 28th 1992), few companies see their cuts as part of a
more wide-ranging overhaul. In conclusion, managers are not sufficiently
aware of the extent to which the reestablishment of the company's core
competencies can affect the identity of a company as a whole, and cause its
life cycle to change dramatically.

The Shifting Balance
For years, companies and their organizations were identified by the products they produced. The post-war craze to satisfy the seemingly ever growing deman strengthened this perception. In the 1970s and 19805 signs of
saturation emerged and, consequently competition intensified. Corporate
success became increasingly more dependent on the capability of organizations to differentiate, e.g. by product functionality, product quality, price
performance, and services. Since then, the identity of organizations has expanded to include tile capability of organizations to generate 'a future'.
This became visible in a growing interest for the 'corporate competency' as
a vital element for the development of competitive products. Already in the
197Os, Harold Geneen, chairman of I'IT at that time, created a standard for
future success by demanding that his managers deliver a 10 percent annual
increase in earnings per share each year. In no way, could his managers
sustain the achievement of this goal without the 'appropriate' investments.
Without nurturing and sharpening the competencies of an organization, one
may 'squeeze' out products and revenues only for so long.
In particular by the analyses of Doz (1990) and Hamel and Prahalad
(1989, 1990, 1991, 1992, and 1993),the focus in business planning has
been shifting from products to competencies. However, it is the interaction
between products and competencies which dominates the management task.
Hamel and Prahalad (1990) make frequent reference to this duality. NEC
balances its core products in the areas of computing and communication
with competencies in the area of semiconductors. The numerous business
units in Canon as diverse as cameras, copiers, and semiconductor lithographic equipment hinge on competencies in precision mechanics, fine optics, and microelectronics. From an evolutionary perspective, therefore, a
company must be determined by the interaction between products and competencies, not just by one or the other. 'Product' is an ultimate proof of
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business existence and 'competency' is what substantiates it. Therefore,
product is a function of competency:

Product = F (Competency)
The revolving relationship between competencies and products - products being the derivatives of competencies - characterizes the business concern and also determines its areas of strength and vulnerability. The
Product-Competency Evolution diagram shows the qualitative relationship
between products and competencies. It is divided in four segments which
identify various inevitable life forms of companies, as well as their characteristics and vulnerability. The four segments of the diagram show:

• Partner-dependent company.
0

Specialist company.

o

Vertically-integrated company.

0

Utilizer company.

Partner-Dependent Company
Companies with a minimal number of internal competencies and
only a few products will be highly dependent on partners for the
skills and capabilities necessary to develop, manufacture, and sell
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a major British concern, started of
as a partner-dependent company. Initially, the business was driven
mainly by a strong product management competency. The latter is
still one of the core competencies of Amstrad, and epitomized by
Alan Sugar, its founder. Its electronic consumer products, were developed, engineered, manufactured, sold, and maintained by Amstrad's business partners. Partner-dependent companies are
vulnerable in two ways. As they have only a limited product range,

their products. Amstrad, by now

any interruption in supplier performance may directly affect the
company's revenue stream. Secondly, partners may decide to bring
out similar, competing products, thereby sandwiching their client.
Specialist Company
Specialist companies tend to have a few products and their production relies largely on internal competencies. One finds typical examples of specialist companies in Germany. "The hidden champions of
German export are small- and medium-sized companies which are
highly know-how intensive and product-focused. But they combine
this focus with global selling and marketing strategies. They think
little of diversification but stick to their knitting." (Simon, 1992).
Not surprisingly, in California's renowned museums, one may find
special museum lightning produced by a small unknown German
company, simply because it is the best in the world. As long as its
management invests wisely in the development of products and competencies, specialist companies remain successful. However, because
the revenue stream is driven by only a few products, the specialist
company may be at risk when competitors introduce substitute products, with new or improved competencies and capabilities. A specialist company will then have to change dramatically.

Vertically-Integrated Company
Vertically integrated companies have the advantage of largely using
internal competencies for a broad range of products. The risk of an
interruption in the revenue stream is small because revenue is generated by a variety of products. However, global and intense competition make it more difficult to keep a broad range of competencies up
to date and at the leading edge. This situation is exacerbated if competitors focus on the development of only a few core competencies.
Companies in the computing industry, such as IBM and Digital, face
this problem. Relatively small PC manufacturers manage to excel in
innovation, speed, and cost control as result of focus and size.
Vertically-integrated companies eventually break up into conglomerates of several companies that operate more or less as federations.
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Through this change, vertically-integrated companies turn into a
group of utilizers.

Utilizer
The utilizer is

company with a well-defined set of core competencies and a broad range of products. Utilizers may be part of a manufacturing kereitsu but could also work together with other
companies in a federalist construction. Utilizers, such as NEC and
Canon combine the optimal use of internal competencies with a batanced set of alliances. Product management and competency management are what utilizers are good at, and are obliged to depend
on. Utilizers are part of tomorrow's virtual corporation, i.e. a dynamic cluster of business entities.
a

For most start-ups the path of evolution in the Product-Competency
Evolution diagram essentially begins in the area of partner-dependent companies. Companies may evolve to become specialist companies by the development of competencies while maintaining a limited product range.
Conversely, partner-dependent companies may add to their product range,
while intensifying their focus on specific well defined competencies. They
in turn will change into utilizers if they are able to manage and balance
their own competences with those of several alliance partners. To conclude,
the evolutionary path of companies may run clockwise as well as counter
clockwise in the Product-Competency Evolution diagram.
H-Star Syndrome
In light of the product-competency relationship, one of the most common
issues in corporate evolution is the H-star syndrome. The H-star syndrome
results from the indiscriminate build-up of competencies. Many companies
suffer from this 'growth decease' for years and do not realize it. Typically,
these are companies that have added layer upon layer of competencies to
cope with the operational challenges of various waves of successful products. In other words, new competencies are grown or acquired to 'chase'
more product revenues. During this process, the competencies which were
originally responsible for success become less distinct. To the outside world
this is not visible and, thus, the company remains a shining star. When at
some point in time the growth in revenues comes to a standstill or reverses,
the company is confronted by a reduced budget and, therefore, needs to
prioritize its investments. At that time, managers, often still in a gaze of
success, find it hard to distinguish the areas worthy of investment. As a result, the reduced funds are shared indiscriminately. Eventually, through
lack of focus and insufficient investment, core competencies loose their
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competitive edge. In this case, the H, originally meant to represent hydrogen, now represents hollow. When core competencies deteriorate, companies are likely to become 'hollow stars' which implode, explode, or
disintegrate. The H-star syndrome characterizes successful companies
which eventually ran into trouble because they neglected to manage
product-competency evolution.

5 The Evolution Clockwork

Engine

of Evolution

4-0-4(

The Whole

The inner process Ofa social structure and how it relates to its environment.

Ticking Away in a Process of Differentiation
In the previous chapters, we 'circled around' the intentional social structure
and dealt with its environment (e.g. paradigm shifts), essence (e.g. culture),
and some of its qualities (e.g. natural growth pattern, life cycle) Before
continuing with a more detailed analysis of its dynamics, here is an assessment of key elements which, through their interaction, cause the intentional social structure to function as a self-organizing system.
Perception in the Driving Seat
The problem in organizations is that people tend to act before they think.
This does not mean that they act senselessly but rather that their actions are
not necessarily the result of a rational decision-making process. But then,
what is the drive behind these actions? In other words, what is the background to the choices people make? In his analysis Cognitive Processes in
Organizations, Karl Weick (1979) elaborates on these questions. Inspired
by the work of William Powers, Weick arrives at a key assumption supporting his conclusions: the actions of people are the result of a subconscious
comparison between what is sensed and a reference sensation.
People have concepts of systems and these Jigments of the imagi-

nation serve as reference signals around which sensations are organized. In response to concepts concerning organization, people
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act so that sensations are produced which are consistent with
these concepts. A person's concept of an organization, in other
words, serves as a base line.

Organizations thus can be explained as "causal textures, sets of references, or dominant rules". In other words, organizations function as a collective reference framework which determines how people act. The effect of
reference frameworks has also been recognized by the psychologist Albert

Bandum. In Organizational Applications of Social Cognitive Theory
(1988), Bandura takes the idea further and discusses how individuals - and
also teams - can improve their efficacy through consciously modelled
strategies. The idea is to create a reference framework which represents the
desired - but not too far out - reality (discrepancy production). This will
motivate people to undertake actions which will bring their perceived reality in line with their reference framework (discrepancy reduction). Gary
Hamel and C.K. Prahalad both renowned for identifying the importance of
corporate competencies, reach the same conclusion when they observe:

"competitiveness is born in the gap between a company's resources and its
managers' goals". In Strategy as Stretch and Leverage (1993), they reason
that "long-term competitiveness which requires companies to differentiate
continuously depends on managers' willingness to continually challenge
their managerial frames".
The impact of mental frameworks is evaluated by several disciplines.
In Mind and Nature (1979), the anthropologist, Gregory Bateson, introduces the intriguing concept of co-evolution.
-

-

Co-evolution is a stochastic process of evolutionary change in
which two of more species interact in such as way that changes in
species A set the stage for the natural selection of changes in spe-

cies B. Those changes in species B, in turn, set the stage for the
selecting of more similar changes in species A.

Inspired by the progressive evolution of the human brain, especially
its enlargement the zoologist, Dawkins (1993), expands Bateson's concept
of co-evolution into hardware-software co-evolution.
A co-evolutionary spiral may take ojI, with hardware evolving to
meet improvements in the internal 'virtual environment'. The
changes in hardware then stimulate improvements in the virtual
environment, and the spiral continues.

In Dawkins' definition, 'hardware' represents the reality of the evolving brain, while the internal 'virtual environment' describes the software or
mental frameworks the brain develops. In other words, the mental frameworks influence the evolution of physical realities which, in turn affect the
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evolution of mental frameworks. In effect, Dawkins replaces the two species
which Bateson refers to by the physical and virtual reality.
To conclude, the importance and use of reference frameworks is recognized across various disciplines; a reference framework determines how
people act and has the potential of influencing their evolution. The challenge lies in the development of a reference framework which feeds on and
reflects the dynamic aspects of evolution and culture as whole.
Frame of Frames

A reference framework, such as an organization, can only be a snapshot of
organizational processes (Karl Weick, 1979). After all, as Elias Khalil
(1989) observes, "an organizational complex is not a factor but an active
potential which creates its conditions". Consequently, suggestions that
'snapshots' might be the design of reference frameworks need to be supported by a model which describes the underlying current of change. My
search, therefore, has been for a meta-frame with which the cybernetic aspects of operationally closed, self-organizing social systems, such as the
corporate entity, could be explained. Because the corporate entity concerns
an intentional social structure, the meta-frame had to focus on the internal,
evolutionary potential of corporate entities and not on the potential of external conditions. The objective of the meta-frame is to describe how corporate
entities behave internally as complex systems within a dynamic web of interrelated events.
The meta-frame, I admit, is a model based on hindsight. It brings together the various concepts about corporate dynamics which I have identified. The meta-frame consists of six interdependent, dynamic phenomena
or determinants. (See the figure The Evolution Clockwork. a Meta-Frame.)

0 The engine of evolution
0 The social perspective
0 The economic perspective

0 The socioeconomic system
0 The environmental perspective
The meta-frame unfolds from left to right starting with the law of
natural growth and its S-curve: the engine of evolution. The law of natural
growth is an important phenomenon which determines the growth dynamics of both social and economic events. As discussed earlier, the law of
natural growth influences both attitudes and competencies. Attitudes, for
example, differ in each phase along the growth S-Curve, while competencics are influenced in terms of their complexity.
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The social perspecUve element refers to a process in which the desired freedoms in a social structure are defined based on an assessment of
the attitudes. The outcome of this process are the social 'rules of the game'

which people will use. The chapter, Mirroring and Reframing Attitudes,
provides an 'open' social architecture which can be used to pinpoint the
necessary directions, the desired freedoms and the social strategies. Tile
chapter, Social Elasticity, explains how attitude changes influence the re-

sponsiveness

of people.

The economic perspective refers to a process which establishes the
economic priorities and ultimately the investment decisions. The latter culminate in the definition of the core competencies of a corporation. The
chapter, Creating Breakthrough in Business, explains how economic factors play a role in the selection of customers, products, and competencies. It
includes a business architecture which can be used for the construction of a
business 'foundation' and the revitalization of an ailing business.
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The socioeconomic system represents the process in which social and
economic decisions blend together. The actions which people actually undertake based on the freedoms and the economic priorities are the outcome
of this process. The socioeconomic system builds on the notions introduced
by Amitai Etzioni (1988) who illustrates that "a valid theoIY of behavior
and society, including economic behavior, must describe the interaction between moral commitments (the social perspective), economic factors (the
economic perspective), and the social environment and structure (the environmental perspective)". The socioeconomic idea opposes the neoclassical
position that "people act morally as long as it makes sense in economic
terms". In other words, the behavior of people is determined by social as
well as economic dynamics and not just by one or the other. In the chapter
How the Past TeUs You about Tomorrow, the practical use of this interaction is demonstrated by connecting the social architecture to the business
architecture.
Note:
The culture system model (see the chapter The Dynamic Cu/ture 77:e Culture System) describes - from a behavioral sciences point of
view - the process in which social and economic decisions blend together.

The results represent the intentional and unintentional outcome of the
socioeconomic process, in fact, the new realities. 'Results' can be expressed
in terms of revenues, performance increases, quality, technological progress, and so on.

The environmental perspective concerns the combination of factors
which create either opportunities or constraints for a social structure. The
environmental perspective also embraces the distant boundaries within
which the identity or eigen-behavior of a social structure unfolds. The impact of the environmental perspective is discussed further on in this chapter. (See the section Chicken or Egg.)

The Meta-Frame as Flow
The label Evolution Clockwork may give a mechanical, Cartesian flavor to
the meta-frame. However, as an observer, one can distinguish a certain flow
of interactions within the model, which makes the meta-frame seem to 'tick
like a clock; not in a mechanical way but in a dynamic way causing the
complexity of the social structure to increase. Each element in the metaframe is a dynamic phenomenon which interacts with the other elements.
Quite unlike a clock, the meta-frame 'winds itself up' while its functioning
is stimulated by numerous interactions both internal and external. The in-
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The Evolution Clockwork as Flow Model
terpretation of the meta-frame as a flow requires what Gilbert Probst (1987)
refers to as "transdisciplinary and constructivist thinking".
The flow starts with the 'engine of evolution'.(See tile figure The
Evolution Clockwork as Flow Model.) The law of natural growth inevitably
determines the growth path of evolving phenomena and therefore causes
certain attitudes to emerge and competencies to become more complex.
Based on the attitudes in the corporate entity, the process concerning the
social perspective leads to the choice of freedoms. The evolving competencies cause the economic perspective to culminate in the development of investment priorities. Investment priorities and freedoms come together in a
socioeconomic system which in turn generates 'results'. These results are
not the outcome of a simple addition but of a complex, stochastic process of
interactions between desired freedoms, investment decisions, and environmental factors. The results, such as the units of production, output, and activity, represent the new realities. These new realities influence the engine
of evolution in that they cause growth to progress along its S-curves. The
progressing S-curves affect the attitudes and competencies, which in turn
cause the 'reality generating cycle' to restart. The flow of interacting elements suggests a process of 'circular causality'. Dawkins' concept of
hardware-software co-evolution (see the first section in this chapter) sheds
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light on this. If the results in the evolution clockwork represent the 'hardware', then the social and economic perspectives in the evolution clockwork
represent the internal virtual environment or 'software'. A co-evolutionary
spiral - or causality spiral - may take off, with the hardware, i.e. the results,
evolving to meet improvements in the internal virtual environment, i.e. the
social and economic perspectives. The changes in the results then stimulate
improvements in the social and economic perspectives, and the spiral continues. The dream of achieving 'deutero learning', i.e. "the conscious and
unconsious understanding of behavior through relationship" (Bateson,
1979), may well depend on the understanding of these interactions.
To summarize, starting with the engine of evolution, the model splits
into two streams, one via the social perspective and one via the economic
perspective, then comes together again in the socioeconomic system in
which the outcome fuels the engine of evolution. The evolution clockwork
dynamics drives the cycles of its elements, such as:
0

S-curve cycles

0

Attitude cycles

• Competency cycles
0

Product-Competency cycles

0

Responsiveness cycles

• Freedom cycles
0 Investment cycles
0 Corporate cycles
0 Result
cycles

The cycles of S-curves, attitudes, competencies, product-competency
combinations, corporations, and results have in principle been addressed in
the previous chapter. The responsiveness, freedom and investment cycles
are the subject of the discussion in the following two chapters. To conclude,
the dynamics of the evolution clockwork, driven by the engine of evolution,
indicate that corporate entities have the potential to differentiate, in many
respects, both the social and the economic. The question is how to bring
that differentiation about.

The Vision Architecture

One of the first steps in the process of deliberate diOerentiation is the formulation of a conceptual framework of reference, often referred to as the
vision. Vision as a 'reference sensation' triggers the actions of people. It is
the representation of a desired reality and does not only include the results
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but also the 'hows'. By the definition of the evolution clockwork, I found
the means to sharpen the outlines of vision as a desired reality. The crosssection Ofthe evolution clockwork, in fact, produces the three core elements

ofvision:
0 The social perspective; the desired freedoms and unfreedoms.
0 The results; the desired outcome.

0 The economic perspective; the desired internal competencies.

In the past, I have been reluctant to participate in 'vision' workshops. They often caused people to turn in circles and generally only
produced words. The above three hooks as derived from tile evolution clockwork have caused me to change my opinion. In the workshops I facilitated, the 'vision architecture' turned out to be useful in
three respects. First, the three core elements of the vision architecture helped in the communication of the opinions about the desired
state. While my previous experience showed vision workshops to result in clear areas of disagreement workshops using the vision arareas of agreement. In fact,
chitecture consistently resulted in
lear
disagreements often turned out to le caused by misunderstandings.
Apparently, the clarity and broadness of the three vision architecture
elements - covering both the outcome and the 'how' - force opinions
to converge into a common set of ideas and ideals. Second, the use
of the vision architecture caused the development of a more distinguished vision. Differentiating ideas were generated from a social
perspective, an economic perspective, and a results perspective.
Third, the broad, but still focused, discussion on the desired outcome
and the 'how' fueled enthusiasm. For business managers, the vision
starts to 'live' when the envisaged results are matched with the necessary social and economic conditions in a corporate entity. The
team spirit, which eventually develops, produces a shared 'reference
sensation' rather than a superficial vision statement.

As workshop facilitator, I generally formulate the vision development tasks as follows:
The social perspective. 'What are the social freedoms you want to
create in your organization? And what are the social freedoms you
want to create for your customers?'
The result perspective. 'What are the results you want to achieve,
for example, typical products, marketshare, image, revenues? And
what does your customer want you to achieve?'
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The economic perspective. 'What do you want your business to be?
For example, if you want to be a carpenter, you'lllikely need a hammer and the skills to handle it. If, instead, you want to be an electrician, you'll need different skills. Also, what does your customer
want you to be?'
The sequence in which these tasks are worked out is driven by the
ideas of the contributors. To make people more sensitive to the needs of the
environment, I suggest people look at the matter from both the internal and
the customer's viewpoint. The vision architecture is not limited to the establishment of a long-term outlook. Apart from their contents, a short-term,
survival vision and a long-term, growth vision only differ in abstraction and
reach.

Model of Symmetries
The evolution clockwork is a model of internal and external symmetries.
Symmetries between phenomena, lifeforms, and objects create the notion of
a pattern. As Bateson (1979) observes, it is patterns which 'connect' and, as
such, produce a certain meaning. It is for that reason I chose to elaborate
briefly on the symmetries concerning the evolution clockwork model. There
are two kinds of symmetry which appear noteworthy: the external symmetry, which concerns the evolution clockwork as a whole, and its internal
symmetry.

Symmetry of the Clockwork as a Whole

The evolution clockwork, as a whole, represents the dynamics of a so-called
multi-cephalous system. The latter has the highest practical ranking in the
hierarchy of complexity developed by Kenneth Boutding. Boutding identified one higher, ninth level to reflect the possibility that some new level of
system complexity not yet imagined might emerge (Pondy and Mitroff,
1979). A multi-cephalous system concerns "a 'social organization', a
collection of individuals acting in concert". Pondi and Mitroff characterize
a multi-cephalous system as follows:

What is at issue is that the collection or assemblage of 'individuals', whether they be genes, humans, or human groups, creates a
sense of social order, a shared culture, a history and a future, a

value system - human civilization in all its richness and complex-
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ity. as an example. What distinguishes these systems is the shared

systems of meaning".

»«
..,,.
Clockworks within Clockworks

As dynamic structures within structures, multi-cephalous systems appear at every level in a social structure. Therefore, the evolution clockworks
representing their dynamics also appear at every level in a social structure.
Evolution clockworks are clockworks within clockworks; their dynamics affecting those of others.
The notion of'clockworks within clockworks', i.e. dynamic socioeconomic systems within dynamic socioeconomic systems, hints at the enormous potential of certain organizational forms. For example, in his book
A//iance Capitahsm, Michael Gerlach discusses how the 'keiretsu' can be
seen as a multiplexity of relations between quasi-independent (autonomous)
members, doing business together. Keiretsus allow Japanese companies to
maintain a high level of flexibility. "The complex web of relations within a
keiretsu with shareholders, customers, suppliers, and employees keeps managers focused on competitiveness rather than on building bureaucracies".
As relatively autonomous members in a keiretsu, member companies "reap
the benefits of tremendous size" (Business Week, May 10, 1993).

Internal Symmetry

In Selbst-Organisation (1987), Gilbert Probst summarizes the shift in characteristics from open (Cartesian-type) to closed, self-organizing social systems. The shift which specifically refers to the dynamics of social systems is
from 'structural stability' to 'elasticity'. In this context elasticity refers to
the dynamics of the whole.
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Elasticity is also a characteristic attribute of two elements in the
evolution clockwork. In the 'economic perspective', the elasticity of price
and quantity plays an important role. It determines the dynamic relationship between supply and demand. This relationship is used as a practical
decision mechanism when constructing the business purpose. (See the
chapter Creating Breakthrough in Business.) The supply-demand dynamics
represent the cybernetic aspects of the 'invisible hand; as introduced by
Adam Smith (1776). The internal symmetiy of the model would indicate
that a similar phenomenon is governing the social perspective.
In the next chapter, the concept of social elastici(y is proposed to
characterize the state of social structures in terms of the elasticity of vision
and culture. Consequently, the notion that companies fluctuate in size or
'pulsate', as Alvin Toffler (1990) suggests, is not only the result of the dynamics between supply and demand but also of'social elasticity'.

Chicken or Egg?
'Finger-pointing' is a deeply embedded reflex in people. It blames the environment for what happens. Although we recognize that our constitution
somehow plays a role, we are sometimes quick to think that fate or a coincidental combination of events may determines our future. This may prevent
managers from developing the alertness necessary to carve out a 'tomorrow'.
Influences from Outside
The evolution clockwork pinpoints where and how the 'environment' influences a corporate entity. (See the figure In/luences from Outside on the
next page.) In principle, two categories of influences can be distinguished:
the macro-environment and the industry environment.
The macro-environment represents both the cultural and macroeconomic situation and influences both the freedoms and the investment priorities in a corporate entity. On the one hand, the culture in
a country or region, for example, influences the choice of freedoms
and the way these freedoms are brought about or enforced. In other
words, the choices and the manner in which these choices are realized will differ from country to country. In this light, the work of
Geert Hofstede (Culture's Consequences, 1980) is of great value. On
the other hand, the macro-economic situation influences the invest-
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ment priorities. If, for example, interest rates are rising, companies,
in general, become less inclined to invest.
The industry environment concerns the situation in other corporate
entities which operate in the same or related business areas. 'Attitudes' fan out to other industries especially when they seem to have
produced exceptional results. The much published stories about
young American hardware and software companies famous for
environwork
their interactive, enthusiastic, and non-hierarchical
many
other
ments - have not failed to cause a shift in attitudes in
companies. Without doubt, the upcoming knowledge industry will
cause our attitudes to change further. On the other hand, competencies like attitudes, sooner or later, will spill over to other companies.
After all, companies tend to ride the same S-curves as their competitors. Corporate competencies are affected by the evolution in related
and also distant industries.

The Environmental Perspective

For years, experts across the world have put effort into the explanation of
external influences. One of the most recognized contributors in this field,
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Michael Porter, introduced a simple, and effective diagram with five competitive forces: those from buyers, suppliers, existing competitors, new
competitors, and substitute products. The latter are often based on other
technologies and capable of wiping out existing products with a superior
price performance ratio. The overall idea is to get a grasp of outside threats
and to design appropriate measures to cope with these. In The Competitive
Advantage OfNations (1990), Porter's work culminates again. Researchers
of respected institutions in ten countries, spread across the globe, have contributed to the colossal research task of quantifying the relationships between four important determinants (representing the so-called 'diamond' of
Porter), each of which characterizes one particular aspect of a geographical
environment.
0 The factor conditions. "The situation in terms of the availability
of skilled labor, land, natural resources, capital, and infrastruc-

ture".
0

Demand conditions. "The nature of home demand for the industry's product or service".

0 Related and supporting industries. "The presence or absence in
the nation of supplier industries and related industries that are internationally competitive".

- Firm strategy, structure, and rivalry. "The conditions in the nation governing how companies are created, organized, and managed, and the nature of domestic rivalry".
Porter (1990) points out that "these determinants, individually and as
in which a nation's firms are born and compete". The objective, here, is to recognize those combinations of factors
which inevitably cause success or failure in certain industries. The above,
however, is in sharp contrast with the notion of autopoiesis. Autopoiesis refers to self-production or the capacity to self-produce delimitations in operationally closed, self-organizing social systems. For example, companies
may delimit themselves - and carve out new success - by redefining their
business. In other words, companies, as intentional social structures, are
driven by their internal dynamics and only influenced by the state of the
outside environment. Porter recognizes the importance of the internal drive
in that "competitive industries are those whose firms have the capacity and
will to improve and innovate in order to create and sustain a competitive
advantage". However, the model of external determinants appears to focus
on the opposite. Its prime interest is in finding those combinations of external determinants which would explain success and failure. Although the
determinants of national competitive advantage are important, I believe that
a system, create the context
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the balance has tilted too much toward the impact of environmental conditions. The ultimate question is about the 'chicken or egg'. In other words,
what causes evolution; is it the combination of environmental conditions or
is it intrinsic potential?
Rather than trying to answer this question, one may pursue the issue
from a entirely different point of view. The determinants of national competitive advantage could well be considered as the 'distant boundaries'
within which the invariant identity of'intentional social structures' evolve.
In other words, they could be the 'sand' in which shells grow (Varela,
1984). Assuming that to be the case, we can only conclude that Michael
Porter's model - with the determinants of national advantage as distant
boundaries - is complementary to the evolution clockwork. Intentional social structures, therefore, interact with the external environment (Porter's
diamond) when constructing and reconstructing their realities. The figure
Complementary Worlds, shows how the evolution clockwork could fit in
Porter's 'diamond'.
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In order to link the 'diamond' ofdeterminants sensibly with the evolution clockwork, Porter's framework had to be rotated. The outcome is a
model in which the environmental perspective and the internal dynamics of
a corporate entity have been combined. The distant boundaries - essentially
Porter's 'diamond' - are represented by the outer 'ring'. The results are
central and their placement in the middle symbolizes them as the bull's eye
for both. As distant boundaries, each of the determinants of national competitive advantage influences the evolution clockwork as a whole. However,
one could argue that each determinant affects one particular element in the
evolution clockwork. The following few examples suggest these 'one to
one' relationships.
0 The demand conditions representing the nature of home demand
specifically affect the development process of the business purpose in the economic perspective. The business purpose (see the
chapter Creating Breakthrough in Business) deals with the notion
of demand in almost every step of its construction.

0 Strategy, structure, and rivalry as the conditions which determine
how companies are created, organized, and managed specifically
influence the socioeconomic system in the evolution clockwork.
There, the social and economic strategies blend in a dynamic process which in turn causes people to undertake actions. These actions eventually generate the 'results'.

• The related and supporting industries determinant representing
the presence of related industries that are internationally competitive - specifically influences the 'engine of evolution'. Related in-

dustries tend to deal with the same product and competency
growth-curves. Competition is about who progresses fastest along
these S-curves.

0 The factor conditions which concern the availability of skilled labor, land, natural resources, capital, and infrastructure influence
the social perspective. They affect the choice of freedoms in a cor-

porate entity.

The objective of this section has been to highlight the necessary balance between the internal drive and the external perspective. As Bandura
(1989) observes, "those who have a firm belief in their efficacy, through ingenuity and perserverance, figure out ways of exercising some measurement
of control in environments that contain limited opportunities and many
constraints." Therefore, although the environmental perspective can provide the necessary impetus, the force of evolution in principle comes from
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within a social structure. In the following chapters, I shall discuss how this
force can be handled.
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Dancing To A DijIerent Tune
The decline in the performance of the Dutch electronics concern Philips, its
heavy organization, and its lethargic corporate culture eventually resulted
in the appointment of a new CEO in 1990: Jan Timmer. In the next two
years, after the initiation of 'Operation Centurion', Philips sold more than
100 loss-making businesses and quickly bounced back from its disastrous
performance in the previous years. With the help of C.K. Prahalad, the renowned authority on competency building, Philips refocused on what it perceived to be its core competencies. The real challenge today, however, is to
change the culture of Philips which eroded the company from within. For
years, bureaucracy thrived and a rigid structure separated researchers and
product developers from manufacturing and sales. As Timmer reminds his
people, "it is not a simple matter of organization structure, it is a matter of
state-of-mind". After two years, one of Philips' managers notes, "progress
had been slower than expected. Rightly or wrongly, many people remain
very unmotivated".
At some point in time during their life cycle, companies - even giants
such as Philips - have to dance to a different tune. The adjustment to a different rhythm, orchestrated in most cases by a new CEO, seems difficult.
To improve my understanding of corporations under these critical circumstances, I decided to look at the dynamics of other companies. I searched
for "symmetries" between companies hoping to find "a pattern which con-
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nects" (Gregory Bateson, 1979) and which, after all, makes sense of the
'corporate' dynamics I observed.

A Search for Symmetries
In The Power OfTomorrow's Management (1989), I referred to the changes
in both Kodak and General Electric. In 1984, Chandler, Kodak's new CEO
at that time, decided to restructure the company into 17 entrepreneurial
units, each having profit and loss responsibility. Kodak had become a
monolithic giant far too rigid to cope effectively with competitors, such as
Fuji. At the same time, Kodak aimed to diversify its products often by buying small companies. Chandler's objective was to bring entrepreneurship
back into the organization with enough incentives and flexibility to fight

competition.
When Jack Welch became the CEO of General Electric, he faced a
company focused on control and in need of more entrepreneurship. Jack
Welch concentrated first on the winning businesses and then on culture. He
has been working on cultural change ever since, making the culture more
growth conscious and less bureaucratic. Jack Welch paid specific attention
to the lower levels in the organization. People were encouraged "to work
smarter not harder", reward systems were improved, and training programs
initiated all in an effort to improve operational responsiveness
After taking over from founder Ken Olsen, Bob Palmer, CEO of Digital, was faced not only with the restructuring of Digital's businesses but
also its culture. In Engineering Culture (1991), Gideon Kunda gives an expose of the cultural situation in Digital before Bob Palmer took over. Kunda
sketches an introvert rigid, and, at some times, imposing culture affecting
both the state of mind and the way things are done. As I observed myself,
things which had given Digital a competitive edge in the past, such as its
famous electronic mail network (long before it became common use in other companies), had turned against itself. While the electronic mail system
initially functioned as facilitator of innovation through the communication
of ideas, it later stifted the organization. People eventually became 'glued'
to their terminals and showed an outright addiction to incoming electronic
letters and the preparation of opinionated responses. The pose behind a terminal became a misleading symbol of usefulness. The electronic mail system seemed to prevent the chaotic interaction which it enabled in the past.
In the chapter, The Dynamic Culture, I described in greater detail the situation just before Bob Palmer took over.
Many companies have had to face, or are now facing, problems such
as those in the above mentioned companies. Some make it and some don't.
As Peter Drucker ( 1985) noted, even in the highly stable post-war period
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"about one-half of the Fortune Five Hundred' turned over within a generation, 250 of them either disappearing altogether or dropping out of the front
ranks". However, the dramatic change taking place in companies like Philips, Kodak, General Electric, Digital, and IBM, does not necessarily oblige
a company to get in trouble first. In other words, not all incoming CEOs are
facing a slumping business. Paul Alliare, for example, inherited Xerox
which became the first major U.S. company to win back market share from
the Japanese as result of its Leadership through Quality program. Paul
Allaire seems determined to take Xerox's corporate transformation to a new
level:

The change we are making now is more profound than anything
we've done

before. We have embarked on a process to change

completely the way we manage the company. Changing the structure of the organization is only a part of that. We are also chang-

ing the processes by which we manage, the reward systems and

other mechanisms that shape those processes, and the kind of
people we place in key managerial positions. Finally, we are trying to change our informal culture - the way we do things, the behaviors that drive the business.

Xerox's structure changed from an operationally fragmented, functional structure to an integrated business structure. As Allaire observes: "a
functional organization breeds passivity. People wait for decisions from the
top."
Following are some of the remarkable symmetries I observed in reports on the above companies. (See the figure The Birth Place of a New

Performance Cycle on page 109.)

0 Reaching the end of an old performance cycle and starting the
next one. Each company seemed to have exhausted the intrinsic
potential of a performance cycle. Some, however, waited too long
to act and got into trouble. Others, like Xerox, exhausted the potential of a performance boosting (Quality) program and moved to
the next cycle of performance improvement in a more 11uid way.
The next cycle of performance improvement, in all cases, required
structural rather than incremental change.

0 Operational fragmentation. Each company experienced some
form of operational fragmentation. In most cases, this was attributed to an organization where functions had grown into independent powerhouses not always in touch with the challenge of
making business.
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0 Dominant, inelastic culture. The Cdture of each company seemed
to have become more introvert and too dominant (See the chapter
The Dynamic Cu/ture.) Symbols and habits reduced the awareness of the outside environment. The sensitivity to the outside
world, which used to create the drive to optimize and standardize
the best possible operational responses, seemed to have been lost
to a certain extent.

• Lack Ofresponsiveness. Passiveness and a lack of motivation significantly reduced the operational responsiveness. In one company, a sales force reorganization - the so-called Field Office Model
- which was planned to be completed in three months took more
than three years to implement. The responsiveness of people increases gradually only after the achievement of some corporate
successes. In effect, what seems to motivate people is their feeling
of being on the right bandwagon, especially after some of the proposed changes take effect.

0 The introduction of a vision: a new reality. In order to aclieve
structural change, the CEO of each company not only reestablished the corporate goals but in fact created a whole new
sense of reality by also redefining the 'how'. This new reality and
the decisions substantiating it, together, worked as an impulse
which eventually brought about structural change and openness to
other cultures, those of external or internal alliance partners, for
example.

The example companies seemed to move from one S-curve to the next.
The horse that had been pulling the cart of structural change was the new
vision of the incoming CEO - his evolving view of a substitute reality. This
vision, rather than the rigid culture, created a common focus in the organization which kept people 'glued' together. In spite of efforts to sell lossmaking businesses and minimize redundancies, Philips made investment in
new areas. External alliances with new business partners were decided,
forcing organizations to open up to the good of'foreign' cultures. Or, as in
the case of Xerox, internal alliances were forged to achieve integration between autonomous, self-managed work teams. In all cases, the new vision
was meant to change tile culture. In line with Albert Bandura's thinking
(1989) on the efficacy of organizations, the introduction of a new vision
represents the production of a 'discrepancy', i.e. a gap between the actual
and desired situation. Some organizations, being at the end of a performance cycle, cry out for a new and stable leadership vision. A quarterly report of the U.S. sales force in one company, for example, includes a
comment from one of its sales people: "why doesn't management develop a
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'common corporate vision' and stick to it for more than one quarter!" It
seems as if the organization itself is capable of recognizing the need for a
new vision and the leadership to develop it.
Dynamic Relationship Between Vision and Culture
Through a gradually adjusting culture, an organization will absorb and assimilate the desired reality. In the words of Albert Bandura (1989), discrepancy production is followed by a phase of discrepancy reduction. Therefore,
if the vision of the incoming CEO is accepted, the realization of the vision
will eventually cause the culture to change. The relationship between a
change in vision and a change in culture is shown in the figure, 77:e Fision
and Cu/mre Elasticity Graph (van der Erve, 1989). The sloped line represents the equilibrium between vision and culture. The introduction of a new
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vision causes a departure from this equilibrium line (discrepancy production). In general, the development of a corporate vision is the result of a deliberate procedure. The equilibrium line is approached again when the
culture assimilates the desired reality (discrepancy reduction). Unlike the
development of vision, the cultural absorption process is more the result of
a subconscious process. One is simply not always aware of how certain pattel:ns ofactions have turned into 'unwritten' rules. (See the chapter 77,e Dynamic Culture.)
The new vision of a manager is not accepted in all cases. The organization has to be ripe for it. The de-Stalinization program in the Soviet
Union which Nikita Khrushchev initiated in the sixties was an attempt by
Khrushchev to decentralize the economic planning system of the Soviet
Union - an institution which Stalin helped to develop. Although Khrushchev's plans were similar to those of Gorbachev, neither Khrushchev or his
plans were accepted. His vision was too far stretched for the Soviet system
at the time, which rejected it. The timing of a new vision, therefore, is in
principle not determined by the leader but by the state of the social structure. One could argue that leaders serve the needs of evolution. Consequently, if leaders do not provide the right vision - the desired reality - at
the right time, as was the case in Compaq, General Motors, and Digital,
they are likely to be ousted. Some corporate leaders, however, are quite capable of satisfying the needs of evolution during various growth cycles. Jacques Calvet, chairman of the French automobile giant Peugeot-Citroen, first
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turned his company into a profitable operation until it became Europe's
low-cost car producer. Subsequently, he introduced a new corporate vision
for Peugeot-Citroen: to become one of Europe's biggest car producers.
There is a subtle interplay between the evolution of a social structure,
as an operationally closed, self-organizing system, and the stimulants it attracts from the outside environment. Borrowing a phrase from Kenneth
Gergen (1992), managers are the catalysts of"the process in which the organizational realities are married to the realities of the surrounding environment".

Extreme Cases ofInelasticity
What will happen when companies reach the very end of a performance
cycle? As indicated before, under these circumstances, cultures tend to become increasingly more dominant or inelastic. To the observer, a dominant
or inelastic culture functions as a rigid shell which echoes its internal views
and causes the introvert behavior of the social structure as a whole. It coinEquilibrium Une
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cides with a diminishing responsiveness of people. (In the chapter, The Engine of Evolution, I discussed my personal experience with cultures as they
passed through stages to become more rigid. For more on responsiveness,
see further on.) In the vision and culture elasticity graph, an increasingly
dominant culture causes the equilibrium line to rotate counter clockwise
until it reaches a vertical position. (See the figure Inelastic Culture on page
111.) In this hypothetical situation, any change in vision will not affect the
prevailing culture. The culture would be completely inelastic. In reality,
this extreme situation would not occur. But as we have seen in the example
companies, the symptoms of cultures which have become less elastic are by
all means noticeable. In Poland and the former Soviet Union, the dominance of the culture may have caused the development of what Obloj and
Kostera (1991) refer to as espoused values. Espoused values are those values, which people say they have, but which are not reflected in what they
do (Argyris and Schon, 1978; Schein, 1985). In Poland, for example, one
'official' value set, based on the communist party's current ideology, was
used for

official statements. These espoused values competed with a

counter-culture, which "combined fatalism, pessimism, and a lack of responsibility for whatever happens" (Obloj and Kostera, 1991).
A dominant or inelastic culture does not prevent, and may even foster,
the growth of new visions in a company. In fact, structurally different views
pop up in reaction to a dominant culture. The development of new visions
is an essential characteristic in the process of evolution because each vision,
should it catch on, may lead to a winning mutation. Therefore, although a
dominant culture indicates that a company may reach the end of a performance cycle, it also creates the incentives for structural change. In this way,
cultural evolution perpetuates its own unfolding. Structurally different visions do not necessarily cause the process of evolution to continue within
the environment from which they emerged. After each performance cycle,
companies may cause the creation of new business outside its borders. Digital Equipment Corporation, for example, has been reincarnated many times
by the people who decided to leave the company. Data General is just one of
many companies started by Digital employees. At some point in time, companies may reach the end of the performance curve. At that time, companies may disintegrate to survive only through 'rebirth'.
Let's suppose the vision of a new manager or CEO catches on and
leads to success. Often, after achieving success follows the temptation to
create yet a greater vision, which foresees the achievement of higher revenues, impressive new market positions, corporate status, and so on. The development of vision, and the demand for it in the organization may evolve
from a passion to a fixation. In The Fision Trap (1992), Gerard Langeler
explains how Mentor Graphics became obsessed with building a vision.
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With regard to vision, we had simply fallen into a trap. Early visions fueled our meteoric rise, but then the visions began to out-

grow our company. They no longer fed us but we had to feed
them. While we've been paying the terrible price for that mistake
in terms of lay-ojfs, delays, and losses, we've been lucky enough

to return successfully to the basics that nurtured us in the first
place.

The notion of 'vision', therefore, also tends to become more dominant
and less elastic. In the vision and culture elasticity graph, a diminishing vision elasticity (a growing dominance of vision) would cause the equilibrium
line to rotate clockwise until it reaches a horizontal position. (See the figure
Inelastic Fision.) In this hypothetical situation, the standing vision does not
change no matter what ideas emerge from subcultures and the cultures of
partners. To the observer, an inelastic vision functions as a rigid shell
which echoes its internal views and generates the very focused behavior of
the social structure as a whole. Eventually, as I shall discuss later, when it
becomes too dominant, an inelastic vision may force people's responsive-
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ness to dwindle. A dominant vision encourages conscious actions to integrate the operational elements in an effort to ensure its realization.

Subcultures are welcomed because of the potential they may bring to help
achieve the vision. A vision driven social structure is a relatively young
concern where the promise of growth has not yet encountered the defensive
and well oiled harness of culture. People's minds are open to alliances with
others who, after all, might join their lofty endeavor.
Later in this chapter, after bringing together various dynamic phenomena, we shall test the idea of vision- and culture-inelasticity by examining case studies and views which have been compiled by other researchers.
To conclude, in a vision-inelastic situation (a horizontal equilibrium line),
developments emerging through subcultures are incapable of affecting the
general vision and, in a culture-inelastic situation (a vertical equi/ibrium
hne), new visions are incapable of changing the overall culture. In fact
both situations tend to stultify people's responsiveness.

The Responsiveness ofPeople in a Social Structure
Managers need some sort of measure to identify the evolutionary phase of a
corporate entity. In 77:e Power Of Tomorrow's Afanagement (1989), I identified the 'responsiveness of people' as such a measure. Responsiveness, by
definition, is the time required to assimilate a new vision. In other words,
People Responsiveness = Change In Vision / Time to Assimilate Vision

To a certain extent, managers can quantify the responsiveness of people, for
example, by measuring the length of time it takes to implement a new plan.
Each social structure has its own typical responsiveness domain - in terms
of maximum and minimum responsiveness - which based on its invariant
identity or organization. In some companies one finds cultures, i.e. groups

of people, that are quite flexible and capable of quickly adjusting to new
management visions. Other company cultures seem to be more rigid. There,
visions may take ages to transform the culture. Significant differences, for
example, may be observed in companies that decide to invest in an
electronic mail system. The difference is not only in the way the electronic
mail system is accepted, but also in the time it takes to implement it. In one
company (Company A), managers are not always prepared to sit behind a
terminal because they feel it may hurt their image. Quite some effort and
time is then required to change their attitude and to benefit from the investment made. The reaction in another company (Company B) may be entirely
different. In Company B, fairly soon after the installation of the electronic
mail facility, people actively use it. Users form 'networked groups' which
communicate intensively with each other on the resolution of operational
problems and the implementation of business opportunities. The differences
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between these two companies are found in the figure Characteristic Responsiveness Lines. The introduction of a new vision (e.g. the new reality of
an electronic mail system) causes a transition in both companies' respective
responsiveness lines. In Company B, the assimilation of the new vision
takes less time than the assimilation of the same vision in Company A.
The slope of the responsiveness line effectively determines the responsiveness of a company. Consequently, the responsiveness line will rotate
clockwise or counter clockwise as the responsiveness of a company changes
in the various phases of evolution. As Stanley Davis (1987) notes in Future
Perfect, an ideal organization would change instantly and harmoniously

with its environment.
Time as an intrinsic dimension of organization means creating
real-time structures: structures that change continually in tiny increments, not in large static quantum jumps. Each change is so
minute that the overall ejJect is one of a structure in constant,
seamless motion.

In an ideal situation, therefore, the responsiveness line of a company
would rotate counter clockwise almost to a vertical position. (See the figure
Ertreme Responsiveness Lines on the next page.) 'Real-time organizations'
should not only be able to adjust very quickly, but they should also be 'cognitive organizations' capable of distinguishing and digesting relevant envi-
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ronmental events. Further 04 in the section, The Future Corporation, I
shall propose a definition for the 'cognitive organization'.
The other extreme concerns organizations in which the responsiveness
of people has diminished to almost zero. The formula for people responsiveness equates to zero when either the change in vision is zero or the time
to assimilate the vision is infinitely great. In a vision inelastic situation, the
dominant vision of a company founder, for example, may take away the incentive for people to propose new ideas. But also the views of a dictatorship
may drain the spirit and initiative from people to respond and follow-up. In
a culture inelastic organization, any change in vision will not cause the culture to change significantly. Consequently, a new vision would take an infinitely long time to assimilate. In the figure, Dynamic Responsiveness
Extremes, the responsiveness line would rotate clockwise to an almost honzontal position. Social structures, in which people do not respond due to either a dominant vision or a rigid culture, I propose to characterize as
'withdrawn organizations'. Their dynamics seem to be induced mainly by
the internal situation.
To summarize, in both vision- and culture-inelastic situations, the responsiveness of people ina social structure will decline. But at other times,
the responsiveness of people may well reach a 'high'. The maximum and
minimum responsiveness of people in an organization depends on the invariant identity of the social structure concerned.
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The Dynamic Balance and Social Elasticity
The idea of dynamic balance has attracted the attention of many researchers
in the economic, social, and natural sciences. In A Self-organization Per-

spective on Strategy Formation (1992), Abel Romme provides a comprehensive summary of the state of the art. Strategies, for example, can be seen
as forces which bring a social system either into a substantially different
state (homeorhesis), or into a steady, equilibrium state (homeostasis). These
forces compare with the notions of discrepancy production and discrepancy
reduction which Bandura (1989) refers to.
Self-organizing systems may be subject to reciprocal behavior which
makes 'openness' a condition for 'closure', and vice versa. This links to
"the groping relationship between autonomy and interdependence" which I
identified in the chapter The Dynamic Cu/ture. Based on the views of Richard Scott and Karl Weick, Romme (1992) examines the ideas of 'tight
and loose coupling'. 'Tight coupling' refers to "an arrangement of elements
.
of the system such that each is highly responsive to changes in the others.
Tight coupling, therefore, parallels 'interdependence'. 'Loose coupling'
concerns "elements that are only slightly related with other elements and
that are capable of fairly autonomous behavior." Loose coupling, therefore,
refers to 'autonomy'. As Romme concludes, "the relationship between
looseness and tightness is a dialectical one."
The dialectic paradigm which concerns a 'dialectic' interplay of opposites was introduced by Hegel. "Hegel saw human history as a spiral development from one form of unity through a phase of 'disunity', and on to
'reintegration' on a higher plane" (Capra, 1982). Hegel's views, which
were used by Marx to explain and predict cultural dynamics, relate to the
recurrent phases of 'fragmentation' and 'integration' which I observed in
several companies.
As Drucker observes in Innovation and Entrepreneurship (1985), Joseph Schumpeter, in 1911, "postulated that dynamic disequilibrium brought
on by the innovating entrepreneur, rather than equilibrium and optimization, is the 'norm' of a healthy economy and the central reality for economic theory and economic practice." Based on the discussions concerning the

elasticity of vision, culture, and people responsiveness, it seems possible to
expand Schumpeter's views and show how, with time, various social factors
behave in relation to each other during the evolution of an intentional social structure. This leads to conclusions about impulses which managers
may generate to guide the process of evolution.
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The Elements of Social Elasticity
The starting point is the law of natural growth (the S-curve) which reI)resents the inevitable development not only of social and economic phenomena, but also of entire social structures. (See the figure 77,e Elements of
Social Elasticity on page 119.) Based on the findings in chapter The Engine
ofEvo/ution, the S-curve, representing the cumulative growth pattern, can
be divided into three distinct parts: the crystallization phase, the crossfertilization phase, and the exhaustion phase. The crystallization and exhaustion phases are characterized by low growth and fragmentation. The
latter indicates 'loose coupling'. Although both autonomy and interdependence are essential characteristics of self-organizing systems, in a state of
loose coupling, the autonomy of the elements within the whole is most explicit. Somewhere during the crystallization and exhaustion phases, structurally new visions begin to emerge. One of these may cause the
development of a mutation, the cumulative growth of which develops as the
next S-curve. At first, the vision is rather flexible but over time, when progress is made toward its realization, it becomes more rigid (and the 'visionaries' more obsessive). The curve for vision inelasticity, represents:
Vision Inelasticity =1/ Change In Vision

The vision inelasticity curve rises when the vision becomes more
dominant (i.e. when the 'change in vision' approaches zero) and growth
catches on. The vision inelasticity curve reaches a high somewhere in the
cross-fertilization phase when the vision becomes inflexible and the change
in vision very small. This is often caused by the inflexible vision of a founder or a dictatorship. When the vision becomes inelastic, the responsiveness
of people in the social structure declines. However, somewhere between the
emergence of the vision and its dominance, the responsiveness of people
reaches a high. Especially at the moment when people become enthused by
the vision and by the success it brings. People are kept on their toes by the
spirited vision within the corporate entity.
During the cross-fertilization phase, a new or reincarnated culture
starts to build as a result of efforts to reproduce success and improve the
predictability of achieving success. The push of vision and the efforts to repeat success both cause the cumulative growth to become exponential.
When the vision eventually becomes too dominant and, therefore, counter
productive, the emerging culture, as a prescriptive pattern of actions, takes
over as the phenomenon which keeps people focused on (re)producing success. In turn, the curve for culture inelasticity, represents:
Culture Inelastkily =1/ Change In Culture
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The culture inelasticity curve rises when the culture becomes more
dominant (i.e. when the 'change in culture' approaches zero), in particular,
after growth proves to continue. This is a stage of'tight coupling' when the
arrangement of elements of the system is such that each is highly responsive to changes in the others. The culture inelasticity curve reaches a high
somewhere in the exhaustion phase when the culture becomes inflexible
and the change in culture is very small. At that moment, another performance cycle or life cycle starts.
In general, the impulses managers may generate at the twilight of the
fragmentation and integration phases should be opposite to the typical behavior within these phases. At the end of the cross-fertilization phase, when
a culture becomes inflexible, management should encourage autonomy and
develop actions which stimulate people to open up to structural change.
Rather than to increase controls - as a natural reaction to cope with the inherent chaos of'fragmentation' - managers, for example, should encourage
entrepreneurship to ensure the development of mutations. At the end of the
crystallization and exhaustion phases, managers must focus on measures
that lead to operational integration, 'tight coupling', or interdependence. to
ensure the development of an environment which becomes increasingly
more capable in perpetuating success. The first steps must be the selection
of mutations and, of course, the establishment of the appropriate selection
criteria. 'Winning mutations' are then nurtured throughout the cross-

fertilization phase.
The actions that managers, as catalysts, may develop in support of the
of evolution will be discussed in more detail in the following chapter Mirroring and Reframing Attitudes, section Managing People's Attitudes. In general, the idea is to create environments which are in support
of, or in harmony with, the evolutionary dynamics. These environments can
process

ejIectively be created only indirectly. In other words, by facilitating the development of a 'new reference framework', managers may cause people to
change their behavior.
The figure The Elements OfSocial Elasticio' (see page 119), may help
in anticipating the nature of the situation ahead and the necessary reference
framework. It shows ten phenomena all related to the generic performance
cycle. Starting at the top of the figure, the following are the elements of social elasticity and their characteristic states:

0 The phase Of natural growth (crystallization, cross-fertilization,
exhaustion).
0 The organizational state (fragmentation, integration).

0 The level of growth (high growth, low growth).
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0 The degree Ofvision inelasticity or dominance (vaiying from low
to high in a non-linear manner).
0 The degree of culture inelasticity or dominance (varying from
low to high in a non-linear manner).
0 The responsiveness ofpeople (varying in a non-linear manner).
0

The process ofreincarnation (mutation and selection, diffusion).

• The coupling of organizational elements which determines the
degree of organizational closure (loose coupling, tight coupling).
0 The dominant characteristic of self-organization (autonomy, interdependence).

• The Opical amtudes in each phase (open to risk, consolidating).

To conclude, social elasticity refers to the dynamics of a great number

of social phenomena which are consistently changing in sync with the pat-

tern of natural growth.

The Acid Test
The usefulness and credibility of social elasticity depends on its accuracy to
predict and explain the evolution of various social structures. Corporate
cases which describe the history (a series of snapshots) of companies are
useful in demonstrating the realities of social elasticity. In A Sel/1

organization Perspective on Strategy Formation (1992), Abel Romme follows the hiStOIy of two Dutch companies: Hendrix' Fabrieken and Bellamy.
Romme's detailed expose on the dynamics in these companies reveals important facts about their evolution. These facts clearly confirm the notion of
social elasticity.
Romme refers to Hendrix' Fabrieken, a large cattle-fodder producer,
as a case of'vertical integration'. This implies that the company may be in
an integration phase. The integration phase, as discussed before, is characterized by an increasingly more dominant vision which initially functions
as a stimulating force, but eventually proves counterproductive. The dominant, and inhibiting vision is eventually replaced by an integrating culture,
for example, when an operational mechanism is developed to materialize
further growth. This explains why elements in an organization become
more interdependent. In fact operational integration, rather than fragmentation, is what characterizes the trend in such organizations. Romme
describes the vision of the "patriarchal" founder Wim Hendrix as one increasingly more dominant over the years and even inhibiting in the eyes of
the board members. Wim Hendrix was a true entrepreneur, a tradesman in
agricultural products, who led the company for forty years. However, when
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competition went into food processing, he questioned the views of his board
of directors, and balked at this new development. After Hendrix's death in
1965, the board opened up to the processing industry. They decided to develop their own food processing cycle and to pursue the integration of various production stages. As Romme observes, after the death of Wim Hendrix
"the board became more sensitive (responsive) to industrial trends".
Eventually, the board lead the company into another period of substantial
growth.
Bellamy is an agribusiness firm specializing in the production and development of seeds. Seeds are either developed by traditional breeding
technologies or by more advanced approaches such as genetic technology.
Romme refers to Bellamy as an 'innovation case'. For years, the company
was managed by a director whose "leadership focused on the administration
and exploitation of the company. His management style was well organized
and to a large extent inwardly oriented." The Bellamy Company, therefore,
can be characterized as a concern which is at the end of the crossfertilization phase in which the culture has become inelastic and "inwardly
oriented". This is reflected in the style of its leader; "inward versus outward, short-run versus long-term, etc." Romme's chronicle indicates that
the Bellamy firm is moving from integration to fragmentation; "a selfcontained company with a fragmentary, inward oriented repertoire". Not
surprisingly, after the retirement of the director concerned, the other board
members pursue structural change. Mutation and selection are important.
Acquisitions, investments in new technologies, and the search for major opportunities confirm this. Finally, after several years, a major part of the older generation of employees leaves the company and "on some topics there is
unforeseen resistance". The latter indicates a low in people responsiveness
somewhere in the middle of the fragmentation phase.
The facts which Abel Romme gathered on the history of these two
companies parallel the characteristics of social elasticity in a remarkable
way. Although, the concept of social elasticity has been developed quite independently - inspired by the developments of the rapidly evolving electronics industry - it turned out to be accurate in the description of the
evolutionary stages in other companies.

Similar parallels are found in Toynbee's views on 'civilizations'. Capra (1982) reports how Toynbee observes civilizations going through "integration" and "disintegration", i.e. fragmentation, stages. Toynbee talks
about societies losing flexibility and showing uniformity, while "growing
civilizations display endless variety and versatility". Civilizations and societies are going through similar phases as those described by social elasticity. In other words, societies move from fragmentation to integration and
back to fragmentation again. They start off with a mutation and selection
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phase; often a revolution of some kind. Societies grow to become more
dominant. Eventually they become inflexible until they disintegrate to give
birth to other societies. The report about the situation in Poland (Obloj and
Kostera, 1991) shows a society in a stage of fragmentation. The Soviet
Union effectively reached the end of its performance curve and is riding the
next one but in a disintegrated manner. Singapore is an example of a society moving away from the vision of its eminent founder and ruler for thirty
years, Lee Kuan Yew. His successor, Goh Choc Tong talks about a "softer
style" and about "the need to build a consensus." Singapore, so it seems, is
entering the second part of its integration stage where 'the culture' takes

over from 'the vision' as the primary force to keep people together and focused. Europe, as a whole, also has been going through fragmentation and
integration phases. Although it is driven by the vision of unity, it is essentially still fragmented. Based on the notions of social elasticity, one could
postulate that its true integration is yet to come. To conclude, because societies essentially are 'social structures' (see the chapter We.·The Corporate
Entio'), the proposition is that social elasticity can also be used to explain
societal evolution.
Social structures not only pulsate through the growth and decline of
their competencies, as Alvin Toffler (1990) observes, but also socially. At
times, 'vision', as the desired reality, functions as a dominant conscious,
but outward force exerted by the entrepreneurial leader of a social structure.
Eventually, 'culture' takes over as an inward oriented, more unconscious
force. As the anthropologist Gregory Bateson (1979) concludes, "evolution
must always, Janus-like, face in two directions: inward toward the developmental regularities and physiology of the living creature and outward toward the vagaries and demands of the environment." Social elasticity
follows Bateson's principle but adds the dimension of time.
To conclude, managers will likely use the concept of social elasticity
to establish the necessary impulses during the evolution of intentional social structures. As Drucker (1993) observes:

Managers are synthesizers who bring resources together and
have that ability to 'smell' opportunity and timing. Today, perception is more important than analysis. In the new society Of organizations, you need to be able to recognize patterns to see what

is there rather than what you expect to see.
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The Benefits of Social Elasticity
Although the outcome of (cultural) evolution, as a stochastic process, is
difficult to predict, the pattern of this process can be foreshadowed. The understanding of this pattern, which I refer to as social elasticity, may produce the following benefits.
0 The prevention of an unnecessary decline in people responsiveness. The idea is that by the creation of the right environment
managers direct the energies of people to prepare for the next
phase of evolution. Consequently, people may put more and continued focus on the 'right' corporate issues in each phase of
growth and evolution. An important side benefit of social elasticity is the possible reduction of the 'fear for instability' which at
times blocks necessary change. The recurrent character of the
evolutionary process, as depicted in the figure 77;e Elements Of
Social Elasticity on page 119, should make people more open to
'opposites'.
0 The creation of a true learning organization. A thorough understanding of corporate evolution and the means to detect its phases
will lead to an improved learning capability which goes beyond
the technical principles that help people establish output correcting feedback loops. According to Argyris and SchOn (1978),
single-loop learning means taking steps to ensure that preset
goals are achieved. Double-loop learning is to question the basic
principles on which an organization is based in order to ensure
the achievement of its goals. Deutero learning, however, as
"learning about the previous contexts for learning", concerns "the
understanding (conscious and unconscious) of behavior through
relationship" (Gregory Bateson, 1979). The proposition is that
'social elasticity' leads to contextual type of learning, i.e. deutero
or second order learning.

0 Productivity. If the energies of people can

be directed toward
more constructive courses, the organizational performance per
unit of effort can be improved. The benefit is also in the utilization of creative human potential. To conclude, the efforts to map
social elasticity essentially are to improve the use of evolutionary
potential.
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Managing People's Attitudes
Self-organizing, self-referencing social systems create conscious and
unconscious reference frameworks which determine the actions of the people (Weick, 1979). The development of a framework of reference - e.g. the
rules ofthe game and the 'strategies' - is not necessarily the main concern.
The very size of Tom Peter's book, Liberation Management (1992), for example, is an indication of the phenomenal supply of possible 'strategies'
and rules. The challenge, however, is first to find a amework of validanon. A framework of validation provides the logic which determines the
design of a reference framework. In other words, unless people know what
to look for, they will have difficulties finding the strategies that should determine their actions. This chapter focuses on the development of a framework of validation, essentially a meta-frame, which can be used to develop
the necessary organizational changes and rules.

Change Dimensions: The Social Platform
To construct a reasoning which would explain the development of a particular corporate situation, I chose not to compare the stable conditions in
various companies but to look for symmetries in companies when they
change. In other words, my search has concentrated on symmetries in corporate dynamics, not symmetries in corporate states. In two previous publi-
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cations (van der Erve, 1989 and 1986), based on changes in a variety of
companies, I identified five dimensions Of change which seemed to capture
the organizational strategies generated by companies. (In this book, I refer
to strategies as patterns of'change', i.e. actions, decisions and rules, which
influence directly or indirectly the freedoms of people.)

of accountability and power in organizations
0 Involvement of people in their day-to-day work

0

0

Structure

Focus Ofmanagement, whether strategic or operational

0

Alliances, either with external or internal partners
0 Sense ofidentio' with the corporate family

The above change dimensions have shown to be useful in consistently
classifying the change generated in many companies. As I shall explore
further on, they can be seen as reflections of manoeuvres which balance the
autonomy and interdependence of elements within intentional social structures. Each change dimension represents a dichotomy, a system of opposites: a dynamic ba/ance with clusters of opposite changes. The changes
which companies generate in each change dimension, therefore, may point
into two opposite directions. Although other change dimensions exist, they
are likely to be sub-sets.

Structure of accountability and power refers to stmteg es which determine the operational structure, for example, strategies concerning
centralization and decentralization of organizational structures, authorization structures, control system structures, and accountability
structures. Structures are the inevitable distributions of power within
a social structure. As the sociologist Etzioni (1988) observes, power
is "the set pattern of collective relationships, the structure of the collectivities". However, power also is: "the capacity to achieve specific
ends" (Gergen, 1992). Based on the groping relationship between
autonomy and interdependence, one could argue that the ongoing division of labor (Adam Smith, 1776) will cause a more even distribution of power both functionally and time-wise. (See also the chapter

The Dynamic Culture - The Division of Power.) Structure of accountability and power, as a change dimension, concerns strategies
which unfold in two clusters with opposite directions. Structure related strategies either encourage 'entrepreneurship' or provide 'con-

trol'. The extreme case of entrepreneurship oriented structures
causes, what Peter Drucker (1993) calls, "monomaniac" type of be-

havior. Companies where entrepreneurship oriented structures have
caused excessive behaviors, I referred to as 'hyperactive enterprises'.
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Excessive control oriented structures, I identified as 'rigid enterprises' (van der Erve, 1989). In the following section, The Condition Of
Attitude Change, these extremes will be explored in more detail.
Companies are constantly changing their structure of accountability
and power. Nestld, for example, has restructured to encourage entrepreneurship through the creation of seven 'strategic business units'.

As Nestld' s former marketing chief, Camillo Pagano, observes, "we
needed to find the right balance between dogma of the Vatican and
the energy of the periphery." Similar to Asea Brown Boveri, it has
created a two dimensional structure, where the businesses and the
regions share the power. As opposed to Exxon, "Shell has decentralized by granting some 260 principal operating units nearly complete
autonomy. Such decentralization and autonomy help managers to
blend in with their local communities and to respond swiftly to new
regulations, changing customer needs, and any crisis." In intentional
social structures, one is likely to find the pendulum swinging from
entrepreneurship to control or vice versa
Involvement ofpeople in their day-to-day work refers to strategies
which influence the attitudes of people in the operational environment of intentional social structures. As a change dimension, it is
related to the structure of accountability and power. Whereas the
structure of accountability and power is a condition which determines the dynamics of the whole, the involvement of people affects
the activities of individual elements - the people within an intentional social structure. Involvement related strategies can be clustered in two sets with opposite directions. One set encourages people
to develop and implement initiatives, the other represents the efforts
by management to get "the buy-in" of people, i.e. to get alignment
with management directives. Airlines, such as British Airways and
Swiss Air (Cascio, Kriek, Mercier, and Probst, 1992), develop mea-

sures to encourage employee initiatives. Neil Johnston, Hewlett
Packard's director of corporate education, on the other hand, observes, "in order to get anything done, you have got to get a large
.
number of people into a consensus. You have got to get buy-in.
People involvement strategies determine how organizations deal
with their people. For example, people could be asked to develop for
themselves the tasks they've got to perform. In the organizational
development discipline, for example, this is achieved by the 'high

performance work group' strategies. Alternatively, the necessary
tasks can be designed on behalf of people. Consequently, efforts are

required to get their buy-in.
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Focus Ofmanagement refers to strategies which encourage either the
strategic or operational responsibility of managers. In particular, the
Japanese industry excels in maintaining this balance not hindered by
the traditional Cartesian drive for (short-term) success. In his book,
Kaizen (1986), Masaaki Imai explores the essence of Japanese business success: the continuous improvement - both structurally and incrementally - of corporate processes. Masaaki Imai observes:

There is no internal system in Western management to reward efforts for improvement; instead, everyone's job performance is reviewed strictly on the basis of results.

The focus of managers should alternate between "process-oriented
criteria and result-oriented criteria". The strategic or operational focus of managers is determined by performance-measurement and
reward-systems, management development, and senior management
behavior.

Alliances, as a change dimension, refers to various kinds of internal
or external business partnerships, such as partnerships with customers and suppliers, acquisitions, mergers, and joint ventures. In general, the emphasis is especially on external alliances. Alliances
require an accurate assessment of the strengths and competencies involved. The idea is to get an optimal match with the competencies of
alliance partners, for example, by sharing markets, research and development, or risk. Companies go through periods in which they focus on external alliances followed by periods of consolidation, and
so on. In 1992, for example, Unilever was still ploughing a lot of effort into straightening out of U.S. businesses acquired in the 19805.
On the other hand, national telecommunication companies in several countries have fuelled their search for alliances to create economies of scale in anticipation of powerful competitors entering their
local markets. In general, the openness to external alliances strongly
depends on the attitudes of the corporate leader. Ken Olsen, the
founder and previous president of Digital, was proud to have grown
the business organically without major acquisitions or 'money from
the bank'. After his departure, one of his key officers observed, however, "we should have borrowed more money in this company; we
have missed opportunities being too conservative.' Unlike Ken 01sen, the Saatchi and Saatchi brothers have done just the opposite.
Sense Of identity with the corporate family, as a change dimension,

refers to strategies which lead to the pursuit of either individual
goals or corporate goals. Although the sense of identity plays a role
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at every level in the organization, the corporate face is determined
specifically by its leaders. Leaders look after the overall purpose of
the intentional social structure and, therefore, have a significant impact on its 'business architecture'. As the Economist observes in one
of its case studies, "for more than 30 years, Takami Takahashi ran
Mineba - the world's leading producer of miniature ball-bealings like an autocrat, unrestrained by the firm's other managers pursuing
sometimes bizarre moves. Under his leadership, Mineba first dominated and then grew beyond its niche market. It also committed
some startling blunders." The sense of identity determines how a
company manifests itself. Therefore, like 'alliances', it relates more
to the external perspective of a company. However, whereas the alliances dimension concerns conditions which determine the behavior
of the whole, the sense of identity is a condition affecting the activities of individual elements - the people - within an intentional social
structure. When Werner Bauer was hired to shake-up Nestld's corporate research and development laboratory in Switzerland, he faced
an environment where personal goals got priority over corporate
goals. "Everybody was busy publishing papers. They were trying to
compete with universities." In order to refocus people on the corporate interests, he created a hierarchy of research priorities linked to
the interests of the business, regrouped the laboratory into seven departments, appointed new department heads, and stressed the importance of good communications and human relationship.

The above change dimensions carve out a framework of rules and actions which determine the behavior of a social structure. Together, these
change dimensions form the social pla(form. (See the figure The Social
Plat»m.) On the vertical axis, the social platform embraces strategies from
an autonomy and interdependence perspective. After all, autonomy and interdependence influence the self-organizing characteristics of a social structure. Considering intentional social structures within social structures, these
characteristics might concern both the elements and the whole. Therefore,
the horizontal axis shows strategies from a target perspective, i.e. the elements and the whole. What we end up with is a two dimensional diagram

where four change dimensions - structure, involvement, alliances, and
identily - slot into the various quadrants. The fifth change dimension, ./bcus
of management, fits right in the middle. It concerns actions which determine the self-referencing behavior of an intentional social structure. Focus
of management, i.e. the strategic and operational focus of management,
equally influences autonomy, interdependence, the whole, and its elements.
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The Social Platform
Hegel's dialectic paradigm causes the strategies in each change dimension to unfold into two opposite directions. To reiterate Bateson's observation (1979), "evolution must always, Janus-like, face in two directions:
inward toward the developmental regularities and physiology of the living
creature and ouhvard toward the vagaries and demands of the environment." Each change dimension, therefore, has one cluster of strategies facing the direction of autonomy and one facing the direction of
interdependence. The alliances and structure change dimensions tend to focus on the whole, while those for identity and involvement iniluence the
e/ements of a social structure. Other change dimensions may be identified.
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However, based on the above social platform, they are likely to be sub-sets
or refinements.
The social platform shows the dynamics at one point in time. As 'social elasticity' causes strategies to change, so will the content of the social
platform change when moving along its third dimension of time. How one
can establish the strategies in a 'changing' social platform is the subject of
discussion in the following section, The ConditionfbrAttitude Change,

The Condition for Attitude Change
In 1992, I had the opportunity to visit the European logistics facilities of
Hewlett Packard in Germany; an extraordinarily hospitable gesture, considering the fact that I was an employee of Digital, their arch competitor. Not
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only did I have a chance to assess Hewlett Packard's state-of-the-art in 10gistics, but I was also allowed to ask my hosts how they would position
themselves (approximAtely) in relation to the five change dimensions. (See
the figure 77ie Social Pla(form as a Mirror.) The Hewlett Packard people
qualified their structure to be more entrepreneurial than control oriented.
People involvement was greater in the area of initiatives encouragement.
Management focus was right between strategic and operational focus. The
sense of identity was more focused on corporate goals. And the focus on alliances was somewhere in between external and internal alliances. My hosts
were not surprised by the overall picture. It seemed to relate to their perception of the company. These rough estimates became more meaningful a few
days later when I got a chance to talk to the staff of a European logistics facility in our company of approximately the same size as the one I'd visited
at Hewlett Packard. I asked my colleagues the same questions. The resulting picture conflicted with what many authors had written about our company in the past. Also, the perception of top management in our company
did not seem to match the realities I observed. For example, our company
still projected the notion of being entrepreneurial and open while, in fact
people believed it to be control oriented in its structure and closed from an
alliances point of view. Operational rather than strategic focus prevailed.
Unlike Hewlett Packard, the sense of identity at Digital was less concerned
with the goals of the company and the emphasis on alliances was more on
internal alliances.
My objective was not to 'steal' the ideas of Hewlett Packard, but to
hold up a 'mirror' to my management. Apparently, the reality had changed
but the perceptions of top management had remained the same. The social
platform functioned as a framework of validation and as a mirror at the
same time, quantifying the perceptions of people in the organization. In
P/anning as Learning (1988), Arie de Geus effectively summarizes my
findings:
For the purpose of learning, it is not the reality that matters but

the team's model of reality. which will change as members' understanding of their world improves.

In the above example, Hewlett Packard seemed to be in a different
stage of evolution than our company. Hewlett Packard, on the whole, had
an excellent performance, while our company struggled to maintain its

revenue and, in fact, took a significant loss. Our company, it seemed, was at
the end of a growth cycle and becoming more control oriented and inward
looking while Hewlett Packard was at the beginning of a growth cycle (or
right within it) becoming more entrepreneurial. Not surprisingly, the HPpeople clearly identified with their corporation's cause.
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Attitude Positioning Diagram for each Dimension of Change
As social elasticity foretells, companies inevitably swing between autonomy and interdependence within each change dimension of the social
platform, although not necessarily in harmony. The attitudes of people
should follow this motion. Hanging on to certain attitudes too long is counterproductive and causes their effectiveness to decrease. The effectiveness of
attitudes has been discussed in the chapter 71:e Engine of Evolution. The
orientation of attitudes swings from 'openness to risk' to 'consolidating'
and vice versa. A risk-taking attitude coincides with a drift toward more autonomy. (See the figure The Elements ofSocial Elasticity on page 119.) On
the other hand, a more conservative attitude goes together with interdependence. The swing in attitudes and their effectiveness can be depicted in a
simple diagram. (See the figure Attitude Positioning Diagram for each Dimension OfChange.) This diagram shows the attitude effectiveness maxima
(discussed in the chapter The Engine of Evolution - Where People Stand) as

two diagonals which run from the diagram's bottom left corner to its top
right corner. The path of changing attitudes unfolds (or supposes to unfold)
stepwise from growth stage to growth stage along this diagonal band. Attitudes should not finish in the top left or bottom right corners where the attitude effectiveness is low.
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The attitude positioning diagram should be used to plot the perceptions of people about the current inclinations in their organization. With regard to each change dimension, the question is where people believe their
organization is positioned. The position is determined by quantifying in
terms of high, medium, or low the organizational inclination on each axis.
The latter is similar to the process followed in the above example about HP
and Digital. When the positioning is close to or in the area of'low attitude
effectiveness', it is time to develop rules and actions which can change the
attitudes of the organization into the opposite direction. The positioning
task, therefore, is important because it determines whether corrective actions need to be undertaken. The distant boundaries for each dimension of
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change between which the organizational inclinations drift help in the positioning process as reference points. Based on the characteristics of each
change dimension, the notion of social elasticity, and my observations in
various companies, a sketch of these reference points has been worked out.
Each distant boundary has been given a name which characterizes its state;

for example, 'hyperactive enterprise', 'rigid enterprise', and so on. (See the
double column summaries 77,e Extremes as Re»rence Points on pages 134
and 135.) Once the organizational positioning has been established (using
the distant boundary descriptions), corrective actions can be defined. Because the resulting changes push the attitudes into the opposite direction,
they cause a certain tension in the organization. Bandura (1989) refers to
this tension as 'discrepancies' which need to be reduced. Others (Hampden
and Turner, 1990) talk about introducing 'creative tensions' or 'dilemmas'.
It is this framework of opposite changes which determines people's actions.
As I identified in the first chapter, Die Evolution Paradox, the 'dynamic balance' of opposites causes social structures to evolve between distant boundaries. These distant boundaries help create a notion about the
organizational positioning. The positioning diagram is a 'mirror', which
adds value by reflecting a sense of position, direction, and attitude effectiveness. The resulting change directions, together, function as a framework of
validation which guides managers in the choice of changes. The framework
ofvalidation opens the mind's eye. Effectively through the reticular activating system of the brain, the framework of validation makes managers purposefully sensitive to useful changes in other companies and creative in
developing new ones. Management's awareness of the organization's position is clearly the main condition for attitude change.

The Attitude Positioning Workshop
The attitude positioning diagrams, one for each change dimension, are imperative tools in an attitude positioning workshop. The two axes of a positioning diagram show the opposite directions in which the strategies of a
specific dimension of change unfold. (See the figure 77:e Attitude Positioning Game on page 138.) To ensure a complete review of the social platform,
the attitude positioning workshop should assess the attitude positioning diagrams for all five change dimensions.
A workshop 'moderator' should preferably guide a team of approximately five people. His task is to capture and then challenge the inputs of
the participants. The number of contributors should not be too great to en-
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sure sufficient interaction. To summarize, the objectives of an attitude posi-

tioning workshop are:
0 To determine the direction of change.

0 To establish the need for change.
e To define the necessary changes.

0 To get the attitudes in sync with evolution, eventually.
The Key Steps

The attitude positioning workshop includes six steps fbr each dimension Of
change, i.e. Alliances; Structure; Focus; Identity; Involvement.

1. Defining the task ahead. First participants discuss the positioning process, giving special attention to the labels in the positioning diagram
as they need to be clearly understood.

2. Recording of opinions. Each participant identifies where he/she believes the organization is positioned in the diagram of a particular
change dimension. In my experience, the sequence in which change
dimensions are reviewed is not relevant.

3. Establishing a positioning. The average positioning and the standard
deviations in the x and y directions are calculated. The standard (leviations indicate to what extent participants agree or disagree on each
axis.

4. Ident05'ing the change directions. Based on the average positioning,
participants agree on the necessary (opposite) change direction and
the need for corrective changes. The latter depends on whether the average positioning is close to the top left or bottom right corners (where
the attitude effectiveness is low).
5. Searching for symptoms. Next, participants identify symptoms in the
organization which cause the current organizational positioning.

6. Developing a plan. Only after specific symptoms have been identified
can rules and actions to bring about the necessary change in attitudes
be identified.
When using the above workshop approach, organizational issues come
to the surface constructively. The positioning diagrams help people to express a whole host of irritations and feelings in an objective manner. When
participants agree on directions of change, the symptoms related to each di-
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mension of change merely confirm those areas where changes are required.
A barrage of political, defensive, and offensive arguments is thus prevented.
In an effort to trace the inevitable process of evolution, the attitude
positioning workshop focuses on the construction of validation and reference frameworks, both of which determine people's (e.g. employees) actions. After the necessary changes have been effectuated, the positioning
diagrams may be used to check whether the perceptions have really
evolved. Obviously, if changes do not bring about the desired attitudes, they
need to be replaced or redesigned. This is a process of trial and error. The
consistent patterns of rules and actions which turn out to be effective are
eventually identified as 'strategies'.
Several groups within one company may develop their views using the
positioning diagrams. This is particularly useful when checking the homogeneity of opinions on the organization.

In general, when a framework of validation containing the change
directions has been established, the notion of appropriate changes inevitably emerges. The following, however, is a listing of some practical examples in each change dimension.
0 Structure-related
changes: centralization and decentralization of
authority, accountability, decision-making, sign-off, control systeInS.

0 Involvement-related changes. vertical job loading (Herzberg,
1968; see also the chapter Creating Breakthrough in Business),
high performance work groups, training programs, employeerelations programs.

• Focus-related changes: performance measurement systems, reward system adjustments, training programs, communication programs.

- Alliance-related changes: acquisitions, mergers, business
partnerships, competency assessment and development programs.
0 Identity-related changes: specific work
contracts, people development programs, development funds, business spin-offs.

In my experience, workshop participants quickly grasp the essence of
the positioning game when discussing the positioning diagram of a particular change dimension. Social elasticity essentially is common sense and, in
my view, that is what it should be. Its background and details, though, are
useful in creating a sense of urgency. The positioning diagrams encourage
double-loop learning; the structured approach of developing and assessing
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change measures facilitates "a process which, in essence, questions the limits that are placed on action" (Morgan, 1986).
Some managers believe there are more dimensions of change and they
are right! Although, the social platform undeniably substantiates the above
choice of the five change dimensions, I admit, the selection of words and
the level of abstractness are mine.

The Future Corporation
In Planning as Learning (1988), Arie de Geus observes, "ideas are more
important than numbers." Peter Drucker (1993) clearly thinks similarly in
that "perception is more important than analysis"; and managers should
"have that ability to smell opportunity and timing". In fact, the need to rely
on other means when managing corporate evolution is identified by many
management experts. On the whole, these views are a reaction to the Cartedan world where mainly 'numbers' provide credibility. However, numbers
also indicate an emerging need. Although the ongoing sophistication of
quantitative analyses further substantiates the importance of numbers, they
can only provide strategic hindsight. The unpredictable outcome of evolution prevents numbers from catching up with the evolving realities. Consequently, in a more complex environment in which the evolutionary
processes of social structures are inextricably intertwined, only the management of perceptions may cause organizations to develop the capability to
cope with the challenges of a 'fluid' reality.

Contours of the Future Corporation
The concept of social elasticity sheds light on the contours of the future corporation in two ways. First, it leads to conclusions about the management
process. Second, the social platform and its dialectic dimensions of change
lead to some unequivocal projections.

The Management Process
Sensitivity to perceptions. Perceptions (or Gestalts) are aggregations
of numerous influences in purposeful, self-organizing systems, such
as, the brain. In light of my earlier observation about the rhythm of
evolution, the definition of 'Gestalt' pointedly states: "Gestalt is a
perceived organized whole that is more than the sum of its parts,
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e.g a melody as distinct from its separate notes". Unlike numbers,
the perceptions of people cannot be denied. They have got to be taken seriously. Perceptions may reveal the state of a social structure
and its opportunities often long before they can be quantified. (See
chapter How the Past TeUs You about Tomorrow.) Perceptions may
help organizations become intelligible to the social surroundings
(Kenneth Gergen, 1992). Or, in the words of Stanley Davis (1987),
organizations should ideally become 'real-time organizations'. In
the future corporation, in order to improve the alertness of their organizations, managers will have to rely more on perceptions. The
emphasis will be on the identification and 'tuning' of perceptions.
Perceptions can be tuned, i.e. improved over time, by measuring
their accuracy. For example, perceptions about business opportunities, discussed in the next chapter, can be 'verified' by market research. As operationally closed, self-organizing systems, future
organizations will use self-referencing, or 'mirroring' techniques to
help identify and interpret perceptions. The social platform, as a
framework of validation (a set of change directions) and reference (a
set of social and business changes) is a mirroring instrument which
can be used to refine organizational perceptions. Validation and reference frameworks determine the actions of employees. They function as 'sieves' to the reticular activating system of the brain. The
latter "sifts information coming from the senses and transmits only
the significant information to the conscious mind".

Sensitivity to time. A fluid reality, as opposed to a snapshot of reality, distinguishes itself by its dimension of time. The perspective and
awareness of time is the foundation of deutero, second order, or contextual learning. Deutero learning is "to learn from previous contexts of learning" (Argyris and Schon, 1978) and goes beyond the
study of organizational states. It requires knowledge of 'the melody
rather than the notes'. Therefore, the understanding of social elasticity, as a whole, rather than the identification of the various phases of
evolution or growlh, is a condition for the understanding of the
evolution of a company. Consequently, studies about corporate management can no longer afford to propose changes without identifying
when they apply. In addition, they should indicate how these
changes relate to those in other phases of evolution. Effectively, strategic needs do not only vary from industry to industry but also from
time to time. Constant transition which also causes the constant
transition of needs, explains why Percy Barnevick of Asea Brown
Boveri concludes that organizational adjustments must take place
with "lightning speed". Also Eisenhardt (1990) reports the benefit of
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decision-making speed. In conclusion, through the social platform,
managers can determine the necessary changes based on the time
path of opposite change directions. The social platform provides the
historical context needed for deutero learning.
Sensitivity to dynamic balance situations. The management process
of the future corporation concerns the management of opposites.
Married to time, these opposites essentially represent an evolving
dynamic balance. A dynamic balance concerns a pendulum-like
movement between opposite situations within certain distant boundaries or extremes. The understanding of these extremes is needed to
maintain a sensible, and also flexible organizational perspective. We
should keep in mind, however, that extremes themselves also evolve.
The introduction of opposites creates certain tensions which bring
about a process of change. The latter, in turn, reduces these tensions.
In other words, discrepancy production is followed by discrepancy
reduction (Bandurg 1989). After the idea of the inevitable dynamic
balance has sufficiently permeated our society, traditional reluctance
to change may well turn into a sense of'auto-change'. Auto-change
is change driven by the elements of a self-organizing social structure. Auto-change concerns change driven from within social structures rather than from outside. It generates 'autopoiesis' of which
Varela (1984) speaks. Autopoiesis stands for se(Aproduction or the
capacity to self-produce delimitations. Auto-change requires a certain harmony of thinking and actions, or 'resonance', between the
employees in an organization. The proposition is that with sensitivity to perceptions, time, and dynamic balance situations, we will be
able to maintain 'resonance' in increasingly more complex organizations. The latter is the inevitable 'Complexity-Resonance Continuum'. (See also the chapter The Evolution Paradox.)

Change Dimension Projections
Structure - the dynamic enterprise. In the dynamic enterprise uie organizational structure is capable of changing focus from entrepreneurship to control, and vice versa whenever necessary. Adjustment
and change are perceived important to the fulfillment of the corporate purpose.

Involvement - optimal participation. In a situation of optimal participation, the contribution of the ideas of employees is in harmony
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with properly perceived, and well communicated management directives.

Focus - portfolio management. In a portfolio management situation,
managers are willing and capable of changing their focus from operational to strategic issues whenever that is required.
Identity - the corporate family. In a corpomle family, the individual
goals of its members are well-balanced with the overall goals of the
corporate entity.

Alliances - the opportunity sharing company. The Opportumty shing company has well defined core competencies. Compared to its
competitors, it is unique in its capabilities. Internal and external alliances support the continuation of its uniqueness.

All of the above projections require the fulfillment of two essential
conditions. First, intentional social structures or corporate entities should be
able to distinguish the necessary signals, both internally and externally. Second, they should be able adequately to act upon these through the development of new rules. Evolution Management with concepts such as social
elasticity and the social platform allow social structures to acquire these
'cognitive' capabilities.

Part Three

The Metasystem of Business
Differentiation

To know what a business is we have to start with its purpose. Its
purpose must lie outside the business itself In fact, it must lie in
society, since business enterprise is an organ of society. There is

only one valid definition of business purpose: 'to create a customer'.

Peter Drucker, 1977

Do not try to be Of economic use to society, but be of economic

use to your customers.

Tineke Bahlmann and Barbie Meesters, 1988

8 Creating Breakthrough in Business
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The Emerging Business Planning Paradigm
At the end of the mystic Middles Ages, the work of the Frenchman,
Rend Descartes (1596-1650), brought light into a world which had predominantly relied on the spiritual apprehension of truths beyond understanding. Descartes methodically doubled all accepted traditions and
evidence and instead introduced the 'mechanical' view of our world. His
approach 'to break a problem down into parts, accepting as true only clear,
distinct ideas that could not be doubted' had a considerable impact on human thinking and behavior. The theories of Descartes were an impulse to
the development of modern philosophy and mathematics. Not long before
Descartes died, the renowned British scientist, Isaac Newton (1642-1728)
was born. Newton laid the foundations of calculus and mechanics which
provided a thrust to the views of Descartes. The work of Descartes, Newton,
and their contemporaries led to inventions which, in principle, built on
their mental frameworks. Less than fifty years after Newton died, the Scot,
James Watt (1736-1819), improved the performance of the steam engine so
it could be used for industrial purposes. The steam engine designed by Watt
helped to ignite the 'industrial revolution'. Manual tasks were gradually
taken over by machines. The ongoing mechanization propelled productivity
improvements and coincided with the division of labor observed by Adam
Smith (1776). Companies became bigger and more complex and so did
markets.
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The need to control a growing number of tasks, i.e. to produce efficiently increasingly more complex products, fueled the development of new
methods, techniques, and functions. In the early twenties, concepts such as
'planning' and 'management' emerged in companies such as the Dupont
Company, General Motors, and the Unilever Companies (Drucker, 1977).
Essentially following the notions introduced by Descartes, the concepts of
planning and management were aimed at controlling the company as a
whole through the planning and control of its elements and tasks.
At the dawn of the Cartesian world view, however, long before the potential of this philosophical framework was realized through subsequent industrial and post-industrial eras, Charles Danvin (1809-1882) published his
findings on the evolution of species (see the chapter The Evolution Paradox). Through his theory of unpredictable or random mutations, Darwin reintroduced elements of uncertainty and, as a res« revived a Certain degree
of 'mysticism' about how our world develops, something which the views
of Descartes had successfully suppressed.
The objective of this chapter is to summarize how the notion of evolution causes a shift in the business planning paradigm. Without the pretension of being exhaustive, the history of business or strategic planning is
briefly examined in order to demarcate this paradigm shift.

The Traditional Business Planning Paradigm
In the late 196Os, inspired by the Project, Planning, and Budgeting system
developed by the U.S. Department of Defense, Texas Instruments (TI) developed and implemented the Objectives, Strategies, and Tactics System
(OST System). As Cheek (1977) observes, through the OST System "broad
pre-agreed affordable objectives and strategies could be readily translated
into a tactical operating budget". Years of perfection led to an extremely refined and highly automated system which kept track of long range planning
and the development of supporting operational plans. A feedback mechanism had been established which ensured that tactics were evaluated so
strategies could be adjusted if necessary. In Management- A Misunderstood
Societal Function (1984), Ulrich indicates how "the development of order
reduces the behavioral variety" in order to achieve "purposeful behavioral
modes". In the early eighties, TI's renowned OST System which by that
time controlled investments and innovation throughout the corporate structure showed signs of 'inelasticity: It seemed to prevent rather than facilitate organizational responsiveness. When its calculator business was
confronted with the growing competition of Japanese companies, such as
Casio, TI eventually faced years of restructuring.

Creating Breakthrough in Business 149

At the time the OST System emerged, Igor Ansoff published his book
Corporate Strategy (1965) which addresses the foundations of strategic
planning. Ansoff describes a process in which objectives and strategies are
periodically assessed. Although Ansoff recognizes non-economic and economic objectives, the emphasis in his work is on the quantitative assessment of corporate objectives especially through return on investment
calculations. The corporate planning life cycle has been addressed in numerous other publications. Most of these refer to processes which identify
the relevant influences from the environment, establishes the corporate vision, and then translates these into objectives, strategies, tactics, and
eventually operating plans. In depth knowledge, creativity, and good judgement are seen as important success factors (Tavel, 1975).
The terms objectives, strategies, and tactics emerged in multi-layer,
hierarchical, and task-oriented organizations. They were meant to communicate and effectuate the directions from top management. In essence, they
represent a Cartesian way of thinking; they break the company down into
manageable parts or tasks. As Ulrich (1984) observes:
Classical management theory divides management into a set Of
individual activities which are then sequentially, and in isolation,
further analyzed. One can also say that the matter involves the
establishment of a complete decision-making model or an aggregate of precise procedural instructions which need only be followed in order that the 'machine' will actually materialize.
The terms objectives, strategies, and tactics tend to create confusion
in two respects. First, what may be an 'objective' for one person, could be a
'tactic' for another who is at a higher level in the organization. In other
words, one's interpretation depends upon the organizational hierarchy. Second, when objectives are defined, what should they refer to? Customer related objectives, product related objectives, organizational objectives? And
which of these should be considered first? A survey of Booz, Allen & Hamilton confirms the confusion in companies about the strategic intent of
their management: "Only 4 percent of the questioned top managers think
that middle managers totally understand." Both of the above dilemmas,
however, can be solved by defining more specifically 'what' it is that we
mean by objectives and strategies.
Ansoff (1965) indicated that corporate objectives and strategies should
be the result of an assessment of customers, products, and technologies. A
bias for quantification and analysis, caused several companies to develop
analytical tools to plan product and business strategies. In the seventies, the
Boston Consulting Group designed a diagram to establish the appropriate
product strategies based on market share and market growth (Porter, 1980).
The McKinsey Company introduced a similar tool to select products and
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business units based on industry attractiveness and business strength. In the
mid eighties, Michael Porter (1985) introduced the value chain which helps
managers to focus on those corporate activities which add most value. The
culmination of a quantifying and 'reductive' approach may well be represented by the emergence of 'product abandonment' methods (Lambert
1985).

In conclusion, traditional Western management has been mechanistic
in orientation by an emphasis on tile achievement of specific objectives. In
this light, Gareth Morgan (1986) refers to William Ouchi who in Theorv Z
concludes:

Every American business school teaches its students to take global, fuzzy corporate goals and boil them down to measurable performance targets. Management by objective, program planning

and evaluation, and cost-benejlt analysis are among the basic
tools of control in modern American management.

Elements C
Tactics

Single-Loop Learning

) Whole
f-- Strategies *- Objectives

The Traditional Business Planning Paradigm
To summarize, the traditional business planning paradigm can be
characterized by the following dominant characteristics.
0 A bias for quantidication and certainty. Figures and facts are the
main, defendable indicators in strategy development; "clear, distinct ideas that cannot be doubted". Quantification and analysis
comesjirst.
0

Reductive; breaking the whole down into parts.Management tdes

0

to control the destiny of the 'whole' by manipulating its elements
as parts of a 'machine'. The urge is to reduce freedoms to improve predictability and controllability
Enabling tasks by 'organization '. The overarching concern for
the individual tasks to be performed (see also the chapter We: Die
Corporate Enti(y) and the need to 'organize', often hierarchically,
in efforts to seamlessly connect these tasks.

• Single-loop strategic planning. Feedback systems which are
mainly focused on the achievement of preset objectives. The
(re)establishment of objectives is not supported by a fundamental
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framework which determines the basic assumptions on which the
business should be based.
The Business Planning Paradigm Shift
The emerging trend in business and strategic planning is characterized by a
developing interest in the 'definition of the business'. In other words, those
matters which determine and drive the business, such as customers, products, and competencies. Bahlmann and Meesters (1988), for example, refer
to Abell who introduces a three-dimensional model with customer groups,
customer functions, and technologies. His idea to emphasize the needs of
customers and technologies as starting points for product definition was a
reaction to the predominant focus in the 1960s and 1970s on market share
without sufficiently questioning the essence of the business. However, triggered by the limits of traditional business planning methods and the observation that companies do not behave as predictable machines,
management experts and researchers also focused their attention on the behavioral dynamics of organizations. Corporate management began to accept
the notion of a company as a 'social structure' after publications, such as In

Search of Excellence (Peters and Waterman, 1982) and Organizational
Culture and Leadership (Schein, 1985), identified how social or cultural
factors contribute to corporate success.
Part two ofthis book describes how a strategic sense develops. For example, researchers, such as Weick (1979) and Bandura (1988) explained
how actions depend on mental frameworks and that these mental frameworks do not necessarily match the formal strategic blueprint of a company.
Strategies, although often interpreted as formal rules to run a business by,
tend to represent patterns of consistent decisions and actions which have
somehow showed to sustain success. Strategies could represent the projections of order which in principle are created in the observer's mind (Malik,
1984; Bahlmann and Meesters, 1988). Therefore, although aiming to guide
future behavior, strategies are often based on hindsight. If they are not the
result of hindsight, strategies are likely to refer to decisions and rules which
are subject to change in a process of trial and error. Observations, such as
the random interplay of events, the learning capability of social structures,
and their ability to evolve while maintaining a certain identity, stimulated
the convergence of interests and findings of researchers in many disci-

plines. Through the work of scholars, such as von Hayek, von Foerster, Ulrich, Malik, Morgan, Probst, and Varela, a transdisciplinary momentum in
the research of social systems has been created which focuses on selforganizing behavior. The inevitable characteristics of self-organizing systerns (see the chapter If/e. The Corporate Entity) cause a 'groping relationship' between the drive for autonomy and the need for interdependence (see
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the chapter 77:e Dynamic Culture). Consequently, an essential quality ofthe
'definition of the business' must be that it enables the integrated development of autonomy and interdependence in an intentional social structure.
Through autonomy and interdependence, the business and social aspects of
companies are indivisibly connected. (The connection between social and
business aspects is discussed in more detail in the chapter Witat the Past
Tells You about Tomorrow.) Based on the above, the state-of-the-art on the
'definition of the business' should reflect the work of those management
experts whose contributions shift the focus of business planning toward the
development of autonomy and those who focus on the establishment of interdependencies.
Autonomy
.4
Double-Loop Learning

It

Paradigm Shift

Elements C

Paradigm

> Whde

Shift

Double-Loop Learning

V

Interdependence

The Business Planning Paradigm Shift
Researchers, such as Abell, Drucker, Doz, Hamel, Prahalad, Stalk,
Evans, and Shulman, have ingeniously addressed the 'definition of the
business'. Often based on case studies, they have provided theories, concepts, and methods for the identification and development of target customers, products, competencies, capabilities, and skills. (Note: Competencies,
capabilities. and skills are those corporate qualities which are perceived to
have the potential of generating short- and long-term success.) The process
for the identification and development of these 'business elements' results
in decisions which determine the role of an intentional social structure with
regard to its social and business surrounds, for example, by defining its re-

liance on suppliers and business partners. Their theories, and methods,
therefore, shift the focus of business planning to the development of autono-
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my. Others, such as Hammer, Zuboff, and Na(Her concentrate on the
(re)definition of its processes, information architectures, and organizational
structures (Byrne, 1992). Spurred by the rapid developments in information
technology, they propose new ways of improving processes and interdependencies within companies and between companies. In principle, they shift
the focus of business planning to those elements which establish interdependencies within and without a business.
The above views on business development question in detail the key
assumptions on which a business is based. According to Argyris and Schon
(1978), this is a condition for double-loop learning. However, companies
as self-organizing social structures evolve. Merely identifying and resolving
fundamental issues is not enough. The idea is "to learn about previous contexts for learning" or, in Bateson's words (1979), to achieve "deutero learning". In The Fifth Dimension (1990), Peter Senge launches a campaign to
instill the notion of continuous learning. In an great number of examples,
he demonstrates numerous applications of the "circle of causality". But
more is needed. Because we are dealing with evolution, a perpetual process
is needed which enables us to consciously differentiate. Differentiation, i.e.
the development of new mutations, is key in the evolution of any species,
biological and organizational. The Larmarckian transmission of learning
and traditions via written and unwritten rules suggests that conscious and
unconscious notions of previous contexts are preconditions for the spontaneous and deliberate development of new variants (von Hayek, 1988). In
Organisation et Management (1992), Probst and others, summarize three
basic conditions for the evolution of an intentional social structure: selforganization, constructivism, and organizational learning.

To conclude, the paradigm in business planning is changing. The following transitions characterize this impactful shift:

0 From quantification and certainty to dgerentiation and uncer-

min(y. Evolution as a process of mutation, selection, and diffusion
produces differentiating traits and species. As evolution is unpredictable so is the selection of mutations. Business planning must
cope with an increasingly more complex business environment in
which the rate of mutations increase. Success cannot be guaranteed by analysis but only by nurturing a sensitivity for uniqueness.

"Planning survival in a cognitive, analytical way can be dangerous" (Bahlmann and Meesters, 1988).

• From reductive to constructive, i.e. from breaking the whole
down into parts to "getting the whole into the parts" (Morgan,
1986). Business planning becomes a holistic approach which is
capable of fostering intentional social structures within intention-
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al social structures. Rather than reduce the whole into elements
for the sake of control, business planning focuses on the construction of business within business and on balancing autonomy and
interdependence.
0

From 'organization' to enable tasks to 'self-organization' to en-

ab/e creation. The research of Bahlmann and Meesters (1988) indicates that "those enterprises who put all their energy in the
conditions for development develop most". The shift is toward the
encouragement of self-organization in organizations.

0 From fragmentary single-loop learning to continuous doubleloop learning. The fragmentary adjustment of strategies and objectives is replaced by the continuous development of business
contexts which determine autonomy and interdependence.

In light of the above, part three of this book proposes:
0 A business architecture which covers both the dimensions of autonomy and interdependence.
0 A structured approach to guide the process of differentiation.
• A workshop flow focused on the continuous development of the
business purpose, i.e. the context ofbusiness.

• A description of the connection between the business and social
dimension.

Following the Thinking of Entrepreneurs
The Pacific Institute is a small consultancy firm in the heart of London run
by David Tate. It has clients in industry and government both in the United
Kingdom and on the continent. One of its niche products is a three day program on video tape, Investment in ErceUence. The program shows Lou
Tice, a compelling speaker from the United States, whose aim it is to help
employees, the unemployed, teachers, students, managers, politicians, prisoners, and many others develop a more conscious purpose for themselves.
This 'purpose' should evolve to become an unconscious framework of reference which should determine their actions. Years ago when David Tate
started the business with this program as his main product, one of his first
decisions was to attract the help of a marketing firm. The resulting study
turned out to be costly and did not make the business take off. In a second
attempt, David decided to team up with another consultancy firm hoping to
develop a revenue generating alliance. The other firm gratefully used one of
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the tapes as part of its own consultancy curriculum but it didn't show sincere interest to sell the entire program. Finally, in a successful attempt, David approached existing and potential clients and managed to convince
some of them teachers, retired managers, and people from various industries - to join him in selling the program. Each of them focused on the customer segment they knew best: that of their previous employer.
The path which David Tate followed to start his business is that of an
-

entrepreneur. Generally, entrepreneurs begin by defining what it is that
they 'want'. Then they 'do'. If what they do doesn't work out, entrepreneurs consider the options and then again decide what they want. From every experience they learn either what not to do or what alternative path to
follow. This process continues until success is achieved. In essence, entrepreneurs 'do what they want' but in a focused and relentless manner. They
are like the retired Colonel Sanders who built Kentucky Fried Chicken after
visiting more than a thousand restaurant owners - his potential franchising
clients - with nothing else but a fried-chicken recipe. The efforts of entrepreneurs are driven by their perceptions, i.e. by what they want numbers
make no business. The logic in the actions of entrepreneurs or, rather, the
way they construct their perceptions to create a business, goes farther than
'doing what they want'. Succesiul entrepreneurs excel in constructing
business perceptions until they catch on to reality. One distinguishes true
entrepreneurs by the quality of their 'business creation syntax'. A syntax is
the arrangement of words which creates meaning.

A business creation syntax is the arrangement of perceptions
which creates business.

The next session proposes a business creation syntax which essentially
follows the thinking of entrepreneurs. Its contours became visible during a
business development meeting in 1985 with the management team of Digital's European distribution and repair center which I facilitated. The idea
was to understand the customers first and then to work our way backwards
identifying the necessary business elements. The success with which it was
received and the apparent need it seemed to fulfill inspired me to spent the
following seven years on its perfection. The results, described in part three
of this book, reflect the culmination of learning in numerous workshops
with managers of business and government organizations.

Syntax and Architecture
The proposed business creation syntax contains three important steps which
enable managers and their teams to (re)construct a business: the business
purpose, the business process, and the business means. (See the figure Business Syntax and Architecture.) Constructing a business is like building a
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house. One starts at the foundation before building the walls. The roof, in
general, comes last. Considering this metaphor, the business purpose unquestionably represents the foundation; it is the reason for existence and everything else is built on it. To materialize the business purpose, the business
process and means are needed. The business process represents the walls of
the house, part under ground and part above. That which is above ground is
thanks to the Japanese indu5tIy. The multiplication of errors made in individual process steps showed the importance of total, integrated process
management. Concepts, such as Kaizen's, the latter stands for continuous,
and incremental process improvement (Imai, 1986), have put the business
process in the limelight. Finally, the business means represent the roof of
the house. Metaphorically speaking, the means give shelter to the process
and purpose of the business. At every level in this 'architecture' a competitive advantage can be obtained through differentiation, i.e. by making one
or more of its elements unique.
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Business Syntax and Architecture

One of the most common characteristics shared in existing companies
is that people have forgotten what it is that they are in business for. Managers, and authors of business articles as well, often get bogged down by organizational means and processes. Currently, the talk of the town is about
virtual corporations, federations, and business process redesign. In other
words, what is most visible - the roof and part of the walls of the business
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architecture - is what attracts attention. It is a fact of life that business initiatives often cause employees concern about the organizational structure as
they feel it affects their basic freedoms. But as Nicolas Hayek, the man behind the 'Swatch', puts it: "organizational structure is the most inhuman
thing ever invented. It goes against our nature as people". According to the
business architecture the last thing successful entrepreneurs think of when
following the business creation syntax is: organization. If they can do without it and earn money lying on the beach, so to speak, they will probably do
so. Their worries are first and foremost with their customers and products.
Only then comes the need for competencies, capabilities, skills, the process,
and the means. The business architecture is the framework of reference
which should determine the priorities when (re)creating business. In the
chapter What the Past TeUs You about Tomorrow is explained how the development of the business architecture is influenced by the predominant attitudes in an organization.
The Business Purpose

The evidence which indicates that the customer is the starting point of the
business creation syntax is overwhelming. Gerard Langeler (1992), for example, confirms this most vividly in his report on how Mentor Graphics
was started:

We had nothing to market, sell, or engineer. As we visited with
potential customers, we described the characteristics and capa-

bilities of our tentative product and then listened intently and
took notes furiously as they explained all the things the product
really needed to do. We were creating a product or, rather, the
notion of a product, since our engineers still had to figure out if
anyone could build it - based on the customer needs.

And as Peter Drucker (1977)

so

rightly observes:

There is only one valid dejinition of business purpose: 'to create
a customer'.

The choice of customers will be influenced by existing products, new
products, and the availability of certain competencies. But, in the end, the
prerequisite of any business is that the desired customers influence the final
choice of products and their characteristics. Bahlmann and Meesters (1988)
refer to Abell who proposes to develop a notion of the business through customer functions and groups. This is elaborated in the following chapter An
Evolutionary Business Planning Model where a structured approach for the
process of'differentiation' is discussed. Knowing which customers to sell to
often leads to new product and service-product ideas. For example, with re-
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The Business Purpose
spect to the U.S. in the early nineties, it would be practically impossible to
qualify all its citizens as target customers approximately 250 million peo-

ple. The decision to focus on people above a certain age who get a pension
would bring the market down to manageable proportions and open our eyes
to their needs. People above a certain age who receive a pension not only
have plenty of leisure time and money to spend, they also share the need for
special diets, housing, clothing, vacation arrangements, literature, and so
forth. Therefore, to understand customers, our means of developing segmentations need to be improved.
Once the products and service-products have been defined and quantified, in relation to the perceived clusters of target customers, one is in a
position to judge which competencies, capabilities, and skills are required
to market, sell, manufacture, deliver, and service them. (See the figure The
Business Purpose.) The question, still unanswered, is how the required
competencies, capabilities, and skills should be obtained. Some of them
may be worth investing in, while others are better obtained through alliance
partners. Then there are those which are best bought outside from suppliers.
The important decision to obtain competencies, capabilities, and skills by
investment, alliances, or suppliers is discussed in the chapter

(Re)Constructing Business - Beat Competition through Competencies. The
evolutionary aspects of the 'product-competency' relationship have been
elaborated in the chapter The Engine of Evolution. The business purpose is
not necessarily limited to a corporate environment only. As I indicated in
the chapter We: the Corporate Enti(y, a somewhat broader definition of
products (government services) and customers (civilians) makes the same
notions apply to governmental organizations.
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In summary, the business purpose concerns the essence of business,
i.e. the reason for its existence, what propels it and its ultimate output:

0 Customers;
0 Products and service-products;

I Competencies, capabilities, and skills.
The Business Process

The business purpose effectively determines the end-points (the customers),
the starting and intermediate points (e.g. suppliers, internal competencies,
alliance partners), and the business vehicles (the products, for example,
product packages, final assemblies, sub-assemblies, components, and raw
material). The very next step is to identify the business process. In effect,
the business process determines how the business runs.
The typical dynamics of a business are visible in the flow of its products, its ultimate output. The product flow, in turn, is made possible by its
added value framework which contains the business activities. The added
value framework is a network of elements, from suppliers to customers,
each of which adds value to one or more (intermediate) products. It is ruled
by logistic criteria. For example, critical flow characteristics are important
but so are the connections between value adding capacities, e.g. the connections between suppliers and alliance partners (the supply chain). The added
value framework expands Michael Porter's value chain (1985) which main-
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ly focuses on the financial value added and not so much on the logistic aspects. (See the figure The Business Process.)

Note: In electronics, for example, the products are represented
by electrons and the value adding entities by integrated circuits.
The advancements in technology make it possible for integrated
circuits to contain more functionality which in turn allows for the
centralization of certain tasks and the decentralization of others.

Similarly, the advances in information technology and logistics
systems influence the design of the added value framework in
business.

Based on the added value framework, a measurement strategies or
rules can be developed. Measurement strategies identify the minimum

amount of measurement points needed in the added value framework to ensure its appropriate functioning. To establish measurement points, one must
also identify the data elements to be measured. The measurement strategy,
therefore, distinguishes not only the measurement points, but the data elements as well.
Finally, having defined the added value framework and measurement
strategy, the design of the required information flow follows suit. Measurement points produce data flows which turn into information flows when intelligently merged. The information needed, for example, to stabilize or
promote the growth of a business, drives the design of the information flow.
The criteria for the design of the information flow are obtained, in principle, by tile development of the business purpose. The quantification of customers, products, and competencies provide the standards of success against
which the business process should be measured.
To summarize, the business process concern the business elements
which describe and determine the dynamics ofthe business:

0 Added Value framework;

• Measurement strategy;
0 Information flow.
The Business Means
Whereas the business purpose and the business process deal with the construction of business perceptions, the 'business means' match these perceptions with realities. (See the figure 77;e Business Means on the next page.)
To materialize a business, one greatly depends on the quality of business
perceptions. Thus, the quality of business means can in no way compensate
for inferior business perceptions.
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Based on the added value and information flow networks, the choice
of systems is a logical one. Systems are any kind of systems (e.g. information technology systems, logistics systems) which are capable of economically handling all or part of the added value and information flows. The
progress in technology, specifically the progress in information technology,
significantly influences the development of business means. As observed
earlier, the reason firms should now re-engineer their businesses is the rapid advances in computers, and their plummeting price. Subsequently, whatever cannot be done economically by systems needs to be done by people. In
a sense, the left-overs and the tasks to manipulate the systems themselves
result in the definition of the human tasks.
Finally, in order to ensure the smooth fulfillment of these tasks, an operating structure or organization is designed. In this light, the operating
structure or organization has one main purpose: that is to synergize the human tasks in support of the process and purpose of the business.
To summarize, the business means concern tangible realities that materialize the business:

• Systems;
0 Tasks;
0 Organization.
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Overarching Organizational Dimensions
Back in 1968, in One More Time: How Do You Motivate Employees?,
Herzberg convincingly illustrates how 'vertical job loading' improves the
personal contribution of employees as well as their performance. The idea
is to give employees more responsibility rather than less, for example, "by
giving a person a complete natural unit of work (module, division, area,
and so on), by removing some external controls, by making periodic reports
directly available to the workers themselves, and by enabling individuals to
become experts". Essentially, these measures develop the self-organizing
characteristics of an individual or team in return for operational independence. Intentional social structures are based on the same principles: selforganization and a certain degree of operational closure. Relative to intentional social structures, vertical job loading means making people responsible for the purpose, process, and means of a business or business segment.
Consequently, through the deliberate creation of intentional social structures which look after their purpose, process, and means, one may expect to
achieve the favorable effects of vertical job loading.
Both in business and staff areas can the intentional social structure or
corporate entity concept be used. Bell Atlantic, one of the seven U.S. regional telecommunications holding companies, for example, revolutionized
staff support by creating small profit centers within its staff groups, called
client service groups. Each client service group justifies its own existence
by 'selling' services to internal clients. By creating these intentional social
structures, Bell Atlantic was able "to convert a bureaucratic roadblock into
an entrepreneurial force" and, at the same time, eliminate duplicate staff
(Kanter, 1991).
Intentional Social Structures within Intentional Social Structures

Virtually every element in the business architecture (e.g. customers, products, processes, tasks) invites to be used as an organizational design principle. The constant pressure within companies to excel in each element of the
business architecture causes them to shift the orientation of their organizations, sometimes frantically, from tasks to process, from process to products, from products to customers, and from customers back to tasks. The
ultimate sign of existence of any intentional social structure, however, is in
the products it transfers to its customers. Although customers justify the existence of self-organizing, operationally closed business entities, in the end,
they are not part of it (Drucker, 1977).(See also the following section Varying Operational Closure: A Dynamic Balance Mechanism.) The essence of
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Overarching Organizational Dimensions
intentional social structures is in their 'output' and 'substance'. In other
words, relative to the surrounding environment, output and substance are
the distinguishing factors of the business as a whole. The internal functioning of intentional social structures, therefore, evolves in two overarching
organizational dimensions:
• The external output dimension: the product cluster units.
0 The internal substance dimension: the competency, capability and
skill units.
The product cluster unit. The product cluster unit is the ultimate organizational dimension. As an external output dimension, it is the
only justified base for the measurement of external profit and loss.
For a product cluster to evolve, it is needs to be supported by a complete system of processes and means which ranges from suppliers to
customers. The management of a product cluster unit, therefore,
must be responsible for the total system of supporting processes and

means (sales, marketing, manufacturing, etc.). In this way, Herzberg's principle of vertical job loading is inevitably fulfilled. A business may be subdivided in various core product cluster units each
with its own purpose, process, and means. Each product cluster unit
concerns an intentional social structure and likely consists of other
product cluster units. A product cluster unit emerges as a mutation,
is somehow selected, develops, and eventually disintegrates at the
end of its life cycle. The entire business, itself a product cluster unit,

164 Evolution Management

essentially represents a more or less coherent network of evolving
product cluster units. Through the business syntax, the relations
with surrounding intentional social structures are specified, e.g.
through the definition of customers, alliances, and suppliers.

Die competency, capability, and skill unit. It is in the interest of the
business to improve and maintain the uniqueness of competencies,
capabilities, and skills especially when they are shared by various
product clusters. By the creation of competency, capability, and skill
specific units, a business hopes to develop and maintain competitive
uniqueness, i.e. uniqueness for which there is a certain demand.
Competency, capability, or skill specific units basically represent internal product cluster units - for example: sales, marketing, logistics,
manufacturing, and development which deliver to core product
cluster units rather than to external customers. They are comparable
to outside suppliers who in essence contribute competencies, capabilities, and skills through the products they deliver. As in the example of Bell Atlantic, competency, capability, and skill specific units
should function as internal profit and loss centers which provide
products and services to one or more product cluster units. In this
light, Edward Demings stresses: "all people in supporting systems
must think of themselves as within the overall system from which
they cannot isolate themselves". The survival of competency, capability, and skill specific units should depend on internal demand rather than on their supply - and their ability to generate uniqueness.
-

However, the design of the overall corporate framework should be
based on the core product cluster units of the business. Van Dijck (1986)
confirms how companies show a more alert behavior in the development
and use of business opportunities when organized in product clusters or
business units.

Varying Operational Closure: A Dynamic Balance Mechanism
The current trend is to improve the bond with customers and, also, suppliers. The symbiosis with customers and suppliers should result in an improved understanding of their true needs. On the one hand, the objective is
to sustain and increase revenues. On the other hand, from a logistics viewpoint companies benefit through improved elliciencies when they behave
as integral part of the 'supply chain'. This notion, however, could clash
with the product cluster unit stance and with the need to maintain a certain
operational closure, i.e. to preserve the necessary self-organizing traits.

Creating Breakthrough in Business 165

The two overarching organizational dimensions, however, provide
companies with the possibility to vary their closure by focusing the link
with outside partners on one of the two organizational dimensions. Based
on the stage of the symbiosis, e.g. business development or delivery, companies may open up in one dimension and maintain a certain closure in the
other. As the symbiosis progresses, openness and closure is achieved in a
spiraling manner through product cluster units and competency cluster
units. This results in a dynamic matrix in which the balance to a certain extent shifts between product cluster units and competency cluster units. The
above parallels the concept of time-based power sharing introduced in the
chapter The Dynamic Culture - The Culture System.
Asea Brown Boveri (1991) is an outstanding example of a company
which has been organized in product and competency dimensions. In ABB,
a global focus on product clusters has been combined with the local dimension of supporting competencies, capabilities, and skills.

Achieving Dgferentiation
"

One should never play the game according to the rules the leader has
set" (Michel Roberts, 1992). Pepsi Cola, for example, decided not to fight
its arch rival, Coca Cola, by imitating its bottle design. Instead, Pepsi
created its own uniqueness. Based on a study of its customers, "it changed
the rules of the competition and launched new, larger, and more varied
packages" (Sculley, 1987). Creating uniqueness is an elementary necessity
in evolution and business, simply because uniqueness means survival. The
need is for di rentiating factors which result in unique customer segments, unique products, and unique competencies. In that light, however,
Gary Hamel and C.K. Prahalad (1991) conclude in an inspiring article on

corporate imagination:

Market research and segmentation analyses are unlikely to reveal such opportunities. Deep insight into the needs, lifestyles,
and aspirations of today's and tomorrow's customers will.
In theory, the creative potential in companies is enormous. Managers
and management teams share years of experience. True business knowledge, however, is often stored as perceptions and. therefore, difficult to
quantify. When it comes to the surfaces, it does so in the form of judgements, opinions and voiced perceptions. Unless it is combined with other,
specific information, business knowledge in itself does not lead to new inSights. In the development of the business architecture, the challenge is to
make the knowledge of business people 'active' by using it to create break-
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through insights. In this light, the idea is to develop 'kaleidoscopes' rather
than filters to pick out successful business initiatives. Filters, generally, do
not help managers in generating uniqueness; they function as relatively
static checklists for the selection of business ideas. Kaleidoscopes, however,
contain 'mirrors' which provide many different reflections of one and the
same, dynamic pattern of objects. In other words, kaleidoscopes generate
new insights.
Traditional View

1

1

Quantlflcation

Strategic Planning

Differentiation

1

Evolution View

The objective in this chapter is to develop kaleidoscopic devices which
can be used to renect expertise and create new perspectives. Kaleidoscopic
devices are learning instruments which use the self-referential characteristics of social systems to their advantage. They create awareness of new opportunities through the clever reflection of multiple business perceptions. In
that capacity, they are useful devices in processes, such as the business
planning process, which rely on knowledge engineering.
In Search Of Uniqueness

The aim in business is to identify and maintain uniqueness; but not just
bare uniqueness. The search is for uniqueness for which there is a certain
demand. For example, if a product is very unique but not able to generate
enough demand, one may either decide to disregard the product or develop
an action plan which would increase the demand for it. The same applies to
customers. For example, due to a lack of buying power, certain unique customers may not generate much demand. In that case, these unique customers do not necessarily represent an ideal target group. Also, unique
competencies, capabilities, and skills which are not in demand are not attractive until the need for them is demonstrated. Therefore, the uniqueness
that we are looking for is one for which a demand already exists or can be
created.

Uniqueness (of customers, products, and competencies) says some-

thing about their supply. In other words, the degree of product of uniqueness depends on whether there are similar products around. Thus, the
supply of a rather unique product is low. On the other hand, when a product
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is not very unique, the supply of similar products must be high. In principle, therefore, uniqueness is the inverse of supply.
The business purpose essentially consists of evolving supply-demand
or uniqueness-demand relationships, such as those concerning customers,
products, competencies, capabilities and skills. In The Wealth of Nations
(1776), Adam Smith is the first to identify the dynamic relationship between supply and demand and characterizes it as the 'invisible hand'. The
latter essentially concerns a dynamic balance between supply and demand.
Our economies consist of many evolving situations in which the supply of
something goes together with a certain demand for it, irrespective whether
one or the other is the result of natural forces (the self-organizing mechanism of the invisible hand) or artificial forces (e. g. government involvement). Because the emphasis is on finding uniqueness, uniqueness rather
than supply is what will be referred to from here on.
A simple diagram which displays combinations of uniqueness and demand generating factors for a multitude of customer choices, product
choices, and competency choices (referred to as objects) may be used to
identify new, and hopefully breakthrough uniqueness-demand combina-
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lions. (See the figure Evolving Uniqueness-Demand Relationship.) As the
uniqueness-demand situations evolve, not only the degree of uniqueness
and demand may change but also the factors that generate uniqueness and
demand. These changes are caused by technological developments, market
dynamics, emerging competitors, and the choices that managers (and their
teams) make. Companies may define new uniqueness and demand factors
for customers, products, and competencies. In addition, they may decide to
undertake actions to change the degree of uniqueness or demand.
Uniqueness factors are those matters which characterize customers,
products, competencies, capabilities, and skills. Uniqueness factors are:

• Customer related, e. g. their needs,

state, and behaviors.

0

Product related, e. g. functionality, quality, and price.
• Competency, capability, and skill related, e.g. their availability
on the market, speed-enabling factors, cost reduction factors, and
quality improving factors.

Demand factors are matters which represent or create demand. Demand factors are:
0 Customer

related, e.g. buying power and population size.

• Product related, e. g. market size and perceived added value.
•

Competency, capability, or skill related, e.g. the expected sales of

the product for which the competency, capability, or skill is required.
Factor Search and Development

When developing the business purpose, we search is for new uniqueness
and demand factors, and new combinations of factors. Each combination
may represent a competitive customer, product, and competency niche.
As mentioned earlier, in the 19705, The Boston Consultancy Group
defined a business positioning diagram with 'market growth' as an uniqueness factor and 'market share' as demand factor. The McKinsey Company
introduced a similar diagram based on 'business strength' as an uniqueness
factor and 'industry attractiveness' as a demand factor. For many years,
these diagrams have successfully been used for the 'positioning' and planning of business units; mainly as part of quantitative analyses (Lambert,
1985). They have provided perspective to business planning. But, at the
same time, they may have reduced the potential of companies to distinguish
themselves from competitors simply because companies have been relying
on broadly the same uniqueness and demand factors. The Japanese introduced yet another view with the less quantification-oriented Kano-diagram.
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The Uniqueness-Demand Kaleidoscope
The Kano-diagram is used to plan the evolution of products and identifies
'customer delight' O.e. the level to which a product delights a customer) as
a product uniqueness factor and 'perceived added value' (the product's degree Of indispensabiho) as a product demand factor. However, there are
many other, more refined, and business-specific uniqueness and demand
factors which are locked into the minds of employees and managers with
many years of experience. The combinations of these are likely to create
new business niches. In summary, the following alternatives provide managers with the ability to distinguish their business from current and future
competition:
0 The choice of customers, products, and competencies.

of uniqueness factors.
• The choice and invention of demand factors.
0 The development of the degree of uniqueness and the degree of
0

The choice and invention

demand (see the Note below).

Note:

Although the aim is to find customers, products, and competencies
with the highest uniqueness and demand (see the 'best of both' area
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in the figure The Uniqueness-Demand Kaleidoscope), one may decide to focus on certain clusters elsewhere in the diagram and develop their demand and/or uniqueness. e. g. through investment.
Cross-DijJerentiation
A specific combination of uniqueness and demand factors for customers
may result in the identification of new product and service ideas through
'cross-differentiation'. For example, by selecting customers above a certain
age (a uniqueness factor) who also receive a pension (a demand factor), one
establishes a 'customer niche'. The customers in this niche, or cluster, do
not only have time and money to spend but because of their age, they also

share the need for special diets, housing, clothing, and so on. In this way,
the development of new customer clusters may drive the development of
new products and services. In addition, because these customers are sentient
to certain advertising and sales channels, the choice of customers also dictates the need for special competencies, capabilities, and skills. Bahlmann
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Cross-Differentiation
and Meesters (1988) refer to Abell who arrived at a similar reasoning:
"Customer functions describe customer needs, or what is being satisfied.
"
Technologies describe the way, or how customer needs are satisfied.
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Similar cases of'cross-differentiation', however, may emerge between
all elements of the business purpose, i.e. between customers, products, and
competencies. (See the figure Cross-Dgerentiation.)

A Keen Knowledge Engineering Tool
One can use the uniqueness-demand diagram as a perception driven kaleidoscope to find distinguishing clusters or niches of customers, products,
and competencies which might give a business a competitive advantage.
The uniqueness-demand diagram brings the various choices together. Like
a structured mirror, it reflects clusters of customers, products, and competencies. Based on a combination of choices, these clusters provide new insights about the market place and the business. Each choice is an element
of knowledge representing the accumulated experience of employees, managers, and entrepreneurs. The diagram adds value by bringing these choices
together so that unique, new clusters can be distinguished. It essentially is a
knowledge engineering tool. Because various uniqueness and demand factors may have to be matched before a satisfying combination of customers,
products, or competencies is found, the use of a computer system is essential.

The consequences of certain cluster choices are elaborated in the next
chapter. Not only customer and product decisions but also investment, alliance, and location decisions rely on the logic of the uniqueness-demand

diagram.

9 (Re)Constructing Business

The Social Platform

/

Engine
of Evolution

0-0-E>

The Whole

Workshop '
Business Architecture

A workshop to establish the business purpose.

Workshop Rationale and Setting
The traditional business planning paradigm still causes our gaze to wonder
off to those elements of the business architecture which are easiest to quantify, manipulate and control, such as the business process and business
means. This chapter, however, specifically explores the development of the
business purpose. It focuses on strategic 'guesswork' and on the 'why' and
'what' of business.

Background

The comprehensive workshop process described here is a response to the
need of managers to get a grasp of the basic assumptions which determine
the performance of their organizations. The original idea emerged during a
business development meeting a little less than a decade ago. By now, the
process represents an accumulation of transdisciplinary knowledge on how
the development of the business purpose can best be performed. Being strategic and still practical has been one of the key underlying objectives. Indeed, many methods and processes are available but most of these reflect
the typical specialization of their creators. The marketing discipline, to
name just one source, has produced tools which qualify as superb in the domains they cover. Most of the time, however, methods are developed from
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the designer's point of view and require quantification and analysis. Only a
few emerged from the frustrations of managers who try to pierce the future

of their companies. The workshop process in this chapter represents a personal account of the steps I follow as a facilitator. The entire exercise builds
on the business planning paradigm shift identified in the previous chapter:

0 It provides the key to survival: di#erentiation.
0 It builds on perceptions and improves them.
0 It questions the why ofbusiness decisions.
is meant for intentional social structures, not just companies.

0

It

-

It utilizes the self-referential behavior of a workshop team.

0 It encourages self-organizing behavior.

0 It aims to resolve strategic matters in a practical manner.
0 It is supported by a comprehensive computer system.
0 It is embraced by a theory on the evolution

of social structures.

0 It represents a constructive knowledge engineering process.

and

Based on feedback from workshops in Digital Equipment Corporation
FIT Telecom, the Dutch, privatized telecommunications concern, I

have prepared an assessment of the perceived workshop benefits which is
included at the end of this chapter (Re)Constructing the Business.

Workshop Objective
The objective of the business purpose workshop process is to facilitate the
description of a viable, and differentiating business initiative. The business
purpose workshop should either bring together the findings of various detailed studies on marketing opportunities and business challenges, or deliver a perceptual framework of the desired business which can be used to
direct the activities of supporting organizations, such as marketing.

Participants
Generally, the workshop is run with a multi-disciplinary team of approximately five business people and a workshop facilitator.

Keynotes for Facilitators

Facilitators play an important role in the business (re)construction process.
As outsiders, their task is to stimulate the flow of ideas. A facilitator should
also function as a mirror by putting the ideas and inputs of workshop par-
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ticipants into a different perspective. In this light, it is extremely important
immediately to record what workshop participants discuss. Only after the
information is captured and visible to the workshop participants can facilitators expect the right to check, validate, and question inputs.
Instant feedback is important to keep the discussion going in a meaningful way. Considering the amount of information which is generated and
evaluated, facilitators can fulfil their role best when supported by a computer system. The latter should be projected on a large screen so it is visible to
all workshop participants. Through its processing speed, a computer system
allows workshop participants to scan many alternatives. For example, several choices of uniqueness and demand factors should be tested to identify
the best combination for further development. In Planning as Learning
Uniqueness
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(1988), Arie de Geus concludes, "computers can serve as transitional Objects in which to store the common models that get built".
After a workshop has been completed, the facilitator should make sure
that the workshop team agrees by when the verification and refinement of
workshop results should be finished and which supporting organizations,
e.g. marketing, need to be involved.
Workshop Process Flow
The workshop process for the development of the business purpose (see the
figure The Business Purpose Workshop Process on page 175), in principle,
starts with the definition of the surrounding factors, i.e. the common vision
of the participants and an assessment of the environmental influences. The
actual business purpose is then developed in detail, starting with the customers, followed by an assessment of products and competencies. Although
competencies and product ideas can be recorded in any sequence, it advised
to follow the steps starting with the customers (see also the chapter Break-

through in Business - The Emerging Business Planning Paradigm). During
and after the workshop, the steps may need to be reiterated until a satisfactory match of customers, products, and competencies is established. Initially, the entire process takes approximately three days to complete.
Subsequently, the detailing and verification of assumptions and perceptions
may take much longer. On the whole, the business purpose workshop process can be qualified as a knowledge engineering process.

Identifying the Surrounding Factors
In the first two steps of the business creation syntax, the surrounding factors are defined. The idea is first to determine a common view, a preliminary vision, about what the business should become and then to see how
external and internal factors could dictate the design of the business. By
definition, vision is a surrounding factor. It represents the views of outside
observers. An observer who is part of a social system cannot view the whole
(Malik, 1984). The vision needs to be identified before defining the environmental design criteria, in principle, because it opens up the mind to certain facets of the social surroundings.
Step 1 - Sketching a preliminary vision of the business.
The task is to brainstorm answers to the three basic questions below.

(See also the chapter The Evolution Clockwork - The Vision Architecture.) In order to encourage an outward-looking perspective, that
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is, to compensate for the fact that teams tend to behave as selforganizing, operationally closed systems, these questions need to be
answered first from a customer's point of view. The answers should
be reviewed again after the entire business purpose design has been
completed. It is not unusual to find that they need to be adjusted to
reflect the newly found realities. The main objective of this step is to
get agreement among the workshop members on what the business
should look like.
a. What are the desired achievements or results of the business?
(From a customer's viewpoint: what would your customer want
your business to achieve?) Examples are: typical products and
service-products to be sold, specific customers desired, notions
about revenue and profit targets, market positioning, etc.

b. What do you want this business to be and what are its distinguishing core competencies7 (From a customer's viewpoint: what
would your customer want your business to be?) For example, if
one desires to be a 'carpenter', one needs a hammer and the skills
to handle it. On the other hand, if one desires to be a 'electrician',
one needs soldering equipment and a different set of skills. This
question provides an opportunity to define the nature of the new
business.

c. What freedoms do you wish to have and create in the business?
(From a customer's viewpoint: what freedoms would your customer want you to have?) This should reflect the manner of doing
business, the management style, or, in other words, the unfreedoms.

Step 2 - Assessing the environmental influences.
The task here is to exchange and record external, and internal influences, i.e. those that might affect the business. The idea is not just
to get a notion of the key influences, but also to assess how these influences could restrain or open up the choice of products and competencies. The objective of this step is to identify the basic design
criteria for the desired products and future competencies. In identifying the product and competency design criteria, the workshop members effectively start with the creation of their own »mework Of

validation.

a. What external, and internal influences are of importance to the
future business, Preferably, one should identify influences from a
broad spectrum of categories, such as those related to influences,
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technology, regulation, market, geography, resources, information

b. How does each injluence ajJect the choice Ofcustomers and products? The manner in which an influence affects the choice of customers and products essentially renders a design criterion. Several
influences may iniluence the choice of customers and products in
one and the same way and lead to the definition of one and the
same design criterion. Therefore, when assessing how an influence may affect the choice of customers and products, workshop
members are asked to choose from previously identified design
criteria, if possible. The idea is to distill only the key design criteria. Eventually, one will obtain a list of design criteria and the
number of their occurrences. The number of occurrences indicates
the number of external, or internal influences that lead to one and
the same design criterion. The higher the number of occurrences,
the more important a design criterion is.
c. How does each influence ajJect the choice of competencies? This
question is similar to the question under item b. but now the focus
is on how external, and internal influences affect the choice com-

petencies.

The outcome of step 2 consists of the following:

0 A list of prioritized design criteria for customers and products.
0 A list of prioritized design criteria for competencies.

0 A list of external, and internal influences by influence category
(e.g. technology, market, regulation, government, geography).

Business Purpose

Infuences

Design Criteria

Ile,

II'

Vision
The Surrounding Factors
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Be Close to Your Customers, Be Close to Your Products
As a result of Pentagon cutbacks in 1993, many U.S. companies in the defense industry had to shift their focus to the commercial world. Finding
niches is what kept them in business. In order to find work for the considerable reservoir of highly qualified resources, many companies were forced to
assess how they could use their competencies for commercial applications.
The idea was to translate defense oriented products into commercial products. The latter required a precise understanding of customer needs. At
Hughes Aircraft's Missile Systems, for example, they identified that
"Hughes's missile-targeting technology could also decipher sloppy handwriting, a task the U.S. Postal Service and Internal Revenue Service needed
done". Therefore, although competencies eventually provide the competitive edge, it is the understanding of the customer-product connection that
really unlocks their potential. The customer is always the starting point.
The growing industrial capability of providing what customers want
even more requires companies to know their customers before they make
the customer-product connection. As Philip Kotter (1989) observes, "today's computer technologies and automation capabilities within factories
now allow us to bring out affordable, individualized version of products every consumer's dream". Larry Farrel, author of Searching for the Spirit
ofEnterprise, sees the "customer-product vision" as a fundamental precept
of the enterprise. "Successful entrepreneurs must have an integrated view
that combines customers and products instead of relegating them to independent disciplines - marketing and production - as management sciences
does."

The Customers We Want

One of the most critical steps in the development process of the business
purpose is the identification of the desired customers. In my experience, the
definition of customers and products often takes time. Although customers,
in the end, justify the business, one wonders why business people sometimes know so little about their customers. I discovered, for example, that
warehouse people, with whom I ran this workshop, know more about their
internal customers than product managers know about their external customers. I would have guessed it to be the other way around. The conclusion
can only be that the physical distance between customers and business people is a decisive factor. If customers are not involved somehow, organizations, as self-organizing, operationally closed social systems, will distance
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themselves from the customer. Therefore, managers and their teams should
be close to their customers, in principle, as close as they are to their prodUcts.

Then, who should contribute to the development of the business purpose? Is it only a multi-disciplinary team of business people or should customers also be included (suggested by several people in the workshops I
facilitated)? Although customers are not part of the self-organizing system
which forms the business, their contribution to the identification of the
'products' is essential. The trend in concurrent engineering, i.e. to involve
customers, specialists, and suppliers in tile design of new products confirms
this notion. Gerard Langeler's report (1992) on the start-up of Mentor
Graphics is another inspiring example of how customers can be involved in
the design of products. The following steps address the first and foremost
challenge of entrepreneurs and entrepreneurial managers: the customers of
the desired business.
Step 3 - Brainstorming the wanted customers.
The question is simple, the answer is not necessarily so. The identification of the desired customers requires a complicated thinking
process. The simple adjective 'wanted' means that the 'minds' of
workshop participants first have to identify the customers and then
find the criteria which help distinguish those that are wanted. The
final choice of wanted customers is based on perceptions that reflect
the accumulated experience of business people but also the lack of it.
The 'real' customers, that is those that actually use the products, are
not necessarily those that buy the product. For example, in the personal computer or telephone business, the customers are not always
the companies that place the order (first order customers) but their
employees (second order customers). In general, one should aim for
those customers who depend most on the product, that is, the users
of the product. It is important to select customers that belong to the
same domain of customers. For example, one should not mix professionals (people) with companies. Mixing customers from different
domains will create problems when trying to cluster customers in
step 7. The customers experienced business people choose are the
best bet for a new business not in the last place because they believe
in them.

After years of exhausting various strategies, Citibank decided to

build its business in Japan from scratch. Citibank jlgured that
only by dijIerentiation they could become successful. In

1985,

Japanese banks had not yet begun to segment their market by
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types of customers. Since their marketing specialists were not
trained to dijferentiate their client base, neither were they inclined to dgerentiate their product and service ojIerings. Citibank successfully used this opportunity and focused on the
following clusters of customers. professionals and entrepreneurs,
managerial class company executives, women, and expatriates.

(Kenneth Grossberg, 1984)

Step 4 - Establishing customer uniqueness factors.
This step again relies on the expert perceptions of the workshop
team about the characteristics of the wanted customers. In other
words, it is essential to identify the attributes which determine the
uniqueness of the wanted customers, such as their needs, condition,
and behaviors. Wanted customers may share the uniqueness factors
to a different degree. This is further explored in step 6. The outcome
of this step consists of a few uniqueness factors that characterize all
the wanted customers to a greater or lesser extent.

The uniqueness factors that Citibank identijied for its target cus-

tomers were. lack of patience (willingness to wait in a queue),
overseas living/working experience (customers who have become
accustomed

to

'comparison

shopping'),

yield

sensitivity

and

banking by phone.

Step 5 - Establishing customer demand factors.
The task in this step is to identify those characteristics that create or
represent potential demand, such as buying power and population
size. Sometimes, an explicit customer uniqueness may turn into a
demand factor. Diabetes, for example, is not only an (unfortunate)
uniquenes, but it also determines the demand. Again, wanted customers may the same demand factors to a different degree. We shall
explore this more closely in step 6. The outcome of this step consists
of a few demand factors that characterize all the wanted customers
to a greater or lesser extent.
The demand factors that Citibank identified for its target customers were. availability of substantial liquid assets and upper-level
salary.
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Step 6 - Dejining the degree ofuniqueness and demand.
Here, the workshop team members need to identify the differences
between the various wanted customers in relation to each uniqueness
and demand factor. The idea is to identify, for each wanted customer, i.e. in comparison to tile other wanted customers, in how far the
uniqueness and demand factors apply on a rating scale from zero to
one hundred percent. In general, this evaluation is not perceived to
be difficult. Although they may be weak in estimating absolute values, people do well in relative judgements. On the other hand, the
work involved is laborious; all uniqueness and demand factors need
to be evaluated for each and every wanted customer. With the help
of a computer system, however, this task can be fun to do.

Step 7 - Searching for dijIerentiated clusters of customers.
This is a harvest step. Based on the previous inputs of the workshop
team members, new insights can be created through the kaleido-
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scope diagram. (See the figure, Identibing Clusters of Wanted Customers.) The kaleidoscope diagram functions as a mirror. It shows
which customers share a similar degree of uniqueness and demand
for a certain combination of uniqueness and demand factors. The
most differentiated customers are those in the top right corner of the
diagram marked: 'invest in niche'. In Japan, Citibank chose the customers in the top right corner; those with a high uniqueness and demand factor rating. Because the uniqueness of these customers is so
high, one often needs to make an investment first - i.e. satisfy the
specific needs of the unique customers - before the demand can be
realized. An uniqueness factor generally hints which products or
service-products would generate the demand. Citibank, for example,
emphasized higher yielding deposit products and the greater convenience of phone banking service based on the uniqueness factors of
the selected customers (Grossberg, 1989). Customers that end up in
the bottom left corner of the diagram can either be ignored or, if one
can rely on a truly lean and mean organization, one may decide to
compete in this area through price and functionality. Industries in
newly industrialized countries (NICs), such as South Korea, Taiwan,
and Malaysia (and soon also Cambodia and Vietnam) entered tile
market that way. To conclude, competing in the areas marked, 'ignore or compete' and 'share with others', generally means competing on price and functionality.
The search for differentiated clusters of wanted customers requires
the workshop team members to plot the wanted customers for many
combinations of uniqueness and demand factors - something that is
virtually impossible to do without a computer system. In my experience, workshop team members very quickly notice when one and the
same cluster of wanted customers has similar degrees of uniqueness
and demand in common for several combinations of uniqueness and
demand factors. The process of reviewing combinations, substantially improves the insight in the market. It is not unusual to find more
than three dimensions of uniqueness and demand factors which are
shared to a similar degree by one and the same cluster of wanted
customers. In fact, a more dimensional view is developed. However,
trying to plot more than two dimensions at the same time - as some
people suggested confuses rather than enlightens people.
-

Step 8 - Detailing the selected clusters ofwanted customers.
This is the last step of the process in which the target customers are
selected. The idea is to summarize and describe the findings so that
other organizations, such as marketing and sales, can confirm and

184 Evolution Management

use them. In particular, it is important to specify the critical needs of
the selected customers.

The above search for differentiated customer clusters and the steps

which lead to it give workshop members a integral sense of how their
knowledge comes together into a winning market perception. Only when
step 7 is reached do the workshop team members realize how the various
elements of their knowledge create new insights. As a side benefit, workshop team members start to look more consciously for uniqueness and demand factors when trying to improve the competitive advantage of their
business.

By now, the surrounding factors, i.e. the soil in which the business
purpose will be built, have been defined as well as the target clusters of customers. The identification and selection of customers will likely have
created a strong sense of what products and services they may need.
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The Products We Want.

The search for products is remarkably similar to the search for customers.
Any previsions of products of which the contrast may have sharpened
through the selection of wanted customers will be substantiated in the fol-

lowing steps.
Step 9 - Brainstorming the wanted products.
Products, the material and immaterial things which intentional social structures decide to give to their customers in return for a certain compensation, are in the minds of most people. Brainstorming
the wanted products, even more so after the identification of the customers, seems to fulfil a natural urge. Again, the challenge is not to
mix products that belong to different domains. The idea is to keep
the logic pure. One may have first order products, i.e. those that are
used by the anticipated customers, but also second order products,
i.e. those that are used by the customers of customers, and so forth.

Step 10 -Establishing product uniqueness factors.
This step relies on the expert perceptions about the characteristics of
the wanted products. Product uniqueness factors should be strongly
influenced by and, in some cases, even be similar to the uniqueness
factors of the selected clusters of wanted customers. After all, the
products should fulfil their needs. Typical uniqueness factors of
products are: functionality, quality, and price. They are always relative. For example, the supply of similar products (by competitors)
makes wanted products less unique. Therefore, wanted products are
likely to share the uniqueness factors to a different degree. The outcome of this step consists of a few uniqueness factors that characterize all the wanted products to a greater or lesser extent.

Step 11- Establishing product demandfactors.
The characteristics which create or represent potential demand, such
as market size and perceived added value, are identified in this step.
Product demand factors may be dependent on the demand factors of
the selected clusters of wanted customers, those that are likely to buy
the products. Wanted products are likely to share tile demand factors
to a different degree. This is further explored in step 12. The outcome of this step consists of a few demand factors that characterize
all the wanted products to a greater or lesser extent.
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Step 12- Dejining the degree ofuniqueness and demand.
This workshop step is similar to step 6. The idea is to identify for
each wanted product, i.e. in comparison to the other wanted products, in how far the uniqueness and demand factors apply, for exampie, ona rating scale from zero to one hundred percent. Although
the task in itself is not difficult, the work involved is laborious; all
uniqueness and demand factors need to be evaluated for each and
every wanted product. With the help of a computer system, however,
this task too can be fun to do.
Step 13 - Searching for dijIerentiated clusters of Products.
Like step 7, this is a harvest step. Based on the previous inputs of
workshop team members, new insights can be created using the kaleidoscope diagram. (See the figure, Identi&ing Clusters Of If/anted
Products.) The kaleidoscope diagram functions as a mirror. It shows
which products share a similar degree of uniqueness and demand for
a certain combination of uniqueness and demand factors. The search
for differentiated clusters of wanted products requires the workshop
team members to plot the wanted products for many combinations of
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uniqueness and demand factors. Something which is virtually impossible to do without a computer system. Workshop team members
quite rapidly notice when one and the same cluster of wanted products has similar degrees of uniqueness and demand in common for
several combinations of uniqueness and demand factors. The process
of testing combinations, substantially improves the insight in the
market. It is not unusual to find more than three dimensions of
uniqueness and demand factors which are shared to a similar degree
by one and the same cluster of wanted products.
The most differentiated products are those in the top right corner of
the diagram marked: 'invest in niche'. Because the uniqueness of
these products is so high, one often needs to make an investment
first, e.g. through development, marketing and communications, before demand can be realized. For existing products which end up in
the bottom left corner of the diagram, one should consider divestment. However, if one can rely on a truly lean and mean organization, one may decide to compete in this area through price and
functionality. To conclude, competing in the areas marked 'divest
or compete' and 'share with others' (i.e. with competitors), generally means competing on price and functionality.

Step 14 - Detailing the selected clusters ofwanted products.
This is the last step of the process in which the target product clusters are selected. The idea is to summarize and describe the findings
so that other organizations, such as marketing and sales, can verify
and use them. It is important to specify in detail what the competitive advantages and the critical success factors of each product cluster are. The competitive advantages can be derived from the
outcomes of the previous steps. The critical success factors are those
matters which materially or immaterially, product or process wise
cause success. It requires that certain standards of success or goals
are set, such as, product development speed, the capability to prevent
any stock-outs or delivery within a certain time frame. For each selected cluster of (wanted) products one should also define the target
clusters of wanted customers. It is here where the connection between products and customers is specified.

With the identification of the products, the customer-product connection can be completed. Each selected cluster of wanted products is defined
using a framework of validation which itself is created during the workshop. The framework of validation consists of uniqueness and demand factors, the uniqueness and demand ratings for each product idea, and the
kaleidoscope diagram which puts these perceptions into perspective. It is
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business specific and often based on years of expertise combined. Whether
the outcome makes sense, is risky, or contains various stakes in the ground
should be confirmed by expert departments, such as marketing and sales.
Another feasibility check takes place when the necessary competencies, capabilities, and skills are determined. For example, when product clusters
require competencies, capabilities, and skills which differ significantly from
the existing competencies of the business, it may not be realistic to pursue
them. Finally, each product cluster is a business entity with specific uniqueness and demand characteristics. Because of that, product clusters are comparable to but much more specific than business units. In principle, the
management of product clusters is more direct and down-to-earth.
The next step will be to define for each cluster of wanted products
what competencies, capabilities, and skills are required and then to assess
how they should be obtained.

Beat Competition Through Competencies
In this section, the selection of competencies, capabilities, and skills will
get the focus. The particular challenge, here, is to be innovative in the
choice of competencies, capabilities, and skills which should be obtained
through investment and alliances. As Gary Hamel and C.K. Prahalad remind us repeatedly, the choice of competencies, capabilities, and skills together with "the imagination to envision markets" does not only clear the
job today but also gives companies the "competitive space" to succeed longterm.

Deciding about Competencies, Capabilities, and Skills.
The uniqueness and demand characteristics of the selected customer and
product clusters will also determine or influence those of required competency clusters. (See the figure Business Purpose Workshop Flow on page
175.) The required competencies, capabilities, and skills are defined by
product cluster and so are investments and alliances. In principle, product
clusters need to be viable on their own. The classification of competencies
in step 16 is most important. In this step, the desired uniqueness of competencies, capabilities, and skills is decided. Sometimes, their uniqueness is
not apparent. Not just logic and creativity but also the will to compete will
then be pivotal. Finally, an assessment is made of how synergies between
product clusters benefit the whole concern. Competencies used across vanous product clusters may well contribute to the core competencies of a company. In Honda, for example, the car, motorcycle, lawn mower, and
generator businesses all rely on Honda's core competencies in the areas of
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engines and power trains (Hamel and Prahalad, 1990). Stalk, Evans, and
Shulman (1992) disagree. They, believe that Honda's success can also be
explained by its focus on capabihties, such as "dealer management" and
"product realization". Hamel and Prahalad (1992) respond: whether they be
competencies or capabilities, in essence, both are "complex bundles of
skills". The above confirms that we are dealing with perceptions, in this
case, with perceptions of competencies, capabilities, and skills and the com-

petitive space they may create. In principle, competencies, capabilities, and
skills are those corporate qualities which are perceived to have the potential of generating short- and long-term success. The dynamic relationship
between products and competencies is discussed in detail in the chapter The
Engine ofEvolution - The Product-Competency Story.

Step 15- Creating and maintaining a competency data base.
In this workshop step, the participants brainstorm the competencies,
capabilities, and skills which may or may not be needed for the previously defined product clusters. Initially, I expected people to limit
themselves to the most important competencies, capabilities, and
skills. In practice, however, I found that workshop participants
searched the corners of their minds for all those needed to do the

business with. In a simple data base, competency ideas are filed by
category. For example, the category 'sales', would contain the most
important sales-related competencies, capabilities, and skills. One
should also evaluate the potential contribution of each competency,
capability, and skill to the improvement of, for example, speed, cost
and quality - the ultimate measures of success. This evaluation is input to the next step when a judgement is made about uniqueness factors. The competencies, capabilities, and skills already existing in a
company should be flagged. This is of use when the balance is made
up between in the future needed and existing competencies in a transition plan. Because new competencies, capabilities, and skills
emerge and existing ones evolve, the competencies, capabilities, and
skills data base needs to be updated regularly.
Step 16 - Identibing uniqueness and demandfactors.
The first task is to assign to each product cluster the competencies,
capabilities, and skills that are required, for example, to develop,
market, sell, manufacture, deliver, invoice, and service the products.
The data base prepared in step 15 should provide the choices. Subsequently, the uniqueness and demand factors need to be identified for
each competency, capability, and skill. Because competencies, capabilities, and skills concern the execution of the business, their
uniqueness and demand factors should determine:
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• The way competencies, capabilities, and skills are obtained - e.g.
through investment, alliances, or suppliers.
• Where competencies, capabilities, and skills should ideally be 10cated - e.g. centralized, close to customers, or situation specific.
Uniqueness and demand factors related to investment, alliances,
and buy-outside decisions. The uniqueness factors of product
clusters (e.g functionality, price, and availability) but also those
of the selected customers clusters (e.g. their needs, product delivery expectations) not only determine the need for specific competencies and capabilities, e.g. logistics, but also their uniqueness
factors. For example, if delivery speed is key to the commercial
success of a product, a logistics capability is required of which the
uniqueness factors meet that specific requirement. Therefore, in
order to assess the uniqueness factor of a competency, capability,
or skill, one needs to identify first what customer and product
uniqueness factors it has to live up to.

In Wai-Mart, the starting point was a relentless focus on satisfying customer needs. Wai-Mart's goals were simple to define but

hard to execute: to provide customers access to quality goods. to

make these goods available when and where customers want
them, to develop a cost structure that enables competitive pricing.

(Static, Evans, and Shulman, 1992)

The demand factor related to investment alliances, and buy outside decisions is determined by the demand for the product cluster
(i.e. revenue potential) for which the competency, capability, or
skill is needed. Basically, if the revenue potential of a product
cluster is high then the demand for the competency, capability, or
skill required for that product cluster is high as well.

Uniqueness and de,nand factors related to location decisions.
With regard to the location of competencies, capabilities, and
skills, businesses are drawn between the needs of their customers
and the way the location supports the uniqueness of their product
clusters. The economies of scale, i.e. the benefit of cost avoidance
when competencies, capabilities, and skills are located in one operational center, influence one of the ultimate product uniqueness
factors: price. Technological progress may considerably change
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the economies of scale. Whereas in the past the development of
photographs was centralized and took days to complete, nowadays
it is decentralized. Most shopping centers provide this service
within an hour. The development of cheaper film processing
equipment has significantly changed the related economies of
scale. Parallel to the development of photographs, it is not unthinkable that the design and manufacturing of complicated, customer specific integrated circuits will at one day be decentralized
to locations close to the customer.

With a tightly coordinated network of plants in high-cost end
markets and low-cost manufacturing centers, multinationals can
achieve new economies of scale and cut cost by eliminating redundant processes.

McGrawth and Hoole, 1992
The demand factor related to location decisions is represented by
the need of customes to have certain competencies, capabilities,
and skills close to their premises, for example, for leadtime or accessibility reasons.

Philips is strengthening market positions in key countries by
building up competencies closer to the customer.
Wallstreet Journal Europe, June 18-19, 1993

Step 17 - Putting a stake in the ground: investments, alliances, and
suppliers.
After selecting the competencies, capabilities, and skills for each
product cluster, the task is to judge their degrees of uniqueness and
demand. The degree of demand can easily be defined; it depends on
the revenue potential of the product cluster concerned. Therefore, it
is the same for all the competencies, capabilities, and skills needed
for a particular product cluster.
Judging the uniqueness of each competency, capability and skill,
however, needs acumen and insight. Based on the evaluation in the
previous step, one should develop a notion on which uniqueness factor effectively determines the uniqueness of a competency, capability, or skill. For example, the uniqueness factor of a 'logistics'
capability may be its potential to realize a certain delivery speed.
Uniqueness essentially depends on the availability (the supply) on
the market of a competency, capability, or skill which meets that
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goal. In other words, if several suppliers and competitors are capable
of meeting the delivery speed, the uniqueness is low. If there aren't
any, the uniqueness is high. The decision about uniqueness is crucial
and determines the success ofa company on the long run. It requires
workshop teams to fully understand their choice of critical success
factors, i.e. the standards of success and goals for each product cluster. The latter should have been defined in step 14. Sometimes, the
uniqueness of a competency, capability, or skill is not apparent. But,
here, workshop teams also have an opportunity to decide for the creation of uniqueness. An example of how uniqueness can be created
is provided in the next example.

Both Wai-Mart and Kmart need significant logistics capabilities
to supply their network of stores. The question that the manage-

ment teams of both Wai-Mart and Kmart have dealt with is. 'how
unique is logistics?'. Logistics concerns trucks and warehouses

which in themselves are not unique. Kmart followed the book and

evaluated its competitive advantage at each stage of the value
chain. Conventional ROI calculations eventually caused it to
move out of trucking - after all, a subcontracted fleet was cheap-

er. As opposed to Kmart, Wai-Mart, driven by its relentless focus

on satisfying customer needs, decided to make logistis unique
even if it wasn't on first sight. To speed up the transport of goods

to its stores it decided to use 'cross-docking'. In this system. in
stead of spending valuable time in the warehouse, goods just
cross from one loading dock to another in 48 hours or less. To
make cross-docking work Wai-Mart had to make considerable
strategic investments. It built its own satellite-communication
system, a network with 19 distribution centers, and a fleet of

nearly 2000 company owned trucks. By creating a unique logistics capability it reduced it cost of sales by 2% to 3%. As a result,
customers get a better price. In addition, due the more frequent
replenishment of store shelves, they are facing less stock-outs.

(Stalk, Evans, and Shulman, 1992)

The answer to the simple question on the uniqueness of a competency, capability, or skill makes all the difference. The quality of this
decision depends on the vigor with which the vision is pursued.
However, one should keep in mind that the vigor and the final
choice also depend on the evolutionary stage of a company and the
related complex of attitudes. (See the next chapter How the Past

Tells You about Tomorrow - The Socioeconomic Connection.) To
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conclude, the following perceptions play an important role when deciding how to obtain competencies, capabilities and skills:
0 Uniqueness; a measure of the availability of a competency, capability, or skill on the market.

0 Demand; a measure of the need for a compentency, capability, or
skill; e. g. the revenue potential of the product cluster for which it
is used.

By means of the kaleidoscope diagram, one can determine how the
various ratings for uniqueness and demand unfold. (See the figure
Obtaining Competencies, Capabilities, and Skills.)
Investment decisions. When the uniqueness of a competency, capability, or skill is high and the demand for it too, one should
consider investment. A high uniqueness foreshadows the development of a potential competitive advantage. In addition, a high demand makes a return on investment probable.
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Competencies, Capabilities, Skills through Alliances
Buy-outside decisions. When the uniqueness of a competency, capability, or skill is low and the demand for it is too, one should
consider to obtain it through suppliers. A low uniqueness makes
the development of competitive advantage unlikely because other
suppliers and competitors apparently have similar competencies,
capabilities, or skills. In addition, a low demand significantly reduces the chance of getting a return on investment.

Alliance decisions. When it doesn't make sense to obtain a competency, capability, or skill through investment or suppliers, one
should consider alliances. The following are three typical alliance
decisions: risk-sharing alliance, development alliance, marketsharing alliance. Although there are many more 'shades of gray',
these three alliance decisions cover the broad spectrum of alliance
alternatives. The idea (See the above figure Competencies, Capa-

bilities, and Skills through Alliances.)
a.

Risk-sharing alliance. Risk-sharing alliances grow out of traditional supplier-buyer relationships. When the demand for common, externally obtained competencies, capabilities, and skills
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increases, one should consider to change the supplier-buyer
relationship into an alliance. Buying a competency, capability,
or skill in greater quantities means that the buyer becomes
more dependent on the supplier. In turn, the supplier also becomes more dependent on the buyer. Thus, intensifying the
supplier-buyer relationship serves the interest of both partners.
The idea is further to integrate operational processes and to
share the benefits but also the risk. To conclude, a risk-sharing
alliance should be considered when a low uniqueness goes together with high demand.

b. Market-sharing alliance. If a company has an unique competency, capability, or skill but is not in a position to create sufficient demand, it might search for a business partner whose
marketing capability (and market) it can share. In that case,
both partners gain. One obtains a new market while the other
creates additional revenues through the products of the first;
products that would have been difficult to get access to because
of lacking competencies, capabilities, and skills.
c. Development aUiance. When companies have complementary

competencies, capabilities, and skills for which there is a high
demand potential they may consider a development alliance.
The idea is to bring competencies, capabilities, and skills to-

gether so that new, unique ones can be developed. In particutar, in the capital and expertise intensive semiconductor
business this is regularly pursued. An example, is the alliance
between AT&T and NEC, both giants in their own right, who
decided to share competencies in pursuit of tomorrow's semiconductors.

Alliances only make sense in win-win situations, for example, when
a particular uniqueness is matched with the demand potential

created by a partner. In principle, competencies, capabilities, and
skills rather than products are shared. In other words, access to new
products is obtained through the competencies, capabilities, and
skills of another partner. The inherent danger of any alliance is that
one of the partners looses one or more of its specific competencies,
capabilities, or skills to the other. An alliance, therefore, will probably not last for ever but only until one of the partners has dealt with
or circumvented his imperfection. In that light, Hamel and Prahalad
(1990) refer to "the web of alliances Japanese competitors have constructed to acquire competencies at low cost". For example, the deci-
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sion of the

Japanese electronics giant, NEC, to be a leader in
semiconductors has driven it into the arms of many alliance partners. After all, a vivid vision and the astute choice of elements that
create uniqueness is critical when trying to create competitive space.

Step 18 - Being close to the customer if that makes sense.
Based on the economies of scale benefit and location sensitivity, one
can decide whether to centralize or decentralize competencies, capabilities or skills.

0 The economies of scale benefit refers to the avoidance of cost
when competencies, capabilities, and skills are located in one operational center for asset utilization and process efficiency purposes.

• The location sensitivily is

a measure of the customer's need to
have certain competencies, capabilities, and skills close to its
premises, e. g. for leadtime or accessibility reasons.
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The kaleidoscope diagram can be used to determine the location
strategies for competencies, capabilities, and skills. (See the figure
Location Strategies for Competencies, Capabilities, and Skills on
this page.)

Centrahzation decisions. The economies of scale benefit of an international teleselling center can be significant. In its European
teleselling center in the Netherlands, for example, Hewlett
Packard was not only able to materialize operational efficiencies
but, based on the projected growth in telephone calls, it could also
negotiate an advantageous contract with the Dutch FIT Telecom
for the use of telephone lines. To the customer, however, the location of this teleselling center is transparent. To order, customers
simply dial a local number after which they get to talk to a countryman. Therefore, when it is irrelevant to the customer where a
competency, capability, or skill is located and the economies of
scale are high, the decision should be to centralize.

Decentralization decisions. In these days, to have personal computer repair facilities close by is important to customers. They are
increasingly more dependent on the availability of their personal
computers. Ideally, soon after a technical issue occurs, they would
like to have a technician come by. In other words, the location
sensitivity of the personal computer repair capability, currently, is
high. On the other hand, because personal computers are relatively easy to repair, the economies of scale benefit of a centralized
personal computer repair capability is low. Therefore, the decision should be to plan a personal computer repair capability close
to the customer. To conclude, if the economies of scale benefit of
a competency, capability, or skill is negligible and its location
sensitivity high, one should consider decentralizing it.
Situation specific decisions. When the economies of scale benefit
nor location sensitivity dominates, one should decide for centralization or decentralization based on the actual geographical situation.

In my experience, location decisions are often quite sensitive and
driven by personal interests. This simple, and clear framework of
validation prevents location decisions to linger on for months. The
relationship between the economies of scale benefit and location
sensitivity brings the business view and the customer's perspective
together in one decision.
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Organizing the Organization
The internal functioning of intentional social structures evolves in two
Breakoverarching organizational dimensions (see the chapter Creating
ns):
Dimensio
through in Business - Overarching Organizational
0 The product cluster unit dimension.

0 The competency, capability and skill unit dimension.

In the light of the above there are still two more steps to be taken.
Step 19 - Identifying the basic organizational dimensions.
To ensure the implementation of the business architecture, i.e. after
the business purpose has been completed, the work shop team should
assign managers to the various core product cluster units. In addishared by
tion, for the competencies, capabilities, and skills that are
more than one product cluster unit, the work shop team should appoint competency unit managers. The focus of competency, capability, and skill unit managers should be on generating uniqueness.
In

1992, Microsoft restructured its development organizations

into five product divisions - "each of these product divisions has
an independent charter and mission and serves dijJerent constitu-

encies". Microsoft's objective was to bring products to market
faster.

Step 20 - Planning for transition.
In this step, the required competencies, capabilities, and skills are
matched with those which are available. The competency data base
is no use for
defined in step 15 can be used for this task. When there
existing competencies, capabilities, and skills, an action plan needs

A decision should be made whether to spin oK, sell
off, reskill, or lay off redundant capacities. From an evolution management view point, the spin-off or sell-off of competencies, capabilities, and skills is most elegant because of the chances it creates to

be developed.

reincarnate the business in another form. (See the chapter We. The
Corporate Entity - Corporate Reincamation.)
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Benefits in Brief
Only a few of the benefits and findings mentioned here have been planned
in advance. Most of them are the result of process changes over a period of
approximately eight years. The entire workshop represents a genuine example of what Masaaki Imai refers to as 'Kaizen' (1986), that is, "continuous
improvement through process-oriented management". Most weaknesses
have been designed out of the process. 'Theory' has been developed to substantiate some of the procedures and, also, to embed the workshop in a
socio-economic setting. The business purpose workshop forms an essential
part of the business creation syntax, as a whole. Its key benefits or, rather,
qualities have been categorized following the three characteristics of the
management process in the future corporation. (See the chapter Mirroring
and Reframing Attitudes - The Future Corporation.)

Sensitivity to perception
0

Providing a framework of reference. The business purpose workshop process helps managers sort out their perceptions when
(re)constructing the business. Managers build and, at the same
time, internalize a framework (of reference) which forges the
'why' of business. In spite of remaining uncertainties, being able
to explain the why in business constructively influences the actions and decisions in an organization.

0

Uncovering hidden knowledge. The syntax followed unlocks the
expertise of management teams with many years of experience.
Through kaleidoscope diagrams, knowledge is brought to the surface and, through combinations, spun into new orbits of conception.

• Learning by tuning perceptions. Because perceptions and choices
are consolidated in a traceable way, expert departments, such as
marketing, can now more accurately be directed in their research.
If quantitive studies generate conclusions which differ from what
is assumed, managers have the option to adjust their perceptions
or confirm their beliefs as 'stakes in the ground'.
• Circumventing unnecessa<y politicking. The logic of the business
creation syntax is useful in sensitive negotiations, such as those
concerning alliances. Although the syntax touches all the necessary discussion topics, it prevents the deliberate and accidental
disorders in discussions which may cause conflict.
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Sensitivity to time

0 Strategy development accuracy and speed. Due to a growing
number of global competitors, the need for strategic alertness has
significantly increased. The business construction syntax speeds
up the planning of new ventures and the review of existing business.

0 Time savings for stajI and management. Ingeneral, uiestmlegic
value of the workshop results exceeds that of traditionally prepared business proposals. Approval and implementation cycles
are shortened.

Sensitivity to dynamic balance situations

0 Differentiation through the supply-demand relationship. The
supply-demand relationship is a dynamic, and cybernetic phenomenon which describes the evolving relationship between the
supply and demand of goods (Von Hayek, 1988). In the business
creation syntax, the uniqueness-demand diagram enables managers to develop a sense of competitive uniqueness, i.e. uniqueness
for which their is a certain demand. The uniqueness-demand relationship can be used as a dynamic framework of strategy valida-

lion (see the chapter Creating Breakthrough in Business Achieving Di)Terentiation).
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The Socioeconomic Connection
The unwritten rules of the game which are hidden in our subconscious provide us with a sense of logic. Sometimes, we know these rules, such as the
rules of a card game, but when we apply them we rarely realize it. Rules
function as a framework of reference or, in the words of Karl Weick (1979),
as a reference sensation. A reference sensation is the result of an aggregation of impressions over a period of time. Consequently, the choices managers make when building a business architecture will be determined by the
framework of impressions in their minds. Von Hayek (1988) observes how
rules manifest themselves as true instincts.

Rules are handed on by tradition, teaching, imitation, rather than
by instinct and largely consist of prohibitions ('shalt not's') that
designate adjustable domains for individual decisions. Although
learnt, rules do not necessarily always operate as explicit rules,
but may manifest themselves, as true instincts do; i.e. as vague
disinclinations to, or distastes for, certain kinds of action.

In the €mpter Creating Breakthrough in Business - The Emerging
Business Planning Paradigm, I noted a similar observation: "Although
aiming to guide future behavior, strategies are often based on hindsight."
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The objective in this chapter is to explore how business decisions depend on
the social dimension by using the models defined in the preceding chapters.
The idea is to define how we can identify the worsening state of a company
before it is reflected in the financial results.

The Self-Organizing Characteristics That Connect
The dimensions of the social platform show the two main characteristics of
a self-organizing, operationally closed social system: autonomy and interdependence for both the whole and its elements. In principle, both the social
platform and the business architecture share these dimensions. (See the fig-
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ure Piews ofa Social System.) After all, the business architecture illustrates
the same self-organizing social system but from a business point of view.
Compared to the social platform which is designed specifically to capture
and reflect the perceptions inside an intentional social structure, the business architecture is used for business construction purposes.
The business platform, by definition, is the business architecture projected on the same dimensions. (See also the chapter Creating Breakthrough

in Business - The Emerging Business Planning Paradigm.) Through uie
choice of internal investments, suppliers, and alliance partners, the business
purpose establishes the autonomy of an intentional social structure. The

business means, i.e. the operating structure and the frameworks of systems
and tasks, effectively determine the interdependencies between the elements
of an intentional social structure, i.e. its complexity. The business process
lies between the business purpose and means. It influences both the autonomy of an intentional social structure and the interdependencies. Because
each intentional social structure is likely to contain other intentional social
structures, such as product cluster units, the business architecture represents
both the whole and its elements. By projecting the social platform onto the
business platform, it is possible to identify how the change dimensions relate to the business architecture layers, such as the business purpose, process, and nleans:

o Business purpose: alliances and identity. During the business
purpose (re)development phase, the alliances and identity change
dimensions show most of the activity. The choice of customers,
products, and competencies as well as the decisions on how competencies should be obtained (e.g. through investment, alliances,
or suppliers) depend on notions concerning identity and alliances.
Ken Olsen, the founder of Digital equipment, was proud to have
built the company through organic growth; that is without major
external alliances. His focus was mainly on internal alliances.
Contrary to Olsen, Harold Geneen, the president of I'IT at the
time, grew the company through external acquisitions. With regard to the identity change dimension, corporate officers walk on
a fine line between their own and the corporate goals. In this
light, the English media business debacle (the Maxwell affair) is
an unfortunate example of how a sense of identity can affect the
business purpose.
• Business process: (management) focus. Dudng the business process (re)development phase, the (management) focus change dimension gets particular focus. The balance between strategic and
operational concerns affects the business process through the
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breadth, objectives, and design of the added value framework, the
measurement strategy, and the information flow (Imai, 1986).

0 Business means: structure and involvement. During the business
means (re)development phase, the structure and involvement
change dimensions are the centers of change. The definition of
systems, tasks, and operating structure, depends on notions concerning the structure of accountability and power, and the involvement of employees.

The attitudes related to each change dimension affect the design of the
business architecture. Consequently, when the attitudes change, so will the
design of the business architecture.
The Dynamic Balance between Autonomy and Interdependence
The concept of social elasticity shows how the focus of an intentional social
structure swings between autonomy to interdependence. At the beginning of
each (S-curve) cycle of growth, the emphasis is on autonomy. The business
purpose of an intentional social structure is pursued until a relatively stable
'life form' has been established. Then, the focus shifts to the (re)design of
the business process and means and, thus, the establishment of interdependencies. The business process and means are developed until a complexity
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is achieved which is capable of consistently materializing the business purpose.

The evolutionary balancing act between autonomy and interdependence is not too difficult to detect. Procter & Gamble, the Cincinnati-based
consumer products company, spent almost a decade on the (re)development
of its business purpose through acquisitions and foreign expansion. Then it
decided to shift its attention to the rebuilding of its unwieldy organization
by refocusing on the business process and means. After years of building a
federation of relatively independent practices, KPMG, the world's biggest
accountancy concern, is bound to go through a period of consolidation during which it will (re)define the business process and means. This effort is
likely to take as many years as it took to establish its business purpose. Both
Procter & Gamble and KPMG are in the process of moving their focus from
autonomy to the creation of interdependencies. Other companies move into
the opposite direction. The focus of companies, such as Digital, has been
locked for years on the means of the business, the interdependencies. One
of the catch phrases in Digital was: 'to become a truly integrated corporation: Then, in the early nineties, after making considerable losses, Digital
was forced to search for a new identity and amend its business purpose.
To summarize, when companies change their focus from autonomy to
interdependence (and vice versa), the center of their activities will move in
sync to other change dimensions. Different rules emerge and other criteria
of success become important. The frequency of the swinging motion between autonomy and interdependence varies from company to company.
Also, during the corporate life cycle itself, when going through a sequence
of performance cycles (S-curves which, together, form the life cycle of the
company) the length of each performance cycle may differ. In a recent article, Theodore Modis (1993) maintains that at the beginning and end of a
life cycle (the low-growth period) the performance curves are shorter than
in the middle of a life cycle (the high-growth period). Consequently, the
frequency of the swing between the focus on autonomy and interdependence

will also vary during the life cycle of a company.

Diagnose the Past and Predict Tomorrow
The inherent strength of companies, such as Hewlett Packard and Microsoft, is visible in a strong self-organizing capability and a remarkable alertness. These companies seem capable of perpetuating their own change
process by timely recognizing the need to shift to another layer of the business architecture. At the same time, they manage to shift the focus to other
change dimensions on the social platform - effectively replacing the rules of
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the game. In the early nineties, Microsoft, the ultimate supplier of personal
computer software, is adjusting its business purpose. Evidence of this effort
is in its focus on a new range of products - multimedia - and the search for
a whole host of alliances in this field. Hewlett Packard has been growing in
waves with the addition of new product cluster units, such as those for
medical equipment, computers, and printers. As one of its European sales
managers put it: "on purpose, we are attacking our own cash cows" through
the introduction of new product mutations. After establishing itself as the
trend-setting desktop laser printer supplier, Hewlett Packard decided to attack its own market (and that of others) through the introduction of increasingly more advanced and, at the same time, cheaper ink-jet printers.
Success did not cause Hewlett Packard and Microsoft to become complacent. What then may have caused other companies to loose their alertness? The following three factors seem pivotal indicators:

a. Progress along the corporate life cycle. The concept of social
elasticity and the law of natural growth indicate that each selforganizing system has a certain life cycle which follows specific
phases. When the end of a life cycle is reached, the social structure becomes culture inelastic and complacent to the extent that
its disintegration occurs. Only by (re)incarnation can survival be
achieved, i.e. through the spontaneous and intentional formation
of other social structures (von Hayek, 1988).

of thinking and acting can become
addictive to the extent that they become counter productive. Companies may get bogged down by single mindedness in certain
change dimensions, so-called cu/ture traps. For example, with regard to the change dimension for the structure of accountability
and power, a company may focus for years on the perfection of
controls and ignore the importance of entrepreneurship. Consequently, an environment is created where controls become the objective rather than the means to achieve success. A culture trap, in
fact, is a situation where a company has ended up in the top left
or bottom right corners of the attitude positioning diagram, i.e. in
the areas of low attitude effectiveness. (See the chapter Social
Elasticity - Managing People's Attitudes.) In General Electric, for
example, after years of building a control-oriented culture (under
the previous CEO), Jack Welch reintroduced entrepreneurship. In
General Electric's annual report of 1991, Jack Welch stresses:
"
we are rewarding people based on what they contribute - the
quality of their ideas, and their ability to implement them - rather
"
than on what they control.

b. Culture traps. Certain ways
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c. Excessive focus on autonomy or interdependence. In some companies, the dogmatic pursuit of either autonomy or interdependence evaporates their self-organizing characteristics. In the
198Os, the Saatchi & Saatchi group excessively pursued an acquisition strategy which not only turned it into the world's secondlargest agency group but also crippled its performance and endangered its survival. Through an uninterrupted focus on acquisitions, it failed to materialize operational synergy. In other words,
its fascination for the development of the business purpose caused
it to miss out on the business means, i.e. the interdependencies. In
the same time frame, contrary to the Saatchi & Saatchi group,
Digital seemed to be absorbed by its focus on the business means.
Increasingly more business issues were dealt with through reorganization rather then to question the purpose of the business.
Eventually, the idea emerged to revive the organization from the
bottom upward through the involvement of people. In essence, the
latter was an attempt to circumvent Digital's inability, at that
time, to change its business purpose.

Both culture traps and the excessive focus on autonomy or interdependence disturb the dynamic balancing process and literally stifle a company.
When that happens, it unfortunately experiences disastrous financial results
followed by dramatic measures to shake the company out of its trance. In
The Great Depression Of 1990, Ravi Batra (1985) proposes "that depressions, as distinct from recessions, are caused by an extreme concentration of
wealth". Similarly, in intentional social structures, complacency and excessive culture-inelastic behavior coincides with an extreme concentration of
power. Probst and Lorange (1987), for example, indicate howjoint ventures
fail if they do not get the freedom to decide for themselves. An extreme
concentration of power reduces the self-organizing capability of an intentional social structure and replaces it with complacency and rebellion. (See
also the chapter The Dynamic Culture - The Culture System.)
Although the end of a corporate life cycle is unavoidable, culture traps
and the excessive focus on autonomy or interdependence are not.

Holding Up the Mirror Before It Is Too Late
Both the culture trap and the excessive focus on autonomy or interdepence
are the result of a consistent pattern of decisions and actions that tend to develop as the unwritten rules of the game. If, at an early stage, this pattern
can be detected, one may be able to develop an impulse which keeps the dynamic balancing process going and prevents a company from becoming
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Identifying a Telling Imbalance
complacent. Again, one can only hope to influence an intentional social
structure by relying on its self-referential characteristic. Compared to the
business platform which is designed for business construction purposes, the
social platform is well suited to capture and reflect the perceptions inside an
intentional social structure. It shows the core inclinations that influence the
construction of a future business. The idea is to hold up a mirror to reflect a
telling picture about the trend in the various change dimensions.
The following steps outline a workshop which can be used to uncover
and trace an adverse trend. The objective is to identify whether the balance
of strategy introductions, management actions, and events over a certain
period of time tilts the focus in an intentional structure excessively to autonomy or interdependence. (See the figure Identihing a TeUing Imbal-
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Plotting a Time Path
ance.) The underlying notion is that each strategy, action, and event is an
impulse or force which somehow acts upon the responsiveness of people.
(See the Appendix Summary -The Force OfStrategy.) Using these guidelines at Digital, I detected a worsening trend two to three years before the
company's financial results unfortunately 'confirmed' my findings.

1. Recording the strategy histog In this step, the workshop participants
(representatives of the respective intentional social structure) brainstorm the strategies, actions, and events that have had an impact on
the various change dimensions over a certain, agreed number of years.
The outcome of this step consists of a list of strategies, actions, and
events, including the estimated dates when each of them emerged,
categorized by change dimension. Ideally, each strategy, action, and
event should have the same weight. In that light, it is important to rely
upon what the participants remember rather than what may be written
in reports. After all, the brain functions as a useful screening or sifting
device which identifies items of equal importance.

2. Plotting time paths. In this step, the strategies, actions, and events
identified in step 1 are plotted in the various change dimension diagrams. Each diagram should show the same, agreed number

of years
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on both of its axes. In order to plot a strategy, action or event, one
needs to establish first in which direction it has driven the attitudes,
i.e. parallel either to the y-axis or to the x-axis. Each item is plotted
using its introduction date and particular direction. A strategy, action,
or event is represented by a line which starts at its introduction date
and stops at the introduction date of the following item. In fact, each
line starts where the line of the previous item stops - except, of course,
for the earliest item. (See the figure Plotting a Time Path on page
209.) The outcome of this step is a time path of strategies, actions, and
events in each diagram. The latter shows the history of strategies, actions, and events in a particular change dimension. Note: the diagram
for management focus has not been included in the figure Ident,5'ing
a Telling Imbalance, because it does not clearly enough help in establishing an imbalance situation. The management focus diagram fits
somewhere in the middle of the balance.

3. Evaluation of the results. The figure Identibing a Telling Imbalance
on page 208, shows an example of the outcome of the previous steps.
Each diagram contains a time path of strategies, actions, and events.
The following observations can now be made:
Possible culture traps. In the diagrams for alliances and involvement, the time paths end in the culture trap area - also, the area of
low attitude effectiveness. This indicates that past strategies, actions, and events in these change dimensions all drove in mainly
one direction. Consequently, the intentional social structure under
review may become more change resistent in those particular
change dimensions; in this example, it tends to shy away from external alliances and consensus building. This may be a reason to
develop corrective organizational strategies following the work-

shop process in the chapter Mirroring and Reframing Attitudes The Attitude Positioning Workshop.
Imbalance situation. The idea here is to explore the difference in
activity at both ends of the balance. Note: each vertical and honzontal segment of a time path represents one strategy, action, or
event. In this example, six strategies, actions, and events were
identified in the change dimensions for alliances and identity versus twelve items in the change dimensions for structure and involvement. This could indicate an inclination to resolve problems
mainly through measures which focus on the interdependencies or
business means. Consequently, the autonomy of the intentional
social structure - and, therefore, its business purpose - may not get
sufTicient attention. If an intentional social structure were to con-
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tinue on this path, its business purpose could eventually loose its
competitive edge. Overlooking the business purpose implies neglecting the continued update and renewal of core competencies.
Therefore, the need for alliances, which is derived from the assessment of competencies, may not be felt sufficiently causing the intentional social structure to loose touch with its social surrounds.
At best, the findings in this example should lead to the development of measures which refocus the attention on the redevelopment of the business purpose. At the very least, an awareness
should be obtained about potentially adverse inclinations. An
analysis of the Saatchi & Saatchi group would have shown a different imbalance: an over-focus on autonomy. The obsession to
grow the company with acquisitions made it forget about the
growing need for operational streamlining. Eventually, the
Saatchi & Saatchi group was forced to sell some of its acquisitions - e.g. the Hay group through a management buy out. It also
seemed to be moving onto the path of operational synergy through
measures focused on the development of interdependencies and
business means. At the end of 1992, for example, two of its agencies linked up to create an international agency network, known
as CME-KHBB. The network which is organized on a 'hub and
spoke' system is planned to be grown organically.
Causal analysis. Once an imbalance situation has been found, the

fgure Identijying a Telling Imbalance on page 205 can help in
detecting when and where strategies, actions, and events began to
affect the balance. In the diagram for structure (ofaccounmbih(y
andpower), for example, the time path shows the rapid introduction of strategies, actions, and events at the end of the time path.
The 'guilty' change dimension and the timing are useful leads
when trying to understand the cause of an imbalance situation. To
ensure that the findings are representative of the perceptions
across an organization, one should do this workshop in several
parts of the organization.
The above approach helps to detect trends in the behavior of intentional social structures which inadvertently influence their chances of survival. By relying on perceptions, behavioral imbalance situations can
rapidly be recognized. The arbitrary partitioning of the change dimension
diagrams into 'culture trap' sections is a reflection of choice and style and
may even be culture driven. However, because of their visual impact, they
do not spoil the objective of identifying adverse trends. In conclusion,
sometimes long before the results of certain behaviors are reflected in the
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financial results, they may be detected and acted upon. Painful performance
issues and the resulting low in organizational responsiveness, therefore, can
be prevented. The above approach substantiates how we may foresee the future by analysing potentially indoctrinating, past conducts.

Epilogue
To depend on facts, without thinking, may seem safe and secure,

but in the long run it is dangerously unconstructive because it
has nothing to say about directions. The quest is for 'know-why'
ahead of'know-how'.

Warren Bennis and Burt Nanus, 1985

11 Implications for Management
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Dealing with Uncertainties
I realize that the broadness of Evolution Management makes it difficult to
label it as a theory or method. It could well be perceived as a management
paradigm because its assumptions have already started to permeate our
thinking in some form or another. What may have been missing is a framework, something that I hope to have established in this book. This chapter
reviews how the evolution management framework may affect the role of
managers in intentional social structures. A good starting point seems a
summary of some of the unusual perspectives evolution management emphasizes:

a. Cultures are evolving, self-organizing, operationally closed social
systems that cannot really be managed in the way we manage
tasks; they can only be (re)incarnated. In fact, a culture may well
attract the 'management' it needs to realize its natural growth potential. But, then: what is management?

b. The cumulative growth of a social system is limited to a maximum which is somehow locked into its invariant identity. After
this maximum is reached, new intentional, and spontaneous orders are likely to take over.
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c. The dynamic balance (the pendulum) is nature's way of enforcing
differentiation. It rules both the business and social parameters in
an organization and dictates the character and timing of
successful initiatives.

On first sight, the above perspectives somehow seem to limit our dimensions of freedom. In addition, as one reviewer of this book observed,
"the emphasis on visions as desired future states sits uneasily with the notion of an evolutionary process with an unpredictable outcome". In this
light, the conclusion of Friedrich von Hayek (1988) is even more harsh:
Evolutionary theory can never put us in the position of rationally

predicting and controlling future evolution. All it can do is to
show how complex structures carry within themselves a means of
correction that leads to further evolutionary developments which
are, however, in accordance with their very nature, themselves
unavoidably unpredictable.
The above takes the wind from under the wings of a visionary and an
almost magical statement on one of the buildings in Florida's Disney
World: "if you can dream it, you can do it". Because evolution essentially is
a process driven by chance, Walt Disney's inspiring message may in reality
boil down to something like: 'if you can dream it, you can probably do it
provided you try hard enough'. Mutations and selections - of ideas, visions,
business initiatives, societies, and so on - essentially are probabilities. The
latter is what gets on our nerves. It goes against our conventional Cartesian,
and Newtonian thinking which causes us to view the world as a machine.
We still hope that by manipulating some dials or by following certain
strategies (as so often suggested in case-study based publications) we can
make it do what we want it to do. For example, the idea of managing an organization (an intentional social structure) as a machine - using some kind
of an instrument panel or a checklist - is not only wrong but, as I shall try
to explain, it prevents us from utilizing its true, albeit unknown potential.

Relativistic Management

Cultural evolution is in three respects, different from biological evolution
(Gould, 1991). First, cultural evolution on the whole is faster than biological evolution (mainly because of the following two differences). Second,
whereas biology is driven by random mutation and not by the transmission
or inheritance of favorable traits (as Lamarck assumed), cultural evolution
passes on achievements and rules by communication and education and
thus, is "Lamarckian in form". Third, "biological evolution is a system of
constant divergence without subsequent joining of branches. Lineages, once
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distinct, are separate forever. In human history, transmission across lineages is, perhaps, the major source of cultural change". In essence, cultural
evolution is the outcome of numerous interactions and interdependencies
which cause the statistical nature of evolutionary developments. From a
Cartesian point of view, not being able to predict the exact outcome of certain events is a disadvantage. For example, it prevents us from fully optimizing a business and its processes. However, the 'imperfections', i.e. the
unexpected, not entirely desired outcomes, essentially is what keeps evolution going. As the evolutionary biologist, Gould (1991), observes,
The complex and curious pathways of history guarantee that most
organisms and ecosystems cannot be designed optimally. Indeed,
to make an even stronger statement, imperfections are the primary proof that evolution has occurred, since optimal designs erase

all signposts of history.
In business, the 'competitive complexity' continuously increases. Not
only is the number of global competitors growing but, by perpetual technological advancement, so is the number of substitute products. Therefore, in
order to be successful and survive, companies need to excel specifically in
their capability to renew and innovate. In this light, the unavoidable imperfections turn into opportunities! Imperfections are images of the hidden
potential in intentional social structures. Driven by the will to survive, the
attention of managers will inevitably shift from suppressing probabilities the conventional approach when optimizing systems - to catalyzing the creation and use of'imperfections'. With regard to corporate dynamics, the efforts of management will convergeon the incarnation and reincarnation of
intentional social structures, i.e. the mutation and selection of 'corporate
species', each of which may create the customers, products, competencies,
processes, and means of tomorrow. As I observed in the chapter H/e: The
Corporate Entity, the task of management is shifting from "enabling tasks
to enabling creation".
The above is more of a paradigm shift than we realize. Although, 'innovation' is recognized as an important success factor, successful management is still too often considered as 'creating competitive advantage'
(Porter, 1990). The latter is the result of our obsession to outmaneuver competition in a continuous struggle to survive. The idea of 'life as the ongoing
struggle for existence' was introduced in the first half of the nineteenth
century by the economist Thomas Malthus, a pessimist, who viewed the
popular notion of human perfectibility as foolishness. Less than a Centllry
later, influenced by Malthus, Darwin identified the more precise concepts
of 'chance variation' and 'survival of the fittest'. In the evolutionary process, 'chance variation' is the driving force and 'survival of the fittest' the
eventual outcome. Unfortunately, the distinction between these two con-
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cepts has faded and both tend to be used in one and the same breath. Evolution management re-emphasizes 'chance variation' as the principle force
of progress. This book, therefore, essentially explores 'deliberate chance
variation' by harmonizing with the evolutionary process through the development of social and business platforms - in an (ongoing) effort to pro-

voke and invoke new corporate qualities. The conclusions of C.K. Prahalad
and Gary Hamel (1990), which concentrate on the core competencies of the
corporation, can be seen as an indication of this shift in focus, that is, away
from a product-driven competitive struggle toward the deliberate evolution
of corporate qualities which are perceived to have the potential of generating short- and long-term success. The competitive struggle, however, points
to another important aspect of evolution: relationships or interdependencies. Heisenberg, for example, concludes: "The world appears as a complicated tissue of events, in which connections of different kinds alternate or
overlap or combine and thereby determine the textlire of the whole." The
eminent anthropologist, Bateson, argued that 'relationships' should be used
as a basis for all definition, and that this should be taught to our children in
elementary school. (Capra, 1982). The social and business platforms, therefore, are based on the assessment of external and internal relationships, i.e.
the dynamic balance of autonomy and interdependence. In conclusion, relationships play an important role in the evolution of social structures, but deliberate chance variation is the principle force of progress.
The idea of dealing with probabilities rather than absolute phenomena
is not new. Approximately 200 years after Isaac Newton published his major work, 'Principia' (Mathematical Principles of Natural Philosophy,
1687), the publications of Albert Einstein and Werner Heisenberg disproved some of Newton's basic assumptions. Newton, for example, considered space and time as absolute phenomena and elementary particles as
solids. Einstein introduced the space-time continuum based on the notion
that space and time are variables rather than absolutes. The four
dimensional space-time continuum (x, y, z, and time axes) describes how
both physical space and time change at various speeds and that these speeds
will not exceed the speed of light. In 1920, Werner Heisenberg published
the uncertainty principle. This concept was based on his conviction that the
behavior of subatomic particles can be predicted only on the basis of probability, something that even Einstein could not accept.
Although, phenomena in physics and social sciences are not always
interchangeable (Probst and Ulrich, 1984), here is a challenging parallel
which provides an unusual perspective of the dynamics of social structures.
The physical space-time continuum, defined by Einstein, could well have a
socioeconomic equivalent. One can define 'socioeconomic space' as a subset of 'physical space'. The socioeconomic space, by definition, consists of
three dimensions: the social platform, the business platform, and the out-
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of their interaction: the 'results'. The latter is a cross-section of the
evolution clockwork. (See the chapter 77,e Evo/ution C/ockwork.) Whereas
the cosmic evolution concerns the development of physical space in time,
the socioeconomic evolution is the development of socioeconomic space in
time. In this light, the concept of social elasticity is useful. It effectively describes the evolution of social structures by the interplay between vision, as
the primary driving force, and culture, as the secondary driving force. Vision is the mental framework of socioeconomic space while culture represents the socioeconomic reality. In essence, both vision and culture
represent the socioeconomic space but with different probabilities. The
above triggers the notion that the evolution of socioeconomic space can be
represented by a vision-culture-time continuum which is similar to the
space-time continuum. Vision and culture, as alternating forces, carve out
the socioeconomic space in a corkscrew fashion along the dimension of
time. The various phenomena or 'laws', such as the dynamic balance, the
law of natural growth, and the self-organizing principles, are useful during
this process. They help in the judgement and creation of forces that guide
the process of evolution.
In physics, the evaluation of interacting forces has resulted in farreaching notions such as imaginary time, interconnected universes, and
world lines (space-time lines). The evaluation and description of interacting
forces in and around a socioeconomic space seems worth pursuing in the
future.
come

There are always forces in the system toward change and forces
in the system toward stability and equilibrium; therefore, human

systems exist in 'quasi-stationary equilibria. '
Schein (1985) on the views of Kurt Lewin.

One More Time: Management's Role
Pilots, as much as, aircraft designers, and production line workers are managers in the sense that they order tasks and suppress probabilities in pursuit
of optimization. As a matter of fact, many managers do what product line
workers or pilots do: they order tasks (of others). At best, their focus is on
creating and sustaining perfections. However, in a more complex world, the
focus of management must also be on the creation and use of imperfections.
As Stephen Gould (1991) observes, 'imperfections' keep evolution going.
In fact, if we want to reach out to future, yet unknown worlds, managers
must rely on the characteristics of self-organizing systems. "Only by caus-
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ing it to order itself can we bring about an ordering of the unknown." (von
Hayek, 1988). Evolution management, therefore, pushes the concept of
management into a direction which Warren Bennis and Burt Nanus (1985)
refer to as 'leadership'. With tremendous insight they observe:
Leaders emerge when organizations face new problems and com-

plexities that cannot be solved by unguided evolution.
Leadership quality is no longer required at the top of an organization
only. As a result of the development of flat organizations, network organizations, and virtual corporations (Byrne, 1993), the need for leadership
permeates organizations and societies with a maddening speed. The search
is for managers who guide the evolution of an organization no matter what
its size. The following profile, once again, summarizes the role of managers
from an evolution management point of view.

Managers are creation catalysts. Managers create and mantain an
environment which encourages the mutation and selection of new
organizational species. The latter are not limited to business initiatives or product clusters. Also, competency clusters, focused on the
operational framework, are organizational species of which the
evolution should be guided.

Managers function as mirrors. The evolution of self-orgading organizational species should be guided by intelligently reflecting perceptions about desired states back into intentional social structures.
The social platform and the business creation syntax can be used to
facilitate the development of these reflections. They create the necessary frameworks of validation and reference, i.e. tile know-why and
the know-how. The idea is to improve the sensitivity and responsiveness of intentional social structures to events in the social surroundings by utilizing their self-referential characteristics.
Managers create a shared sense of reality. Managers should ensure
the sharing of the desired and current realities (the difference is in
their probabilities) These realities are developed partly through
communication and partly through the encouragement of selforganizing capabilities are these realities developed. For example,
the concept of concurrent engineering, which involves customers
and representatives from the entire supply chain in the development
of products, should be extended into concurrent business design.

Managers ad, ust their so'le. Depending on the evolutionary stage,
e.g. the vision inelastic and culture inelastic stages, the style of man-
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agement needs to change from encouraging mutations to encouraging cross-fertilization and vice versa. If managers cannot adjust their
style, new managers will be attracted by an organization to realize

its natural growth potential.

In conclusion, what is evolution management? Evolution management
is 'effectively harmonizing with the rhythm of evolution' which is different
from just riding the waves of change. Evolution management is different in
that it requires us to play a more active role in evolution. To get in tune
with the rhythm of evolution, we need to:
0 Apprehend the various patterns of evolution (e.g. social elasticity,
the various dynamic balance situations).

0 Become more alert (e.g. through the socioeconomic connection).

• Make

a dedicated effort (e.g. through the social platform and the
business creation syntax).

0 Accept how evolution brings events about (i.e. self-organization,
natural growth).
0 Work with what evolution brings about (which is not always what
we expect).

0 Continue the creation and evaluation of new realities (i.e. through
the social and business platform).

Evolution is the outcome of a dynamic web of interactions. It leads to
of corporate species which only survive if they are not rejected by their environments. Although our urge to determine our destiny
causes us to relate survival to adaptation, we can in reality only influence
our fate by the deliberate creation of chances.
the emergence
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Fractal-like Social Structures
Background

Fractals are stable patterns in the behavior of chaotic systems.
Like Chinese boxes within Chinese boxes, fractals seem to contain other resembling fractals at various levels of magnification.

Proposition
Social structures, such as societies, communities, companies, and
divisions, are self-organizing groups of people which contain other social structures as elements. As self-organizing social structures, these elements resemble the whole.

63

Social Structures within Social Structures

Explanation
The example of the social structure telescope (see chapter, We.
77:e Corporate Entity) reveals a complex network of social structures which are the product of cultural evolution.
The models and tools (not necessarily the specific strategies) we
develop for social structures should apply to every single social
structure.
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Intentional Social Structure
Background

Some social structures emerge inadvertently driven by a myriad of
influences from surrounding structures. Others, however, come to
life as a result of focused intent albeit influenced by the environment as well.

Proposition
An intentional social structure (a corporate entity) comprises any
number of people who are tied together in a group by a certain
commonalty in their vision of the future, and by a common operating culture. As a group, they face the challenges of a common
outside environment. An intentional social structures is a selforganizing, and, to a certain, extent operationally closed grouping
which comes to existence intentionally.

Explanation

By definition, operationally dosed, self-organizing systems have
four characteristics in common: complexity, self-reference, autonomy, and redundancy.
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Corporate Reincarnation
Background

Driven by unpredictable events, managers have to constantly adjust and improve corporate and organizational purpose. The adjustment of corporate purpose results in decisions to divide,
group, and regroup social structures.
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Corporate Entities

The Process of Corporate Reincarnation
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Proposition
Corporate reincarnation is a constant process in which corporate
purpose is adjusted, new divisions and groupings are made, and
only the 'fittest' divisions are retained.

Explanation

During the process of reincarnation, a manager's objective should
be to preserve the accumulated knowledge and experience of people in the corporate entity which is being transformed.
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Culture: The Social Structure Itself
Background
There are various definitions of culture. Most of them describe
culture as an attribute of a social structure in terms of mental
frameworks, rituals, values, and symbols.

Proposition
A culture is a self-organizing social structure. The evolution of a
social structure is the evolution of culture. Consequently, cultures,
those of companies and societies alike, are groups of people or organizations which operate as self-organizing systems.

Explanation
The self-organizing characteristics of social structures as well as
the processes of mutation and selection are those of cultures.
The self-organizing characteristics of a culture make it hard to
manage culture. The influence of management on culture is greatest at its onset.
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Force Of Direction
Background

The natural question is: how restricted is the role of managers as
culture shapers to the role they fulfil as catalysts in their social
structure? What organizations achieve is partly the result of management impulses and partly dependent on the intrinsic potential
of the culture as a whole.

Proposition
The force which managers exert on culture as a process is a function of the characteristics of culture as a self-organizing phenomenon. Consequently, the force of direction, as a series of
impulses which produce new groups and subcultures, is a function
of autonomy, interdependence, self-reference, and redundancy:
Force = F(Autonomy, Interdependence, Self-reference, Redundancy)

Explanation

Klimecki and Probst (1992) conclude that to an observer "culture
works out to be a development process which leads to a normative
model of order by the interplay of its elements."

Complexity is a function of the interactions between mutually interdependent elements each of which is a social structure itself.
The degree of interdependence is a measure of complexity.

The force of direction influences the relationship between autonomy and interdependence.

The force of strategy (another proposition) explains the effect of
the force of direction in terms of organizational responsiveness.
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Autonomy-Interdependence Connect
Background

As creation catalysts, managers walk on the fine line between the
interests of the overall culture and the cultures of the contributing
elements.

Proposition.
The groping relationship between autonomy and interdependence
within the (business) world causes new organizational forms to
emerge.

Autonomy
A

Self-organizing
Systems

) Interdependence
Dynamic Balance between Autonomy and Interdependence
Explanation

A self-organizing social structure has
my and interdependence.

a certain degree

of autono-
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Culture as a Dynamic System
Background

How can we influence the evolution of social structures or, in other words, how can we influence a culture? In order to answer this
question, we must be find away to describe the culture system,
i.e. the interactions between the elements that determine the behavior of a social structure.
Proposition

The culture system is the framework of interactions that determines the fate of a social structure.
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Explanation
The culture system functions as a dynamic web of interrelated
events which cause an internal self-propelled drift.
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Ongoing Value Shift
Background
Values are not only overarching criteria which eventually determine our actions. They are also overarching consequences of our
visions, of what we do, and, therefore, of what rules we set.

Proposition
Value shifts show the contours of two extreme stages in the evolution of social structures, those of fragmentation and integration.

Dynamic Balance

)

FRAGMENTATION <

INTEGRATION

Inflexible, rigid culture

*+

Flexible, growing culture

Weak corporate vision

+-+

Clear corporate vision

Lack of interdependence

*+

Interdependence

The Contours of two Extreme Stages in Evolution

Explanation
Value shifts are company specific and do not necessarily apply to
the entire industIy.
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Natural Growth and Social Structures
Background

The S-curve shows the relation between cumulative growth and
time. Primarily used as a forecasting device, the S-curve also provides the means to sharpen our insight and conclusions about the
process of evolution.

Proposition
The rate and ceiling of growth is the result of the overall dynamics of a system to which all events contribute.
For generic units of production, output, and activity, for example,
revenues, profit, R&D expenditures, number of patents, each social structure has its own typical rate and ceiling of growth.
Once a social structure has been created, its intrinsic rate and
ceiling of growth cannot be changed. Metaphorically, Brallms
cannot become a Mozart and will, therefore, be limited to a maximum of 126 compositions in his life time.

To change the intrinsic growth characteristics of social structures,
one has got to change their constitution or intrinsic identity.

Explanation
As a reflection of generic evolutionary growth, the S-curve merits
consideration asthe blue print of the engine of evolution.
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Evolutionary Phases
Background

S-curves represent a result of the evolutionary process of mutation, selection, and diffusion.

Proposition
When the revenue of a corporate entity - and therefore the corporate entity itself - follows its S-shaped growth pattern, it passes
through three distinct phases: the crystallization phase, the crossfertilization phase, and the exhaustion phase.
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Attitude Effectiveness Distribution
Background

Human behavior bears on the state of tile entire social structure.

Proposition

With time, the attitudes in corporate entities shift from risktaking to consolidating orientations and back essentially a a>namic balance situation. Too much risk-taking and too much
consolidating both yield low attitude effectiveness. Due to influences inside and outside the corporate entity, the attitude effectiveness curves drift through time.
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Product as Function Of Competency
Background

Although the focus has been shifting from products to competencies, it is their interaction which dorninates the management task.
From an evolutionary perspective, therefore, a company must be
determined by the interaction between products and competencies, not just by one or the other.

Proposition
'Product' is the ultimate evidence of business existence and 'competency' is what substantiates it. Therefore, product is a function
of competency:

Product = F (Competency)
Explanation

The Product-Competency Evolution diagram shows typical
corporate life forms.
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Evolution Clockwork
Background

Suggestions on the design of - a series of - reference frameworks,
as 'snapshots', ideally need to be supported by a model which describes the underlying current

of change.

Proposition
A metaframe, an evolution clockwork, can be defined which describes the cybernetic aspects of operationally closed, selforganizing social systems, such as the intentional social structure.

Social

Perspective \1'L
Attitudes

Freedoms

/0 \W
SOCIO-

Engine

of

Evolution

C

Results

C

Economic
System

\4

/1
Investment Priorities

Competencies

\11

Economic
Perspective

/1

The Evolution Clockwork as Flow Model

240 Evolution Management

Vision Architecture
Background

Vision, as a reference sensation, triggers the actions of people. It
is the representation of a desired reality and does not only include
the results but also the hows.
Proposition
The cross-section of the evolution clockwork produces the three
core elements of vision:
0 The social perspective; the desired freedoms and unfreedoms.

• The results; the desired outcome.

• The economic perspective; the desired internal competencies.
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Vision-Culture Connect
Background

The horse that had been pulling the cart of structural change was
the new vision of the incoming CEO, i.e. his evolving view of a
substitute reality. This vision, rather than the rigid culture,
created a common focus in the organization which kept people
'glued' together. In all cases, the vision was meant to change the
culture.

Proposition
By a gradually adjusting culture, an organization will absorb and
assimilate the desired reality (vision). Conversely, during the
cross-fertilization phase, the culture determines the vision of employees.
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Culture Inelasticity
Background

To the observer, a dominant or inelastic culture functions as a rigid shell which echoes its internal views and causes the introvert
behavior of the social structure as a whole. It coincides with a diminishing responsiveness of employees.
Proposition
When companies reach the very end of a performance cycle, cultures tend to become increasingly more dominant or inelastic.
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Vision Inelasticity
Background

To the observer, an inelastic vision functions as a rigid shell
which echoes its internal views and generates the very focused behavior of the social structure as a whole. An inelastic vision may
makes the responsiveness of employees dwindle.
Proposition

At the beginning of a growth cycle, vision tends to become more
dominant and less elastic until, eventually, the culture takes over
as the glue which keeps people together and focused.
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Organizational Responsiveness
Background

Responsiveness, by definition, is the time required by an organization to assimilate a new vision:
Responsiveness = Change In Vision / Time

Proposition

In vision- and culture-inelastic situations, the responsiveness of
people in a social structure declines. But, at other times, the responsiveness of people may well reach a high.
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Social Elasticity
Background

Although the outcome of (cultural) evolution, as a stochastic prodifficult to predict, the motion of this process can be fore-

cess, is

shadowed.

Proposition
Social elasticity refers to the dynamics of a great number of social

phenomena (growth, organizational state, vision inelasticity, culture inelasticity, responsiveness, process, coupling between ele-

ments, self-organizing emphasis, and attitudes) which are
consistently changing in sync with the pattern of natural growth.
Explanation
In this process, many other factors swing in sync between two extreme states. For example, during consecutive cycles of growth,
the emphasis in social structures swings inevitably between autonomy and interdependence.
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Social Platform
Background

Self-organizing, self-referencing social systems create conscious
and unconscious reference frameworks which determine the actions of the people. The challenge is to find a framework of validation which provides the logic for the design of a reference
framework.
Proposition
The social platform is a framework of organizational rules and
actions which determines the behavior of a social structure by affecting the autonomy and the interdependence of the whole and
its elements.
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Future Management Process
Background
In a more complex environment in which the evolutionary processes of social structures are inextricably intertwined, only the
management of perceptions may cause organizations to develop
the capability to cope with the challenges of a fluid reality.

Proposition
The management process in the future corporation is characterized by:

0 Sensitivity to perceptions.
0 Sensitivity to time.

• Sensitivity to dynamic balance situations.
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Paradigm Shift in Business Planning
Background

Traditional Western management has been mechanistic in
orientation by an emphasis on the achievement of specific objectives.

Proposition
To conclude, the paradigm in business planning is changing. The following transitions characterize this impactful shift:

0 From quantijlcation and certainty to diferentiation and uncermin(Y. Evolution as a process of mutation, selection, and diffusion
produces differentiating traits and species. As evolution is unpredictable so is the selection of mutations. Business planning must
cope with an increasingly more complex business environment in
which the rate of mutations increase. Success cannot be guaranteed by analysis but only by nurturing a sensitivity for uniqueness.
"Planning survival in a cognitive, analytical way can be dangerous" (Bahlmann and Meesters, 1988).

0 From reductive to constructive, i.e. from breaking the whole
down into parts to "getting the whole into the parts" (Morgan,
1986). Business planning becomes a holistic approach which is
capable of fostering intentional social structures within intentional social structures. Rather than to reduce the whole into elements
for the sake of control, business planning focuses on the construction of business within business and on balancing autonomy and
interdependence.

• From organizations to enable tasks to self-organization to enable
creation. The research of Bahlmann and Meesters (1988) indicates that "those enterprises who put all their energy in the conditions for development develop most". The shift is toward the
encouragement of self-organization in organizations.

From fragmentary single-loop learning to continuous doubleloop learning The fragmentary adjustment of strategies and ob-

jectives is replaced by the continuous development of business
contexts which determine autonomy and interdependence.
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Business Architecture
Background
In an intentional social structure, a business creation syntax is the
arrangement of perceptions which creates business.

Proposition
The business architecture is the framework of reference which determines the priorities when (re)creating business. It consists of
the business purpose, the business process, and the business
means.
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Uniqueness-Demand Connect
Background
The search is for uniqueness for which there is a certain demand.

Proposition
As uniqueness-demand situations evolve, not only the degree of
uniqueness and demand may change but also the factors which
generate uniqueness and demand.

Explanation
Uniqueness factors are those matters which characterize customers, products, competencies, capabilities, and skills. Demand factors are matters which represent or create demand.
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Socioeconomic Connect
Background

The idea is to explore how business decisions depend on the social dimension.
Proposition.

In principle, both the social platform and the business architecture share the dimensions of autonomy and interdependence.
Therefore, when the attitudes change so will the design of the
business architecture.
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Force of Strategy
Background

The force of direction, as a series of impulses which produce new
groups and subcultures, is a function of autonomy, interdependence, self-reference, and redundancy:
Force = F(Autonomy, Interdependence, Self-reference, Redundancy)

Proposition
The force of strategy explains the effect of the force of direction in
terms of organizational responsiveness. The force of strategy
changes the responsiveness of people in an organization of a certain size over a certain period oftime:
Force = Size of Organization x Change In Responsiveness / Time

In general, the force of a specific strategy is only exerted during a
limited period of time. Strategy, therefore, can be seen as an impulse:
Impulse = Force x Time = Size of Organization x Change In Responsiveness

Explanation
Because Responsiveness

=

Change In Vision / Time, strategy must also

be a function of both vision and time:
Strategy = F(Organizational Size, Vision, Time)

The organizational size is the equivalent of mass and accounts for
the inertia in large organizations.
Essentially, force is a vector and direction sensitive. In other
words, a strategy with a certain direction may push the organizational culture in a certain direction. Therefore, the various choices
of direction (toward either autonomy or interdependence) together
represent the framework of validation. The framework of validation helps in the selection of the appropriate strategies.
The concept of social elasticity and the social platform help to determine the direction of strategy.
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Management's Role
Background
The search is for managers who guide the evolution of an organization no matter what its size.

Proposition
The following profile summarizes the role of managers from an
evolution management point of view.

0 As creation catalysts, managers encourage and initiate the development of new organizational species, i.e. both product clusters
and competency clusters.

• As 'mirrors', managers encourage the self-organizing behavior of
intentional social structures.

• Managers create a shared

sense of reality essentially to ensure the
behavior
of
social structures.
self-referencing

0 By adjusting their style, managers accommodate the various evolutionary stages. If managers are incapable of adjusting their
style, organizations will eventually attract new managers to realize their natural growth potential.
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Evolution Management
Background

What is evolution management?

Proposition
Evolution management: 'effectively harmonizing with the rhythm

ofevolution:
Explanation
Evolution management is different in that it requires us to play a
more active role in evolution. To get in tune with the rhythm of
evolution, we need to:
0 Apprehend the various patterns of evolution (e.g social elasticity,
the various dynamic balance situations),

• Become more alert to the social surroundings and the behavior of
the whole (e. g. through the socioeconomic connection),

• Make a dedicated effort (e. g. through the social platform and the
business syntax),

0 Accept how evolution brings events about (i.e. self-organization,
natural growth),

0 Work with what evolution brings about (which is not always what
we expect), and

0 Continue to create and evaluate alternative realities (i.e. through
the social and business platforms).

Evolution is the outcome of a dynamic web of interactions. It
leads to the emergence of corporate species which Only survive if
they are not rejected by their environments. Although our urge to
determine our destiny causes us to relate survival to adaptation,
we can in reality only influence our fate by the deliberate creation
of chances.
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